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Chairman: Mr. G. W. Baldwin 
Vice-Chairman: Mr. P. Tardif 


and Messrs. 


Basford, Grafftey, Ricard, 
Beaulé, Gray, Rinfret, 
Berger, Hales, Rochon, 
Cameron (High Park), Harkness, Rock, 
Cameron (Nanaimo- Lessard (Saint-Henri), Rondeau, 

Cowichan-The Islands), Loiselle, Ryan, 
Cardiff, Mandziuk, Scott, 
Chaplin, McLean (Charlotte), Skoreyko, 
Cété (Chicoutimi), McMillan, Smith, 
Crouse, McNulty, Southam, 
Drouin, Muir (Lisgar), Stefanson, 
Dubé, O’ Keefe, Tucker, 
Eudes, Pigeon, Valade, 
Fane, Pilon, Wahn, 
Forbes, Regan, Whelan, 
Frenette, Richard, Winch—50. 
Gendron, 

M. Slack, 


Clerk of the Committee. 
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_ ORDERS OF REFERENCE 


HOUSE OF COMMONS, 
Fripay, April 10, 1964. 


Messrs. 
Gendron, Ricard, 
Grafftey, Rinfret, 
Gray, Rochon, 
Hales, Rock, 

n (High Park), Harkness, Rondeau, 
ee (Nanaimo- Lessard (Saint-Henri), Ryan, 
han-The Islands), Loiselle, Scott, 

Mandziuk, Skoreyko, 
: ih McLean (Charlotte), Smith, 
Chicoutimi), McMillan, Southam, 
aie McNulty, Stefanson, 
Muir (Lisgar), Tardif, 
O’Keefe, Tucker, 
Pigeon, Valade, 
Pilon, Wahn, 
Regan, Whelan, 
Richard, Winch—50. 


(Quorum 15) 


WEDNESDAY, March 11, 1964. 


f Monpay, May 4, 1964. 
ie é 


rdered, that the Standing Committee on Public Accounts be empowered 


so oe Order 66 be suspended in relation thereto; that its quorum be 
iced from 15 to 10 Members and that Standing Order 65(1) (e) be suspended 


FripAy, May 22, 1964. 


ered,—That the Reports of the Canada Council for the fiscal years 
arch 31, 1962 and March 31, 1963, tabled on October 10, 1962 and 
7 11, 1963 respectively, be referred to the Standing-Committee on Public 
ts in order to provide for a review thereof pursuant to section 23 of the 
a Council Act. 
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Fripay, May 22, 1964. 


Ordered,—That the Public Accounts, Volumes I, II and III for the fiscal 
years ended March 31, 1962 and March 31, 1963, and the Reports of the Auditor 
General thereon, tabled on January 21, 1963 and on February 19, 1964 respec- 
tively, together with the financial statements of the Canada Council for the 
fiscal years ended March 31, 1962 and March 31, 1963 and the Reports of the 
Auditor General thereon, tabled on October 10, 1962 and on July 11, 1963 re- 
spectively, be referred to the Standing Committee on Public Accounts. 


Attest. 
LEON J. RAYMOND, 


The Clerk of the House 


et aig 


Fripay, May 1, 1964. 


g Committee on Public Accounts has the honour to present its 


FIRST REPORT 


Respectfully submitted, 


G. W. BALDWIN, 
Chairman 


This Report was concurred in by the House on Monday, May 4.) 
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MINUTES OF PROCEEDINGS 


THURSDAY, April 30, 1964. 
(1) 


. 
lembers present: Messrs. Baldwin, Berger, Cardiff, Cété (Chicoutimi), 
‘Dubé, Fane, Forbes, Frenette, Gendron, Lessard (Saint-Henri), Loiselle, 


: ae McLean ee McMillan, Pilon, Rinfret, Rock, Rondeau, Scott, 


The Clerk attending, and having called for nominations, Mr. Berger 
1, seconded by Mr. Loiselle, that Mr. Baldwin be elected Chairman of the 
mittee. 


There being no further nominations, Mr. Baldwin was declared elected 
hairman. 
. Baldwin thanked the Committee for the honour conferred on him 


nen referred to the objective and excellent press coverage of last year’s 
ittee sittings. 


On motion of Mr. Lessard (Saint-Henri), seconded by Mr. Tucker, Mr. 
' was elected Vice-Chairman. 


On motion of Mr. Stefanson, seconded by Mr. Forbes, 


Resolved,—That a Sub-Committee on Agenda and Procedure comprised of 
airman and six members to be named by him, be appointed. 


_ On motion of Mr. Loiselle, seconded by Mr. Lessard (Saint-Henri), 


. Resolved,—That permission be sought from the House to print such papers 
evidence as may be ordered by the Committee. 


m motion of Mr. Berger, seconded by Mr. Crouse, 


esolved,—That the Committee print 700 copies in English and 300 copies 
nch of its Minutes of Proceedings and Evidence. 


motion of Mr. Rock, seconded by Mr. Southam, 


olved,—That the Committee recommend to the House that its quorum 
ced from 15 to 10 members. 


Fane suggested that the Chairmen of the various select committees 
d organize their sittings in such a manner as to prevent numerous 


ee meetings at the same time. 


llowing a brief discussion concerning future proceedings, the Commit- 
journed at 11.20 a.m. to the call of the Chair. 
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8 STANDING COMMITTEE 


TurEspDAy, May 26, 1964 
(2) 


The Standing Committee on Public Accounts met this day at 9.30 a.m. The 
Chairman, Mr. G. W. Baldwin presided. 


Members present: Messrs. Baldwin, Cardiff, Cote (Chicoutimi), Crouse, 
Fane, Forbes, Gray, Hales, Harkness, Lessard (Saint-Henri), Mandziuk, McLean 
(Charlotte), McMillan, O’Keefe, Regan, Ricard, Rinfret, Rock, Skoreyko, 
Southam, Stefanson, Tardif, Tucker, Wahn (24). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada and Messrs. 
Long, Millar, Stokes, Smith, Douglas, Crawley, Chapman and Laroche of the 
Auditor General’s office. 


The Chairman, after a brief introductory statement, announced the com- 
position of the Subcommittee on Agenda and Procedure as follows: Messrs. 
Baldwin, Tardif, Ryan, McMillan, Hales, Winch and Coté (Chicoutimi). 


The oral report of the Subcommittee on Agenda and Procedure was then 
presented by the Chairman, recommending that the Committee sit on Tuesdays 
and Thursdays at 10.00 a.m. and that permission be sought from the House 
to establish subcommittees. 


After discussion, Mr. McMillan moved, seconded by Mr. Forbes, 


Resolved,—That the Committee sit at 10.00 a.m. on Tuesdays and Thursdays 
and that the Chairman of this committee meet with the Chairman of the Special 
Committee on Defence to co-ordinate hours of sitting. 


On motion of Mr. Hales, seconded by Mr. Tucker, 


Resolved,—That the Committee be empowered to appoint sub-committees, 
to fix the quorum of any such sub-committee and to refer to such sub-commit- 
tees any of the matters referred to the Committee; that any such sub-committee 
so appointed have power to send for persons, papers and records and to examine 
witnesses; to sit while the House is sitting, to adjourn from place to place, and 
to report from time to time to the Committee. 


The Committee recessed at 9.50 a.m. in order to proceed to the House to 
hear Mr. U. Thant, Secretary-General of the United Nations, and agreed to 
reconvene at 11.00 a.m. this day. 


The Committee resumed at 11.05 a.m. 


Members present: Messrs. Baldwin, Berger, Cardiff, Forbes, Mandziuk, 
Regan, Rinfret, Rock, Southam, Stefanson, Tardif, Tucker, Wahn (13). 


In attendance: Same as at 9.30 a.m. sitting. 


The Chairman introduced Mr. A. M. Henderson, who made a brief statement 
on matters to be considered by the Committee and referred to the function 
and role of the Auditor General. 


Mr. Henderson then introduced his senior officers as follows: Messrs. Long, 
Millar, Stokes, Smith, Douglas, Crawley, Chapman and Laroche. 


The Committee then proceeded to the consideration of the “Follow-Up 
Report by the Auditor General on the action taken by departments and other 
agencies in response to recommendations made by the Committee in 19637’. 


pe S tovthe Minutes of Sura eedinos and Evidence of this day. (See 


M. Slack, 
Clerk of the Committee. 


i. 


eee EVIDENCE 
TUESDAY, May 26, 1964. 


remarks will be very brief, because I hope we will complete certain 
ended business and then be able to have a few minutes discussion 


FRIDAY, May 22, 1964. 


ieee Ordered,—That the reports of the Canada Council for the fiscal 
- years ended March 31, 1962 and March 31, 1963, tabled on October 10, 
1962 and on July 11, 1963 respectively, be referred to the standing 
_ committee on public accounts in order to provide for a review thereof 
- pursuant to section 23 of the Canada Council Act. 


Fripay, May 22, 1964. 


- Ordered,—That the Public Accounts, Volumes I, II and III for 
the fiscal years ended March 31, 1962 and March 31, 1963, and reports 
oi Oat of the Auditor General thereon, tabled on January 21, 1963 and on 
February 19, 1964 respectively, together with the financial statements 

of the Canada Council for the fiscal years ended March 31, 1962 and 
March 31, 1963 and the reports of the Auditor General thereon, tabled 
on October 10, 1962 and on July 11, 1963 respectively, be referred to 
the standing committee on public accounts. 


[he CHAIRMAN: Thank you. You will see from these orders of reference 
in addition to completing our examination of the 1962 Auditor General’s 
and the public accounts, we also have, of course, the same for 1963 


as. has pees the practice of this committee in ‘the past, we may take up 
or ilak of the crown corporations, or more if time permits, which are 


ie we eit have to Be some consideration later on . when we see to 
7 extent we are making progress. So, this accentuates the statement I 


> earlier to the effect that there is a large job for this committee during 
Te period of this session. 
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May I now announce the composition of the subcommittee on agenda 
and procedure? Besides the Chairman it includes Messrs. Tardif, Ryan, 
McMillan, Hales, Coté (Chicoutimi), and Winch. In addition, under the same 
arrangement which prevailed last year, Mr. Beaulé will sit in on the meetings 
and report to his particular group with regard to the discussions of the steer- 
ing committee. 

Your steering committee met and made the following recommendations 
which I would ask you to consider now: first, that we meet on Tuesdays and 
Thursdays at 10 am. This is a change from last year when we met on 
Mondays and Fridays. Of course, there will be some conflict. It was the view 
of the steering committee that we put this forward for your consideration. I 
will ask you to consider it before we leave this morning. 

In addition, we also thought it advisable to seek permission from the house 
to establish subcommittees. The reason is that it has been the experience of this 
committee that there are a number of matters which lend themselves well to 
treatment by subcommittees. I am thinking of such matters as the form of the 
estimates, matters relating to the manner in which the public accounts them- 
selves are presented, and a lot of other items which can be well treated by 
means of small subcommittees sitting or meeting with the Auditor General or 
his officials and representatives from various departments concerned. 

Now we tried this last year but with some doubt in my mind. There is a 
precedent which suggests that, while you can appoint a subcommittee, there is 
some doubt as to the validity of its deliberations and whether or not it has the 
right to hear witnesses, and receive documents. I only need to tell you that 
this goes back to 1942-1943 when the matter was considered. At that time the 
war expenditure committee decided to establish subcommittees to look into 
matters, and it was decided, as a result of advice received from officials, that it 
would be better to receive from the house itself authority to establish such 
subcommittees. 

This was, therefore, the view of your steering committee when we met 
having in mind the many subjects and much work which we think can be more 
competently, efficiently and effectively carried on by means of subcommittees. 
The steering committee thought we should ask this main committee to make a 
recommendation to the house to receive such authority. 

Is there any discussion on these two particular subject matters: first, that 
the committee should meet on Tuesdays and Thursdays at 10.00 a.m.? Perhaps 
we can deal with that item first. 


Mr. McMi.Luan: Mr. Chairman, I wonder if it has been considered meeting 
at 9.30 a.m. instead of 10.00 arm. A number of us are on the defence committee 
and I think they intend to meet at 11.00 a.m. on Tuesdays and Thursdays, so we 
would have just an hour and one half to spend on each committee and there 
would be no overlapping. 

The CHAIRMAN: You would be in good condition to go into the house. Thank 
you for the suggestion. I think it is an excellent one. Are there any further 
comments? 

Mr. HArKNESs: In the case of committees meeting regularly, has there been 
any investigation of efforts to co-ordinate their times of meeting? It seems to 
me that something definite should be done along that line. 

The CHAIRMAN: I am informed that it has been considered by the steering 
committee. You mean, has there been any co-ordination between the various 
committees? 


Mr. HARKNESS: Yes. 
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The CHAIRMAN: I think it has been considered. I notice that the assistant 
government whip, Mr. Rinfret, is present today. Perhaps he could inform us if 
there has been any arrangement made to try to co-ordinate the various com- 
-mittees. 

Mr. RINFRET: Yes. 

The CHAIRMAN: We are heading in that direction. 


Mr. Rock: It does not look like it to me. The private bills committee is sup- 
posed to meet within half an hour, but because of the visit today of Mr. U 
- Thant, it will not sit. I do not think we should leave it to the whips. There is a 
sizeable staff in the committees branch all situated in the same row of offices 
_ on the fourth floor, and surely they can always tell the chairmen “at this time 
__ we have this committee meeting, and that time we have that committee meet- 
ing”. Surely they could bring up a proper type of schedule which we could 
Es. goby: 

ee The CHAIRMAN: Thank you. 

ee Mr. Rock: I think those members should recommend the times which are 

best for those meetings. 


g Mr. Harkness: Mr. Chairman I would suggest that the committees which 
are going to be meeting regularly at the present time are this committee and 
the defence committee as well as probably the external affairs committee. I do 
not know of any others. If the Chairmen of those committees could get together 
probably a schedule could be worked out so that there is a minimum of over- 
— lapping. 

The CHAIRMAN: Thank you Mr. Harkness. We did have a meeting of the 
chairmen of committees last session toward the tag end. 


nt Mr. Lessarp (Saint-Henri): I think that would be the best thing to do, 
Mr. Chairman. 


The CHAIRMAN: May I take it, Dr. McMillan, you are in fact suggesting that 

- we meet at 9.30 in the morning rather than 10 o’clock on Tuesdays and Thurs- 

».- days? 

a ; Mr. McMILuAN: Yes, since there are other meetings to be held immediately 
afterward. 


The CHAIRMAN: Yes. 


Mr. ForsBes: Mr. Chairman, Dr. McMillan has made that suggestion in 
view of the fact that he is a member of another committee. Surely the meetings 
__ of the various committees could be co-ordinated, as Mr. Harkness has suggested, 
and thereby obviate the necessity of meeting at 9.30. I am anxious to meet 
at 9.30 but when one sits in the House of Commons until 10.30 it is 11 o’clock 
By. _ before one arrives home and 9.30 the following morning arrives pretty early. 
I think we should co-ordinate the meetings of these committees so that we 
will not have them sitting at the same time and then from 10 o’clock in the 
morning would give us ample time to do the business we have before us. 


The CHAIRMAN: Perhaps it would be best if someone made a motion to this 
effect, then if there is any discussion or desire to amend it we can do so. 


; Mr. McMituan: I should like to move that the chairmen of the defence 

committee and public accounts committee meet in an attempt to co-ordinate 
‘the hours of sittings in view of the fact there are a number of members of 

_ this committee who are members of the defence committee as well. 

The CHAIRMAN: Would you also suggest that we should meet at 10 o’clock 

n the day of our next meeting and then arrive at some decision? 


Mr. McMittan: Yes, and I think we should have some co-ordination. 
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The CHAIRMAN: Would you include that suggestion in your motion? 
Mr. McMILLAN: Yes. 

The CHaIRMAN: Is there a seconder to the motion? 

Mr. ForsBEs: I second the motion. 


The CHAIRMAN: Dr. McMillan has moved that we meet at 10 o’clock on © 


Tuesdays and Thursdays and that the Chairman of your committee meet with 
the chairman of the defence committee and other committees in an marie to 
co-ordinate the meetings so as to avoid over-lapping. 

Mr. Lessarp (Saint-Henri): Mr. Chairman, I think the chairmen of all 
the committees should meet in an attempt to solve the problem. 


The CHAIRMAN: I took the liberty of adding that suggestion to the motion 
made by Dr. McMillan. 

Mr. Rock: You are getting support, Mr. Chairman. 

The CHAIRMAN: All those in favour of the motion? 

Motion agreed to. 


I declare the motion carried. 


Our next subject involves permission from the House of Commons to 
establish subcommittees. 

Mr. Hates: Mr. Chairman, I think that is an excellent idea which has 
proven in the past to be much better and allows committees to do the work 
with greater speed. As long as the subcommittees report back to the main 
committee before reporting to the House of Commons I see no danger of anything 
going through which is not approved of by the whole committee. 


The CHAIRMAN: I think it would be obligatory that the subcommittees 
report to the main committee before any further report is made. There was 
some doubt in respect of the legality of subcommittees actually entertaining 


witnesses, hearing evidence and examining documents without having obtained © 


the authority of the House of Commons to do so in the first instance. So that 
there is no doubt in this regard I am suggesting we should have a motion to 
this effect. I might say that the subcommittee on procedure and organization 
is considering this whole question and, without anticipating, it is my hope that 
that committee will come up with something in due course probably in the 


general order of a reference to all committees including the right to establish 


subcommittees. If I have approval for this suggestion can I take it you have 
moved this, Mr. Hales? 


Mr. HALES: I will be glad to make that a motion, Mr. Chairman. 


Mr. O’KeEFre: Mr. Chairman, in view of our experience last year in getting 
a quorum even for this committee how do you expect to be able to get a 
quorum for the subcommittees? 

The CHAIRMAN: The subcommittees will be smaller, Mr. O’Keefe. They will 
consist of some three to six or seven members. There is not the same restriction 
on the times of their meeting because they can meet in between these meetings. 


The committee that sat on the form of the estimates sat for several weeks and | 


sat in the evenings; I think there were seven members on that subcommittee © 


and they needed four for a quorum. 
Mr. Tucker: I wish to second the motion. 


Mr. REGAN: The subcommittees would deal with specific matters that 


would, in due course, be reported back to the full committee? 
The CHAIRMAN: Yes. 


Peni M : Hales, may I read a motion which I took the liberty of drafting with 
re) Tk? R 


That the committee be empowered to appoint Bae Fete to fix 


committees any of the matters referred to the committee; that any such 
- subcommittee so appointed have power to send for persons, papers and 
- records and to examine witnesses; to sit while the house is sitting, to 
adjourn from place to place, and to report from time to time to the 
ae ae 


re you ready ne the question, ei ekiane 
vill all those who are in favour of the motion please indicate. Contrary? 


otion agreed to. 


You have had handed to you the follow up report that will form the subject 
ur discussion. Is it your wish that we should reconvene and ask Mr. 


‘he CHAIRMAN: Would any members be free to come back here at eleven 


Ch e Sea: It appears from the number of members who have just 
their hands that we will get a quorum. I suggest that we should get 


‘son introduced in order to get the matter started. We have a great deal 
K and we did find last year that we were rushing things at the end. 
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The CHAIRMAN: The meeting is called to order. I thank you for your haste 
in getting back here as early as you all did so that we can make some progress 
with our deliberations. 

First, might I introduce to you Mr. Maxwell Henderson, the Auditor Gen- 
eral of Canada who appears before us in two capacities. It is his report which 
we consider with respect to the matters contained in his report; these are our 
points of embarkation in dealing with all of the subjects which we do discuss. 
In addition, Mr. Henderson and members of his staff are witnesses in the sense 
that they corroborate and amplify matters in the report on which members of 
the committee might wish to question them. 

Very briefly, I might say that Mr. Henderson, who was born in England, 
has had a long and distinguished career as a chartered accountant both in 
industry and during various phases of government employment. He has been 
Auditor General since 1960, and during that time has brought down a number 
of reports in his capacity as Auditor General. As such he deals not only with 
the accounting end of it but with the parliamentary audit, to make sure that 
money is properly accounted for and is also spent in accordance with parlia- 
mentary directions. Mr. Henderson and members of his staff are usually with 
us continuously. I am going to introduce him to you now and ask him if he 
will, in turn, after he has made some comment, introduce the members of his 
staff who are here with him. All of the members of his staff are not with us on 
all occasions but only when we deal with a particular subject matter which 
invites their particular concern. 

Mr. A. M. HENDERSON (Auditor General): Thank you very much, Mr. 
Chairman. It gives me particular pleasure, gentlemen, to appear before you 
again today at the commencement of the sittings of the committee, and, as the 
Chairman has said, it is in my official capacity as an officer of parliament that 
I am traditionally the adviser of this committee. 

Before introducing the senior members of my staff who are with me here 
today, I should perhaps say a few words about the material that you have 
before you. As you know, the committee’s last report was its fourth report 1963 
presented to the House of Commons on December 19, 1963. In accordance with 
the standing instructions of the committee, I have prepared the usual follow-up 
report describing the action taken by the various departments, agencies and 
crown corporations on the committee’s various recommendations made in this 
last report. This will be the first item of business on the agenda, and it will 
therefore give you an idea of the detailed matters with which you have to deal. 
The format of this particular report is designed to explain the details and the 
background of the points as simply as possible. You will notice that it deals 
with 21 subjects. In breaking these down you will perhaps have noted that I 
myself will be following up on nine of them, which is what the committee 
asked me to do in the regular course of my work, while 10 of the remaining 
12 items were the subject of positive recommendation by the public accounts 
committee to the executive that they take remedial action of one kind or 
another. You will however have noted from perhaps the third paragraph on 
page one that of these 10 only three of the recommendations have been car- 
ried out so far by the departments concerned since you made your last report 
on December 19. 

After considering the items in the follow-up report it is assumed I think 
that the committee will wish to carry on with its examination of my report 
for the fiscal year ended March 31, 1962. When the committee rose last Decem- 
ber it had examined paragraphs 1 to 74 of that report, and also had dealt with 
paragraphs 84, 114 and 140. Presumably, Mr. Chairman, it will now wish to 
carry on with its examination from paragraph 75 to the end of this particular 


te” ' 

ec RY is 
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Pereration and agency, and is also entitled to require and receive from 
bers of the public service such information, reports and explanations as 


Donon 67 of the Financial Administration Act vacances the Auditor 
ral to examine in such manner as he may deem necessary the accounts 


ee which he is specifically required to report in relation to pe a 
any case where any appropriation has been exceeded or was ape to a 


I ‘expenditure was not pahoried or was not properly vouched or certified. 
addition, he is required to report any other case that he considers should 


all of the meetings with me. Next to Mr. Long is Mr. Millar, my audit 
rector whose prime responsibility is handling all national defence opera- 
, the crown corporations in that field, and his work now includes the 
rtment of Industry and the Department of Defence Production. On Mr. 
r’s right is Mr. Laroche, of our revenue audit branch, and Mr. Crowley 
is in charge of all of the national revenue side of our work, that is 
y customs and excise income, taxation, the Canadian mint, the Secretary 
' State, the post office, the exchange fund and various other areas. Next to 
Crowley is Mr. Chapman who deals with all of the responsibilities we 
e in the House of Commons, in the Senate, the central pay office, the 
rannuation branch, the civil service commission work, the external affairs 
rtment and the passport division. On Mr. Chapman’s right is Mr. Douglas, 
audit director in charge of our work in the Department of Citizenship 
migration, the Department of Labour, the Department of National 
and Welfare, the Unemployment Insurance Commission, the Depart- 
of Veterans Affairs, and so on. On Mr. Douglas's right, is Mr. Smith, 


ny Biidit director in charge of ‘such departments as agriculture, the Depart- 
, Of External Affairs, the Privy Council, the Secretary of State, Depart- 
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ment of Trade and Commerce, and the majority of the crown corporations _ 
which we examine and, as you know, they include some large ones. pat 

That completes my introductions, Mr. Chairman, and perhaps will serve — 
to give the members a brief idea of the way in which our office is organized — 
and how we assign and go about our work. If there are any questions, I ~ 


would be pleased to deal with them. Ga 


x 
The CHAIRMAN: Has the committee any questions with regard to any of the 
functions of the various audit directors who have been introduced? This would 
be an appropriate time to ask any such questions. If not, possibly the com- — 
mittee might like to carry on in the way we have in the past by giving page © 
by page and paragraph by paragraph consideration to the follow-up report 
which, as Mr. Henderson said, indicates the measure of success or lack of it — 
which met the recommendations which the committee made last year. If there 
are no questions with regard to the personnel and functions of the gentlemen _ 
who have been introduced, let me say that we are very glad to have them — 
here and that we look forward to having them again from time to time as we 
come to that part of our report to which we may direct our attention. se 
Is it your wish, gentlemen, that we start on the follow-up report and deal 
with this first? Have you all got copies of the follow-up report before you — 
now? 
Mr. SouTHAM: How long is the committee sitting this morning? I have 
another short meeting which I wish to attend so that I will have to be excused, 
but I will come back if you are going to go on. ' 


Mr. Rock: I have to leave at 12 o’clock. 
Mr. REGAN: So do I. 
The CHAIRMAN: We might sit until 12 o’clock. 


The follow-up report has been tabled. Would someone make a motion 
that it be printed as an appendix to today’s proceedings? 


Mr. Recan: I so move. 
Mr. STEFANSON: I second the motion. 
Motion agreed to. : 


The CHAIRMAN: Mr. Henderson, would you mind turning to the follow-up 
report before us. I assume we might start on page one and deal with the various _ 
items. I think the first item is one of particular concern because last year, 
as an innovation, this committee asked the deputy ministers of the departments ~ 
which were concerned in our report to advise the Auditor General within three © 
months as to what action had been taken on matters on which the committee ~ 
had made recommendations. I wonder if I might start off the proceedings by — 
asking Mr. Henderson what written reports have been received by the depart- 
ment in response to this request of the committee. i 


W 


Mr. HENDERSON: Not very many, I am afraid. However, in the absence of — 
these, as I explain in the comments I make on each item, I have followed them i 
up myself and in some cases was able to obtain a reply, in other cases I am © 
still waiting for replies. However, I have sought to bring the members up to 
date as best I could in accordance with the instructions I received from the — 
committee. I deal with each case in the comment section on the item, and you am 
will notice in some cases I have quoted what the department has said, for e, 
example, in the case of reimbursement to servicemen for lease termination pay- Py 
ments, what the deputy minister wrote to me on April 3. In other cases I have y 
made inquiries and sometimes spoken to the deputy minister concerned. 
In those cases I advise you what he told me. a 


IEN ERSON: ae seems if we compare the three out of ten batting average 
e with the previous one, which I think was 13 out of 25 or something 
nature, it is not as good as the previous one. 


doubtful if all the departments read this as closely perhaps as they have 
in the past. The report follows the same format but in the past I myself 
written to each deputy minister while the follow-up report was being put 
her to ask them to bring me up to date. I think, in all fairness, they 
-obably were waiting to hear from me instead of realizing this had been changed 
ound. They were told to write to me within three months of December 19 
nd that, of course, led me to await hearing from them, and I suppose the 
onses fell between the two. However, we went after them in order that I 
ht be able to give you an as up to date report as possible. 
Mr. TarpiF: What excuses do they use for not replying? 
Mr. HENDERSON: Well, they are busy people. These were the committee’s 
rite instructions in the closing paragraph of its last report. A number were 
re of it but, I suppose, they felt that the longer they left it the more up to 
their information would be. 
‘The CHAIRMAN: I will read the precise paragraph in this connection, namely 
ragraph 58 of our fourth report, which reads as follows: 
The importance of maintaining parliamentary control over financial 
matters is the paramount concern of this committee. It is therefore 
expected that its recommendations will be given close attention by the 
_ departments, crown corporations and other agencies, and the committee 
- requests that each deputy minister concerned advise the Auditor General 
within three months from this date as to what action has been taken on 
qs matters on which the committee has made recommendations in this 
report. 


Mr. TarpIF: Is there not a method of having the deputy ministers con- 
d initial these reports to prove they have read them, or is this only for 
nefit of the committee? 

fr. HENDERSON: They obtain minutes of the proceedings and I presume 
their own departments they must have some follow up. 

. Recan: Inasmuch as the past practice has been for the Auditor General 
‘tact the deputy ministers, perhaps they had relied on the expectation of 
ing such a letter. Would it not be worth while now for the Auditor General 
ite to those deputy ministers from whom he has not heard and then he can 
to us at a later meeting what reaction he received. 

HENDERSON: Mr. Regan, that could be done but you might care to go 
the items first and see what specific comments you then would like 
2 in individual instances. 

2 . REGAN: Fine. 


-. ForBEs: Can we not request the deputy ministers to appear before the 
tee. and ask their reasons for not replying? 


20 


gone aaa the items in the floes -up aaNet Sea may wise % "question 
several of them or do what you think best in the circumstances. 


The CHAIRMAN: Gentlemen, most of them will be appearing at one cimeet / is 


or another during the course of our deliberations and I think this is an excel- 


lent thing for members to keep in mind when putting questions. As I said, 
this is a point that could be raised later and, as Mr. Regan said, this should De 
to their mind the necessity in the future of complying with our request. 


Mr. Tarpir: Has the committee authority to make them comply with our * 


request? You said we should try to make them. 


¥ 


The CHAIRMAN: Offhand, I would say we are limited to calling them before 


us as witnesses. As I appreciate it, the main force of the committee is in the ~ 


amount of study it gives and the resulting publicity in respect of what the 


committee feels are matters which should concern us. We have no power other — 


than to ask them to appear before us as witnesses and then, of course, the con- 


sequent report we make back to the house will be based on those views the 


committee has after hearing all the evidence and all the witnesses who appear 
before us. 

Are there any further questions in respect of the first three paragraphs? If 
not, could we deal now with the next item, the office of the Auditor General, 
which starts in the middle of the first page. 


Mr. HENDERSON: Under this heading I have set down the committee’s action 
at its last meetings, from which you will note that I was asked to keep the 
committee posted in respect of whether or not the arangement that was made 
is functioning to my satisfaction and is enabling me to recruit such officers and 
employees as are necessary for me to perform my duties. 

I have set down the precise situation as it existed at the close of last month 
and indicated to you that as a result of delays which developed in the procedures 
of the civil service commission and the treasury board in connection with 
recommendations made by the commission about the revised rates of pay and 
new classes, little headway was made on the recruiting side with the result 
that since the arrangement was made I have secured a net increase of only 
two employees, still leaving 18 short of my establishment. 

As the Chairman mentioned, this committee always has shown a keen 
interest in the staff problems of my office and I remain very grateful for the 
help and advice I have received from time to time from the Chairman and the 
members. At this time I am sorry I do not have more progress than this to 
report. 


The CHAIRMAN: Mr. Henderson, do you feel that this shotage must neces- 
sarily be reflected, to some extent, in the work -which you are cree by 
statute to carry on with regard to your examinations? 


Mr. HENDERSON: I have said this, Mr. Chairman, in my last two pees i 
the House of Commons, my 1962 and 1963 reports. I have made it clear and 
I think you considered it at your last meeting in respect of the 1962 report, 
which you will be considering. The matter is covered in the preface and 
amounts to a qualification of the scope of my work which I must say to you 
again I regard very seriously. I pointed out in my 1963 report, and I quote: 


As I stated in my report last year, there are altogether too many 


instances where staff shortages result in the audit office being unable to 


carry out its test examinations with sufficient frequency or in sufficient 
depth to achieve even the minimum standard required by modern ac- 
cepted auditing practice. 


I went on in that report to say that I looked forward to being able to re- 
port progress as a result of the arrangement made. last November toward im- 


2 the scope of my audit work during the now current year, 1964-65. But 
be less than frank if I did not say to you that until my staff can be 
« ely brought up to strength and until what I would describe to you as 
d tape road blocks of the type mentioned here have been surmounted it will 
t be possible to report progress in bringing the scope of the work up to the 
imum standard required by modern accepted auditing practice. As of today 
recruitment outlook is good. 

_ The secretary of my office who came to me from the Civil Service Com- 
ission following the arrangement made last November reported for duty on 
nuary 20 last and, as a result, we have received more effective service from 
the Civil Service Commission because they have decentralized their authority 
him. He operates from my office and, I might say, part of that agreement was 
at in occupying the position of secretary in my office such a position would 
be created on my establishment, and that he would fill it; in other words, I 
would pay his salary. However, despite repeated requests which I have been 
_ making over the past six months and which I am still making, this has not 
_ been done yet. The officer continues to be on the salary roll of the Civil Service. 
Commission. This is important to me because, as you know, I am anxious in 
owing what the true costs of my operation are. Also, there is an important 
¢ rganizational question involved. 

_ I have a letter in front of me from the treasury board, saying they cannot 
move on this because they are still awaiting replies to letters from the Civil 
rvice Commission dated March 18 and March 24. 

_ The other matter mentioned here was in respect of changes in my audit 
supervisors’ rates of pay and salary, about which I have been inquiring for 
long time. I was informed on May 20 that treasury board, in fact, had actually 
proved this on May 14 but we have not been advised as to the amount or 
ven the details yet. They have not sent the minute or anything. And, May 14 
was a fortnight ago. 
_ Mr. Tarpir: Mr. Henderson, what would you recommend to remove these 
ad blocks? 
_ Mr. Henperson: I am doing my best to work them out. So long as my officer 
ust function as it does this arrangement represents an improvement, and 
g what I am giving you now is a progress report. 
_ he original consideration which this committee brought to the matter 
was that being an officer of parliament my establishment should be removed 
rom the jurisdiction of these regulatory bodies and that I should do my own 
recruiting. But, because of the various legal and other difficulties in the way, the 
chairman of the Civil Service Commission and I worked out this arrangement 
last November under the aegis of this committee. I am giving you this up to 
_ date report now in accordance with your request. 


Mr. Rock: You do not come under the jurisdiction of any minister? 
Mr. HENDERSON: No. 
= ; Mr. Rocx: You are the Auditor General for the parliament of Canada? 


Mr. HENDERSON: Yes. 


- Mr. Rock: And, in respect of all departments you report to this committee 
and to parliament and, for this reason, you do not want your hands tied to the 
sivil service. Indirectly, you also check on the civil service? 


Mr. HENDERSON: That is a fact. It is my duty to check them as well as 


Mr. Rock: So, you should not have to depend on them for recruitment, 
uu should recruit your own staff as a separate body, and this is what you 
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Mr. HENDERSON: This is what I hoped would be the case, and this is what 
this committee, since 1960, has recommended be the case. But, because of the 
fact that none of the governments of the day had moved on that recommenda- 
tion it came to a head, as you recall, last November, at which time Mr. MacNeill, 
the chairman of the Civil Service Commission, and I sat down and worked 
out this arrangement described in your last report. I am doing my utmost to 
make that work, and so is Mr. MacNeill. 

There has been an improvement in the set-up by virtue of the reasons I 
described. But we have not been able to make the progress we hoped because 
of the delays I referred to in the third paragraph of my comments. However, 
I would like to have more time to work this out. I would express the hope that 
I might be given that additional time and, of course, report back to you later. 


Mr. Rock: I understand that you are short 18 persons? 
Mr. HENDERSON: That is right. 
Mr. Rock: And that you have received only two. 


Mr. HENDERSON: Over the six months period I have lost and gained per- 
sons, and have a net gain of two. 


Mr. Rock: Do you have difficulty in recruiting the proper staff; has the 
Civil Service Commission offered you any personnel that are suitable for your 
staff? 


Mr. HENDERSON: Oh, yes. Through the good work of their representative, 
who, as I have explained, is now the secretary of my office, we are receiving 
more effective service, and the recruitment outlook is better. The salaries could 
be described as satisfactory, I think, and I am hoping that once the problems 
I have mentioned are out of the way, we can begin to show some improvement. 


Mr. Rock: Would you repeat the main problem that you would like to 
see out of the way? 


Mr. HENDERSON: The clearance of the salaries of my audit directors. I 
only succeeded in having the general staff salaries cleared a few weeks ago. 
I, myself, have taken the matter up with the senior treasury board officials, and 
the minister kindly has interested himself in it. They have sought to help, but 
it seems that procedures take an unconscionably long time. 


Mr. Rock: You think it will be resolved? 
Mr. HENDERSON: I hope so. I intend to keep after it as diligently as I can. 


Mr. Rock: You feel you will have these 18 vacancies filled within a year 
or so? 


Mr. HENDERSON: I hope so, sir. 


Mr. ForBEs: You say that this condition of shortage of staff, and so on, has 
existed since 1960. Do you have a large backlog of auditing work in respect 
of the various departments? Has the work not been done, or is your present 
staff overworked? 


Mr. HENDERSON: It is a combination of both. If your staff is inadequate, 
then you tend to cut back on the depth of your work or the frequency of your 
visits to the various departments. We make test audits based on the volume 
or the dollar size of the transactions. We are able to make tests only of these 
as you can appreciate. To the extent we are plagued with staff problems, we 
have to shorten those tests and in some cases not do them at all. 

In 1962, the matter had reached the point where I felt it important I bring 
it to the attention of the house in my report, which I did. I do not feel I should 
disclose the extent to which those tests are inadequate, because, obviously, 
that would be inviting trouble. However, I have disclosed them to the respective 
ministers of finance so that they know in a general way where we are vulnerable. ° 
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re cred away, you would still encounter considerable difficulty Basel 
recruiting the number of personnel you need who have the qualifications 
which are prerequisite because of the competitive nature of the market for these 
Bee today, and the advantages that accrue to an auditor in commercial life, 
private business, and the large companies? Do you feel, if these difficulties 
which you presently have are cleared away, that this would not necessarily 
be a full solution to your problem? 


‘Mr. HENDERSON: I would not anticipate that we would have difficulty com- 
: - petitively with private firms. Our salary structure today is quite competitive 
with theirs, I think. In the higher levels or echelons, however, service in the 


ae know; but there re a good type of young man coming along who is anxious 
o obtain experience. This summer we have taken on some students for four 
onths at our lowest salary level. These are students from universities, and 
ve are impressed by their calibre and by the interest they are showing in 
the work. We are hoping that some of them later on will join us permanently. 


Mr. RINFRET: How many students are involved? 
a Mr. HENDERSON: Seven, I think. 


_ The CHAIRMAN: Are there any further questions on this particular item; 
on not, we might go on to the next item, the form of the public accounts. Have 


ou any comment on this? 


Mr. HENDERSON: As members of the committee are aware, this was the 


subject of a study by a subcommittee of this committee in 1961. As a result 
_ of that, the public accounts were brought out in three volumes which included 
a number of improvements. I have to say to you, as I said in my report to the 
_ house, that I think there is additional important information which usefully 
_ could be disclosed in the public accounts and, on the other hand, I think there 
some material there which could be dispensed with. I do not have any precise 
ecommendation to make to you just at this time on the subject. 


The CHAIRMAN: Do you think that a further subcommittee study, having in 

_mind the rather technical nature of this particular matter, might be appointed 
for the purpose of carrying on discussions between the subcommittee, your 
3 officials and officials of the treasury board. 


Mr. HENDERSON: It is the comptroller of the treasury who is responsible 
for the preparation of the public accounts; possibly he might have some views 
on this. I have not discussed it with him lately. 
+" In 1961 the subcommittee’s considerations were very helpful, but frankly 
we did not make all the progress a number of us had hoped. You face the 
& problem of the extent to which you might be prepared to cut back the listing 
_ of civil servant names and their salaries which, as you know, occupy a con- 
siderable amount of space in the public accounts; then there is the extent to 
a which you would abbreviate contract listings and so forth, employees’ travelling 
Tee xpenses and the like. 
Re In our subcommittee discussions, when we got right down to it, we found 
_ there existed a certain reluctance to dispense with this or that listing, and it 
was difficult to obtain unanimity. It might be that with further discussion of 
those points we, in fact, could make some headway. I hope one of these days 
this will be lone. but I thought I should say this to you to point up the kind 
of problem encountered. On the other hand, I myself have asked whether addi- 
_ tional information could not be shown in the accounts. You will notice in the 
second paragraph I am able to report to you that one of my suggestions was 
3 adopted and the public accounts last year reported in respect of remissions 
ae. 20879—3i 


ow, 
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in much greater detail. I think the reporting of remissions, and the reasons — 
for them, are matters of considerable importance. 


The CHAIRMAN: Thank you. Are there any questions on this? 
Mr. Bercer: I notice that you say that progress has been made and we 


seem to be headed in the right direction. So that we do not have to go back © 
over what was done last year, could you indicate to us what still needs to be’ 


done by a subcommittee or this committee to speed up the work? 
Mr. HENDERSON: You mean what a subcommittee could do? 


Mr. BERGER: A subcommittee or the committee. You say progress has 
been made, and we seem to be headed in the right direction. 

Mr. HENDERSON: In my report I have dealt with several. For example, as 
I say in the previous paragraph, I think there could be a more informative 
disclosure of accounts receivable due to the crown and inclusion of financial 


statements covering departmental operating activities. I hope those two sug- 


gestions will commend themselves to you. At this particular juncture, of 
course, you have the treasury paying particular. attention to the recommenda- 
tions of the royal commission on government organization. They are in the 
throes of seeing how far they can adopt recommendations like these. 
The CHAIRMAN: I believe it is two years since this was done the last time. 
Mr. HENDERSON: In 1961, I think. 


The CHAIRMAN: As a result of the subcommittee’s report, I believe various 
improvements were made in the form of the public accounts. 


Mr. HENDERSON: Yes, sir. 


The CuHatRMAN: And there are further improvements which could be 
made and the subject matter lends itself to a discussion by a subcommittee. 


Mr. HENDERSON: Most certainly. If you feel you could tackle it, I think 
it should be done some time. I would hope that you could form a subcommittee 
and make some progress in considering this. 


The CHAIRMAN: Would it be the wish of the committee that your steering 
committee meet and give some thought to the constitution of a subcommittee 
to deal with this matter? 


Mr. Rock: Do you not think it is a little early? 


The CHAIRMAN: I thought we might leave it in the hands of the steering 
committee to consider and bring back a recommendation at a later stage. 


Mr. HENDERSON: You might like to seek the advice of the Minister of 
Finance and the comptroller of the treasury in order to have their views. 


Mr. Wauwn: I think it would be in order to have the steering committee 
give some thought to this, and I would so move. 


The CHAIRMAN: There is a motion by Mr. Wahn, seconded by Mr. Bese 
Motion agreed to. 


The CHAIRMAN: The motion is agreed to. 


* , he 
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paragraph 58 of its Fourth Report 1963, presented on December 19, 1963, 
ittee requested each deputy minister concerned to advise the Auditor 


n paragraph 59 of the Fourth Report 1963 the Committee requested the 
itor General to report to it on the action taken by the various government 
ents, Crown corporations and other agencies toward implementing 
endations made by the Committee. This is my report on the current 
n with respect to the various recommendations made by the Committee 


m: ittee might consider appropriate in the circumstances has been taken by 
ne departments or other agencies concerned in three of the ten cases where 
commendations had been made by the Committee in its Fourth Report 1963. 


' OFFICE OF THE AUDITOR GENERAL 


embers of the Committee will recall that agreement was reached on 
ember 22, 1963 between the Auditor General and the Chairman of the 
rivil Service Commission on the steps to be taken to achieve the objectives of 
‘Auditor General in the area of recruitment, selection and negotiation with 
didates for positions in his Office. While giving the Auditor General freedom 
ecruit staff, these steps contemplated adherence to the basic personnel 
icies and standards sought for the Canadian public service by the Civil 
-vice Commission, and the Auditor General accepted the responsibility to see 
his is maintained through the medium of effective liaison. In order to 
litate the achievement of these objectives, the Civil Service Commission 
reed to second a senior employee from its staff to the staff of the Auditor 
neral to handle his staff and administrative matters. 

The Committee expressed its satisfaction at this arrangement whereby the 
or General will in future be permitted to recruit and manage the staff 
Office, with the approval of the Treasury Board, and asked him to advise 
ymmittee whether or not this arrangement is functioning to his satisfaction 
d enabling him to recruit such officers and employees as are necessary for 
to perform his duties. 

C omment by the Auditor General: The arrangement made on November 22, 
th the Civil Service Commission was not implemented until January 20, 
64 when the Civil Service Commission seconded the senior employee to my 
| will be recalled that the establishment approved for my office for 1963-64 
employees whereas the actual working strength at November 30, 1963 
159. The latter figure dropped to 157 because of two resignations but 
sased to 161 early last month when four new appointments were made. 
sequently, we are still short 18 auditors. 
his unsatisfactory situation is largely due to delays which developed in 


edures of the Civil Service Commission and the Treasury Board in 
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connection with the recommendations made by the Commission that revised 
rates of pay and new classes be established for the existing Auditor strength. 
This was not cleared finally by Treasury Board until May 4th last, while similar 
changes respecting my audit supervisors or directors have not been cleared yet. 

I hope these delays will soon be behind us and we can recruit our staff up 
to its much needed strength. 


Tue ForM OF THE PUBLIC ACCOUNTS 


The Committee expressed satisfaction that the Public Accounts volumes 
for the fiscal year ended March 31, 1961 had been arranged in the manner 
recommended by the Committee in its Fifth Report 1961 and that this arrange- 
ment had been continued in the Public Accounts for the year ended March 31, 
1962. 

The Committee noted that further consideration might be given to sum- 
marizing or reducing a number of the detailed listings in the Public Accounts 
so as to present more significant and relevant information to Parliament. It 
also felt that consideration might usefully be given to the inclusion of additional 
important information suggested by the Auditor General. However, as time 
had not permitted consideration of this by any sub-committee convened for 
the purpose, the Committee recommended that this be undertaken during 
the next session of Parliament. 


Comment by the Auditor General: The Public Accounts volumes for the 
fiscal year ended March 31, 1963 (tabled on February 19, 1964) continued to be 
arranged in the manner recommended by the Committee in 1961. As I informed 
the House of Commons in my 1962 and 1963 Reports, additional important 
information should, in my opinion, be disclosed in the Public Accounts. Examples 
of this would include a more informative disclosure of accounts receivable 
due to the Crown and inclusion of financial statements covering departmental 
operating activities. 

In my 1962 Report I suggested that explanatory statements should be given 
in the Public Accounts with respect to each remission granted by the Governor 
in Council. Iam pleased to report that this suggestion has been adopted and in 
the Public Accounts for the year ended March 31, 1963 the remissions granted 
during that year have been reported in greater detail than in previous years. 


THE FORM AND CONTENT OF THE ESTIMATES 


It will be recalled that a Sub-Committee was appointed by the main 
Committee on November 15, 1963 under the chairmanship of Mr. Ian G. Whan 
to confer with officers of the Treasury Board and the Auditor General to review 
the form and content of the Estimates, including a report addressed to the 
Chairman on September 30, 1963 by the Secretary of the Treasury Board 
outlining changes proposed by the Treasury Board in the number and nature 
of votes in the annual Estimates. The Sub-Committee submitted its report on 
December 16, 1963 and on this basis the Committee made its Third Report to 
the House. 

In its Third Report the Committee made the following immediate recom- 
mendations under paragraph 3: 


(a) Adoption of the revised vote pattern proposed by the Treasury Board 
for introduction into the Main Estimates 1964-65 subject to certain 
improvements suggested by the Auditor General to the Committee. 

(b) Inclusion of supporting financial information of Crown corporations 
and other public instrumentalities in the Details of Services for the 
purpose of providing better information to the Members and to the 
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public with respect to the nature of the fiscal requirements of the 

Crown corporations and other agencies requiring financing by parlia- 

mentary appropriations. 

(c) Presentation of additional information in the Estimates concerning 
the staff of all government departments and the Crown corpora- 
tions and other public instrumentalities referred to under clause 
(b) above: 

(i) the number of employees actually on the payrolls at the latest 
date available during the course of the Estimates preparation; 
and 

(ii) brief notes explaining proposed major increases in the size of 
establishments. 

Your Committee recommends the adoption of as many of the fore- 

going improvements as is practicable in the Main Estimates for 1964-65. 


Comment by the Auditor General: The Main Estimates for 1964-65, 
tabled by the Minister of Finance on March 38, 1964, included adoption of the 
revised vote pattern proposed by the Treasury Board and approved by the 
Committee in its Third Report 1963 under (a) above. The major improvements 
I had suggested to the Committee in this vote pattern were adopted by the 
Treasury Board. 

Supplementary financial information regarding Crown corporations and 
other public instrumentalities, recommended by the Committee under (b) 
above, and presentation of additional staff information called for under (c) 
above, were not included in the Main Estimates for 1964-65. 


SECOND CLASS MAIL 
Paragraphs 15 and 16 of the Fourth Report 1963 have reference to second 


class mail. The Committee noted that the revisions of second class rates which 


had been made were confined to two areas and would not result in more than 
one million dollars additional annual revenue. It was further stated that the 
deficit in second class mail was currently exceeding $26 million per annum. 
The Committee further noted that this deficit cannot be reduced without a 
general upward revision of rates of postage on Canadian publications or by 
means of an annual grant from Parliament in an amount sufficient to cover 
the loss to the Post Office in handling second class mail. 

The latter was a recommendation of the Royal Commission on Govern- 
ment Organization. The Committee stated that it believed early consideration 
should be given by Parliament to these alternatives and requested that the 
Auditor General keep the matter before Parliament in his annual Reports in 
order that subsequent Committees may give consideration to it. 


Comment by the Auditor General: In accordance with the Committee’s 
direction to me on this subject, I shall deal with it in my next Report to the 
House of Commons. 


PRAIRIE FARM EMERGENCY FUND DEFICIT 


In its Fifth Report 1961, the Committee, having regard for the fact that 
the Agricultural Stabilization Act provides for the inclusion of an item in 
the Estimates to cover the net operating loss of the Agricultural Stabilization 
Board in any year, recommended “that consideration be given to amending 
the Prairie Farm Assistance Act to provide similarly for the inclusion of an 
item in the Estimates to cover any deficit that might be anticipated in the 
operation of the Prairie Farm Emergency Fund.” 

In reiterating this recommendation, the Committee in its Fourth Report 
1963 expressed the hope that an amendment along these lines will be placed 
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before Parliament at an early date. In the meantime, the Comintfise peace ( 
that the Minister of Finance seek parliamentary approval by means of an 
Estimate item to cover any advances to the Prairie Farm Emergency Fund ; 
(that is, the deficit resulting from the Fund’s operations) that are to be i 
written off to expenditure for the year. 


Comment by the Auditor General: In paragraph 46 of my Report to the 
House of Commons for the year ended March 31, 1963, I reported that the 
amount of such advances for that year, $7,295,000, was treated as a deficit — 
and had again been charged directly to expenditure. I again recorded my view 
that Parliament should be requested to appropriate funds to cover these 
deficits and thus provide an opportunity to Members of the House to review 
results of the Fund’s operations. 

It is accordingly gratifying to note that in Supplementary Estimates (E) 
for the year ended March 31, 1964 tabled on March 6, 1964, provision was 
made for the Fund’s Speration loss in that year as aflows: 


Vote 175e—Estimated amount required to recoup the Prairie Pati 
Emergency Fund to cover the net operating loss for the fiscal year 
ending March 31, 1964—$1,940,000. 


This item is included in Appropriation Act No. 2, 1964, assented to on April 6, _ 
1964. | 


REIMBURSEMENT TO SERVICEMEN FOR LEASE TERMINATION PAYMENTS 


In its Fourth Report 1963 the Committee had noted the recommendations — 
made in its Fifth Report 1961 that the maximum period with respect to which ~ 
reimbursement is made to members of the Forces for lease termination pay- 
ments should be reduced to the equivalent of one month’s rent in future. While 
the Committee took note of information received from the Department of 
National Defence that a guide was being issued for unit commanding officers, 
in the counselling of Service personnel with regard to the leasing of accom- — 
modation, it remained of the opinion that a further and more detailed inquiry 
should be made by the Committee at the next session. 


Comment by the Auditor General: In response to my inquiry as to what 
action had been taken by the Department of National Defence on this matter, — 
I was advised by the Deputy Minister of National Defence on April 3, 1964 
as follows: | 


I refer to the requirement itemized in paragraph 58 of Votes and 
Proceedings of the House of Commons No. 115 of 19 December 1963, 
wherein each Deputy Minister is called upon to advise the Auditor 
General as to what action has been taken on matters on which the 
Standing Committee on Public Accounts has made recommendations 
in its Fourth Report. 


The single recommendation in the report applicable to this Depart- 
ment is found at paras. 22-25 and concerns reimbursmeent to service- 
men for lease termination payments. In this connection, the Department 
has issued a tri-service order which is a guide for unit commanding 
officers in the counselling of personnel in matters related to lease 
liability, and as well has amended regulations which provide for 
discretionary powers to be exercised by administrative officers in: deal- 
ing with individual cases. 


I first drew the attention of the House of Commons to the regulations 
governing reimbursement to servicemen for lease termination payments in 


my 1960 Report, noting that such outlays were being made up to a maximum 
of three months’ rent. 


4, 29 
-omme! jon of the Committee that the maximum period 
educec future to the equivalent of one month’s rent was not adopted 
the Department of National Defence. The general practice has continued 
> to make reimbursement on the basis of the permissible maximum of 
e months’ rent and, as stated in my last Report to the House, the outlay 
ese lease termination payments during the fiscal year 1962-63 amounted 


01 roved by the then Minister. However, because of subsequent developments 


ibled in the House on December 20, 1962) is considered by Parliament, 
ion will be taken to implement the Committee’s earlier recommendation 
t the preparation of annual financial statements for the Unemployment 
urance Fund should be made a statutory responsibility of the Unemploy- 
nt Insurance Commission, and that the statements should be reported upon 
the Auditor General. 


4 - Comment by the Auditor General: No action has yet been taken. The 
ief Commissioner of the Unemployment Insurance Commission has advised 
that the Report of the Committee of Inquiry is still under study by the 
overnment and that the Commission is awaiting the revision of the Unemploy- 
nt Insurance Act which is expected to result from this study to provide 
» necessary legislation regarding the preparation of the annual financial 
ements for the Unemployment Insurance Fund. 

In the meantime and pending provision of such a statutory direction, the 


DEPARTMENTAL OPERATING ACTIVITIES 


In its Fourth Report 1963, the Committee reiterated its belief that it would 
desirable if financial statements reflecting the financial results of depart- 
ntal trading or servicing activities were included in the Public Accounts, 
vided this could be done without undue cost or staff increases. It requested 
Auditor General to continue to keep the development of this objective 
r+ close surveillance and to report thereon to the Committe in due course. 


: Comment by the Auditor General: In accordance with the Committee’s 
hs ection, I am continuing to keep the development of this objective under 
surveillance and will deal with it in my next Report to the House of 
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BOARD OF GRAIN COMMISSIONERS 


It will be recalled that ever since 1961 the Committee has expressed its 
concern that in each year since 1953-54 the expenditures of the Board of 
Grain Commissioners have exceeded its revenues by more than $1,000,000, 
and the Committee recommended “that steps be taken to bring revenues and 
expenditures into balance”. The Committee requested the Auditor General to 
keep this matter under review and to report to it in due course. 


Comment by the Auditor General: The Deputy Minister of Agriculture 
has advised me that the question of revising fees for the mandatory inspection 
and weighing services has been a matter of continuing study. As a result the 
Board of Grain Commissioners for Canada has issued Circular No. 310 dated 
April 20, 1964 which in part states, “that effective August 1, 1965 the Board of 
Grain Commissioners proposes to amend its Regulations to increase inspection 
and weighing fees by fifty per cent, in order to enable the Board to meet 
expenditures involved in providing these services”. I was further informed 
that the Board had in mind a revision of these fees in the present crop year, 
but due to the very narrow margin in which the grain trade was operating on 
contracts under the current international agreements, it was not considered 
equitable to announce changes after those contracts had been entered into. 


SUBSIDIES 


Consideration was given by the Committee at its last meeting to a listing 
prepared annually by the Treasury Board officers for the information of the 
Board showing the provision in the Estimates for grants, subsidies and special 
payments for the period 1959-60 to 1962-63, inclusive. The Committee requested 
that the figures on this listing be brought up to date by the officers for con- 
sideration at a subsequent meeting. 


Comment by the Auditor General: I understand that the Secretary of the 
Treasury Board has brought the figures on this listing up to date and that they 
will be made available to the Committee during the current session. 


THE CANADA COUNCIL 


In its Fifth Report 1961 the Committee noted that it had been informed 
that profits realized and interest earned on the University Capital Grants Fund 
had not been allocated to the provinces or to the universities and recommended 
that the Council seek to conclude this matter without further delay. The 
Committee was informed by the Chairman and members of the Council that 
the Council, following advice from legal counsel, proposed to accept the 1956 
census as a basis for distribution of the accumulated profits and interest 
earned, and also to accept the ‘hotch-pot’ or trust fund approach for this 
distribution. 

Having been informed of the doubts expressed by the Auditor General and 
other legal counsel as to the propriety of the forgoing under subsection (2) (b) 
of section 17 of the Canada Council Act, the Committee postponed further 
consideration of this matter until the next session, at which time consideration 
would also be given by the Committee to its 1961 recommendation concerning 
the Council’s need for increased resources for purposes of its work. 


Comment by the Auditor General: I am informed that the Council is now 
using the 1956 census and the ‘hotch-pot’ or trust fund approach as the basis 
for the distribution of the accumulated profits and interest earned on the 
University Capital Grants Fund, and that this will be reflected in the accounts 
of the Canada Council for the fiscal year ended March 31, 1964. 
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AUDITOR GENERAL’S REPORT, 1961-62 


SUMMARY OF EMPLOYEES AUTHORIZED FOR THE PUBLIC SERVICE, BY DEPARTMENTS, 


CROWN CORPORATIONS AND OTHER INSTRUMENTALITIES 


The Committee expressed interest in this summarized listing showing the 
numbers of employees authorized for the public service, by department, Crown 
corporations and other instrumentalities at the close of each fiscal year in com- 
parison with the numbers at the close of the preceding year, and commended 
the Auditor General for assembling and furnishing such an informative listing 
for the purpose of explaining the second largest object of expenditure in federal 
spending. 

In its Fourth Report 1963 the Committee requested the Auditor General 
to continue to prepare this comparative listing annually and, effective with 
his Report for the fiscal year 1963-64, to include therein a more detailed break- 
down of the various departmental and Crown corporation establishments by 
divisions and sub-divisions together with the numbers of employees actually on 
strength at March 31st, for the purpose of showing the size of each establish- 
ment’s organization on a still more informative comparative basis. 


Comment by the Auditor General: A comparative listing prepared along the 
lines directed by the Committee will be included as an appendix to my Report 


to the House of Commons for the fiscal year ended March 31, 1964. 


INTERNAL FINANCIAL CONTROL 


The Committee expressed interest in the comments of the Auditor General 
regarding the importance of adequate internal financial control in departments 
and Crown corporations, particularly the need for more effective use being 
made of staffs engaged in internal auditing work. 

In its Fourth Report 1963 the Committee requested the Auditor General to 
continue his examinations into this important area of internal financial control 
and to report further to the House on steps taken or which should be taken to 
improve financial management in the various departments, Crown corporations 
and other instrumentalities. 


Comment by the Auditor General: In accordance with the Committee’s 
direction, I am continuing my examination into this important area and will 
be reporting to the House of Commons further on the subject in my next 
Report. 


GOVERNMENT CONTRIBUTIONS NOT MADE TO SUPERANNUATION ACCOUNTS 


The Committee was concerned to note that no contributions had been made 
to the Public Service Superannuation Account, the Canadian Forces Superannu- 
ation Account or the Royal Canadian Mounted Police Superannuation Account 
as required by their respective Acts to provide for increases in benefits payable 
as a result of salary and pay increases during the fiscal years 1960-61 and 
1961-62. Evidence was given by the Deputy Minister of Finance to the effect 
that the Department felt that such increases were not in the nature of general 


pay increases as set out in the Statutes. As a consequence, no charges with 


respect to these liabilities were made to expenditure and the present consider- 
able actuarial deficiencies in these superannuation accounts have continued to 
mount. 

In its Fourth Report 1963 the Committee stated that it felt steps should be 


2 taken promptly by the Executive to remedy this situation and it urged the 


Minister of Finance to give the matter his early attention. 
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Comment by the Auditor General: Ina ceateniont to the House of. Commons was 


on March 6, 1964, the Minister of Finance mentioned several adjustments being 
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made in the accounts for 1963-64 with regard to accumulated actuarial Ke 
deficiencies in the various superannuation accounts. I addressed some questions — Ni 
concerning these adjustments to the Deputy Minister of Finance on April 27th _ 


last but have not yet received a reply to my letter. 


ERRORS IN PUBLIC SERVICE SUPERANNUATION ACCOUNT PENSION AND 
CONTRIBUTION CALCULATIONS 


The Committee noted with concern that a high incidence of error had 


continued in the Superannuation Branch of the Department of Finance involv- | 


ing both overpayments and underpayments of pensions on a continuing basis 
and also incorrect charges for contributory service. The steps that were being 
taken by the Department of Finance towards remedying this state of affairs 
were noted. The Committee requested the Auditor General to keep Paraliament 
informed as to the progress being made. 


Comment by the Auditor General: I shall continue to keep Parliament 
informed as to the progress being made in remedying this situation. 


INTEREST CHARGES ON LOANS TO THE NATIONAL CAPITAL COMMISSION 


The Committee noted that the National Capital Commission remains in the 
position where it is required to pay interest on loans obtained from the Govern- 
ment of Canada for the purpose of acquiring. property in the National Capital 
Region, and that funds to meet the interest payments themselves must be 
provided through parliamentary appropriations because the property held does 
not yield sufficient revenue. It further noted that parliamentary appropriations 
may be required to provide funds through the National Capital Fund in order 
to pay off the amounts of the loans made. 

Since outlays on properties such as these are expenditures of the Crown 
rather than income-producing investments, the Committee believed that it 
would be more realistic were Parliament asked to appropriate the funds in the 
years in which properties, which are not to be specifically held for resale, are 
to be acquired instead of leaving the expenditure involved in the repayment of 
loans to be absorbed in future years, and it recommended that the Executive 
review the present practice with the National Capital Commission with a view 
to placing the financing of the Commission on this more realistic basis. 


Comment by the Auditor General: I am informed by officers of the National 
Capital Commission that they are not aware of any such review having been 
commenced yet. 


INDIRECT COMPENSATION TO CHARTERED BANKS 


In considering the question as to whether or not the balances maintained 
by the Government of Canada with the chartered banks interest-free to the 
level of $100 million constitute indirect remuneration, the Committee was 
assisted in its deliberations by the Deputy Minister of Finance who outlined the 
arrangement which has been in effect since January 1, 1957 whereby the banks 
pay interest to the Government of Canada on the amount by which minimum 
weekly balances are in excess of this sum. 

The Committee in its Fourth Report 1963 stated it was in agreement with 
the view of the Auditor General that this arrangement does constitute indirect 


compensation to the chartered banks and that this may be construed as being — 


contrary to the intent of section 93(1) of the Bank Act. The Committee believed 


that if the banks are to be compensated for services provided to the Crown, 
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- tion of a measure to amend the Bank Act to extend by one year to July 1, 
_ 1965 the authority to carry on business for the banks to which this Act applies. 

ee In a statement to the House of Commons on May 6, 1964 the Minister said 
ig it was his hope that a Bill relating to the decennial revision would be pre- 
a sented in the late fall of 1964. 


LIVING ALLOWANCES TO FEDERALLY APPOINTED JUDGES 


_ The Committee noted that in cases where federally-appointed judges are 
appointed from time to time as conciliators or arbitrators on boards, they are 
2 _ paid living allowances of $60 a day in addition to actual out-of-pocket expenses 
tor transportation, parlour and pullman car accommodation and taxicabs. 

; : The Committee stated in its Fourth Report 1963 that it was of the opinion 
x 


that a daily rate at this level could be regarded as including an element of 

remuneration which would be contrary to subsection (1) of section 39 of the 

Judges Act. It therefore recommended that if additional remuneration was 
hoto. be paid to judges appointed as conciliators or arbitrators on boards estab- 
lished to deal with disputes affecting employers and their employees, the 
approval of Parliament for payment of the additional remuneration should 
~ be sought. 


oe Comment by the Auditor General: Although I have not been advised 
- directly by the Deputy Minister of Labour, I am informed that living allowances 
_ of $60 per day continue to be paid by the Department to judges appointed as 
conciliators or arbitrators on boards in addition to their actual out-of-pocket 
expenses for transportation, parlour and pullman car accommodation and 
taxicabs. 
» UNEMPLOYMENT ASSISTANCE 


es In the course of its consideration of the problems arising from the adminis- 
tration of the Unemployment Assistance Act, the Committee was assisted in 
its review by the Deputy Minister of Welfare who referred at length to the 

_ problems encountered in administering this legislation across Canada. 

“ The Committee stated in its Fourth Report 1963 that it shared the opinion 
of the Deputy Minister of Welfare and the Auditor General that consideration 


te Act so as to state more clearly the objectives and methods of achieving them, 
and to remove ambiguities in the present law which have resulted in varying 
_ interpretations. The Committee believed that consideration should also be given 


the needy so as to provide better co-ordination of federal-provincial efforts in 
m. this field. 

Comment by the Auditor General: As the Members of the Committee are 
aware, changes in the legislation governing the federal-provincial public 
assistance programs administered by the Department of National Health and 
Welfare have been under consideration for some time. On February 14 and 15, 
1964, in compliance with recommendations in the joint communique of the 
- conference of the Prime Minister and provincial Premiers in November 1963, 
the Deputy Minister of Welfare and the provincial Deputy Ministers of Welfare 
et as a working group in Ottawa to consider problems over the whole range 
f federal-provincial shared welfare programs. 
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"MINUTES OF PROCEEDINGS 


TUESDAY, June 2, 1964 


(3) 


ee Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Cdté (Chicou- 
Crouse, Drouin, Fane, Forbes, Harkness, Lessard (Saint-Henri), McLean 
rlotte), Muir (Lisgar), Pilon, Rinfret, Rock, Ryan, Southam, Stefanson, 
af, Wahn, Winch (20). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada and 
ssrs. Long, Douglas, Crowley, Chapman, Laroche, Laframboise and Millar of 
‘th e Auditor General’s office. 


‘The Chairman referred to the cancellation of the sitting scheduled for 
ursday, May 28, as Room 371 was not available. 


eee 
; On motion of Mr. Fane, seconded by Mr. Tardif, 
: a Resolved, —That the Committee request permission to sit while the House 


f wae Pe otiat of Mr. Fane, seconded by Mr. Rinfret, 


eae notwithstanding the resolution of May 26, the committee 
it er 9.30 a.m. on Tuesdays and Thursdays. 


The Committee then resumed consideration of the “Follow-Up Report by 
t he Auditor General on the action taken by departments and other agencies 
in response to recommendations made by the Committee in 1963”. 


a iG Mr. Henderson supplied additional information and was questioned thereon, 
oe by Mr. Douglas. 


ba Mr. Henderson agreed to supply at the next sitting answers to questions 
- Mr. Winch relating to paragraphs dealing with “The form and content of 
the Estimates” and also “Prairie Farm Emergency Fund Deficit”. 


The Committee completed consideration of the Auditor General’s Follow- 
an and the Chairman advised that at its next sitting the Committee 
v port further consider the 1962 Report of the Auditor General. 


At 11.55 a. m., the Committee adjourned until 9.30 a.m. on Thursday, June 4. 


M. SLACK, 
Clerk of the Committee 
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EVIDENCE 


TUESDAY, June 2, 1964. 


~The CHAIRMAN: Gentlemen, I see a quorum. The meeting will come to 
order. 

! I have one or two very brief matters to bring up. Firstly, may I apologize 
for having cancelled the last meeting. This particular room is the nesting 
ground of the caucus of Her Majesty’s loyal opposition. There was a meeting 

_ here last Thursday and unfortunately we could not obtain another room; also, 
: the defence committee was meeting, so I had to cancel our meeting. I 
_ apologize for having to do that. 
4 ; Secondly, you may recall the resolution passed at the last meeting. The 
- committee authorized the report to be made to the house calling for the 
- appointment of subcommittees along the lines of our discussion. I take the 
responsibility for the fact that in suggesting the resolution we included in it 
pa provision that the subcommittees should have the power to sit while the house 
4 is sitting. Our main committee does not have that power, and I would suggest, 
; with your approval, that you might like to amend the resolution to give the 
main committee power to meet while the house is in session. We did not find 
it necessary to use that power last year, and the only reason we suggest it is 
in the event we have witnesses here who are unable to complete their 
testimony in one sitting. Last year we did not sit at all while the house was in 
session, except on the occasion when we were preparing our report. This also 
is my hope this year. 

According to your request, I was in touch with the chief government whip 
with regard to a meeting of the chairmen of committees to see whether we 
could integrate and arrange the respective committee meeting times so that 
there would not be too much overlapping. So far, such a meeting has not been 
held, but I believe such a meeting will be held. In the meantime, I did have a 
meeting with Mr. Hahn, the Chairman of the defence committee. A number of 
our members also are members of that committee. 

Subject to your approval, he suggested, and I think it is a good idea, that 
the public accounts committee might meet from 9.30 a.m. until 11 a.m., and 
the committee on defence would meet from 11 o’clock on; in other words, one 
committee would follow the other. This would permit members to attend both 
committees. It would also mean that one room would be available in the 
morning for two committees. This is a small step we have made in an effort 
to permit members to attend both committees. 

Mr. FANE: May I so move? 

The CHAIRMAN: I would be’ glad if you would. There should be two 
separate motions; one with regard to meeting while the house is in session, if 
necessary, and the other with regard to the sittings. 

Mr. LEssaRD (Saint-Henri): Would the power to sit while the house is in 
session be for the subcommittee? 

The CHAIRMAN: It would be for the main committee if required. Last 
year we did not have to do so, and I hope we will not have to do so this year; 
but it might be advantageous to have this power for the main committee as 
well as for subcommittees if such are established. 

Mr. Wincu: As I think you know, I am most interested in the public 

accounts, but also in the defence committee. Is it my understanding that as 
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a result of your discussion with Mr. Hahn, the meetings of both will be held in 
the same committee room so that we can go from one to the other? 

The CHAIRMAN: I think this is the general understanding. I have not 
looked at the Votes and Proceedings to see whether or not that has been carried 
out; but the idea is that we would meet from 9.30 a.m. until 11 a.m., and the 
defence committee would carry on in the same room as soon as we completed 
our sitting at 11 o’clock. I believe they would sit from 11 a.m. until 1 p.m. 
This is an attempt to work out some reconciliation of our conflicting times. 

Mr. WINCH: What is the position now? The defence committee is called for 
11 o’clock, and I believe they are meeting in a different room today. 


The CHAIRMAN: I understand that their next meeting will be in the same 
room as ours. 

Mr. ForBEs: Out of some 265 odd members in the House of Commons, I 
think there should be sufficient members to go around so that there would be a 
quorum on all the committees without one group of members being the group 
which attends the committees. I believe this is an important committee. I know 
the last time I was on it, there was not enough time spent on this subject. I 
think this committee is important enough that we should meet a ten o’clock, 
be here at ten o’clock, and meet until 12 o’clock, or whatever hour is necessary 
in order to do a proper job with regard to the matters which come before us. 

The CHAIRMAN: Might we have a formal motion that we ask the house for 
permission to sit while the house is sitting? 


Mr. FANE: I so move. 
Mr. TarpDIF: I second the motion. 
Motion agreed to. 


The CHAIRMAN: Now, we might have a motion, or discussion first, on the 
subject of the times of our meetings. You have heard my comments and those 
of Mr. Forbes. 


Mr. FANE: I would like to move that we sit at 9.30 a.m. on Tuesdays and 
Thursdays. 


The CHAIRMAN: Would you suggest that be from 9.30 a.m. until 11 a.m.? 
Mr. WINCH: Yes. 


Mr. SouTHAM: Mr. Chairman, there is considerable merit in what Mr. 
Forbes has said, but owing to the fact that this year we find ourselves in the 
position where members are sitting on both committees, I think we must com- 
promise as you suggest. Possibly in the next session of parliament we might try 
to arrange it so that the same members do not have to sit on two committees 
on the same morning. 

Mr. RYAN: In addition to having the meeting of the defence committee at 
the same hour, there will be inconvenience to some of us who have French les- 
sons between 9 a.m. and 10 a.m. on Tuesday and Thursday mornings. Ten 
o’clock would be far more convenient, at least for a few of us. 

The CHAIRMAN: Are there any further comments? 

Mr. RINFRET: I second the motion. 


The CHAIRMAN: The motion is that we sit from 9.30 a.m. until 11 a.m. on 
Tuesday and Thursday mornings. 

Mr. Ryan, since you were not here when I mentioned this, I might ex- 
plain that following a direction from the committee at the last meeting, I had 
a discussion with Mr. Hahn, the Chairman of the defence committee, in an 
effort to arrange for a staggering of the times of these two committees. This is 
the suggestion, and as I understand it, it has been approved by the defence 
committee. I said I would put the suggestion before the public accounts commit- 
tee today for its approval. This is a suggested compromise. Is there any further > 
discussion on this motion? Are you ready for the question? 
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Motion agreed to. 

The CHAIRMAN: Now, there is one more thing before I call on Mr. Hender- 
son. It has been brought to my attention by Mr. Forbes that a circular letter 
- has been sent to members from the parliamentary secretary to the Minister of 
Public Works to the effect that next Thursday at ten o’clock there is a tour 
arranged by the National Capital Commission. I do not know whether or not 
t is your view that you wish to pass up this committee meeting in order to 
attend this tour, or whether you are prepared to carry on with our meeting. I 
mention this now so that if anyone thinks this should be discussed, we can do so. 
Mr. TarpiF: I suggest, Mr. Chairman, that those who have not taken that 
tour before do so, and that the others attend our meeting. 


oe The CHAIRMAN: I assure you that as much as I like to go on tours I will 
_ be here. 


___- Mr. Wincu: I received this communication and I acknowledge it expressing 
appreciation of the invitation but saying that I thought there would be a 
meeting of the public accounts committee, and I declined the invitation. 

Mr. Fane: I did the same thing. 

_ Mr. Ryan: I did also. 


The CHAIRMAN: I am glad to hear these expressions of loyalty to the 
public accounts committee. Perhaps we might proceed on the basis that the 
ommittee will be sitting on Thursday, and that we will have a quorum. 
fs Gentlemen, Mr. Henderson and his officials are with us again. As you will 

ecall, we had proceeded to discuss with him his follow- -up report on our report 
he house last year, and had discussed the first item. We had got as far as 
the item appearing on page 2 which deals with the form and content of the 
estimates. 

At this point I will call on Mr. Henderson to bring that matter up to date 

nd tell us what has happened and what has been done. 


Mr. A. M. HENDERSON (Auditor General): Thank you, Mr. Chairman. 
Gentlemen, on page 2 of the follow-up report at the bottom of the page you 
will find the next subject, namely the form and content of the estimates. If 
rou would turn over to page 3, in the comments section I advise you of the 
action taken. You will recall a subcommittee was established for the purpose 
y of examining the form and content of the estimates, with particular reference 
to looking over the proposed adoption of a revised vote pattern which the 
treasury board had brought to the committee. These matters were discussed 
n the subcommittee under the chairmanship of Mr. Wahn. I now report to 
you that the major improvements I suggested to the subcommittee with 
regard to this vote pattern were adopted by the treasury board in the presenta- 
tion of the main estimates for 1964-65. 

_ This adoption relates to your recommendation under (a). With regard to 
(6b), and (c), calling for supplementary financial information regarding crown 
orporations and other public instrumentalities, and the presentation of addi- 
ional information in the estimates concerning staff of government departments, 
his information was not included in the main estimates for 1964/5. 

I think Mr. Wahn will recall that the secretary of the treasury board 
aid it might not be practical to include these improvements in the main 
estimates for 1964-65; but I remain with the understanding, and I believe that 
would be your understanding, that the treasury board will be giving effect 
_ to these in the 1965-66 estimates. At least, that was the basis of the discussion. 
; that your recollection, Mr. Wahn? 

Mr. Wann: Certainly the subcommittee recommended that. I cannot recall 
hether or not there was any commitment given by Mr. Steele on behalf of 
e treasury board, but certainly the subcommittee recommended that this 
entation be carried through immediately, and the others in the future. 
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Mr. HENDERSON: Yes. There was a longer list of other changes which are 
dependent on the introduction of the program budgeting project, but these 
probably are not yet possible. In the meantime, the presentation of the sup- 
porting financial information regarding crown corporations might be brought 
in in some detail in the estimates. I am hoping treasury board will be able 
to do something along these lines in the 1965-66 main estimates when they 
bring them down. 

The CHarirMaN: Are there any questions on this particular item? 

Mr. WincH: With regard to the comment by the Auditor General in respect 
of the estimates, might I ask whether he has any authority to look into the 
purchases made under the estimates, which are then declared surplus and 
turned over to the crown corporation, without being used and sold, for about 
10 per cent of their value? Does he have any check on that with regard to 
expenditures which are made after estimates are approved. 

Mr. Henperson: Are you referring to sale of property? 

Mr. Wincu: No, I am referring to the sale of any goods which have been 
purchased if they are included in the estimates. My point is with regard to 
estimates. If certain purchases are made and then the goods purchased are 
turned over to the Crown Assets Disposal Corporation without having been used, 
is the Auditor General able to check this? 

Mr. HENDERSON: Where any instances of that nature come to our attention 
we certainly check them in the course of our test work. I am not very clear 
as to what you are referring to. 

Mr. WINCH: I am referring to purchases made by government which must 
be authorized through estimates. 

Mr. HENDERSON: That is right. 

Mr. WincH: Whether this year or going back over the years, if purchases 
are made on the authority of the house through the estimates, and if the 
equipment is not used and is then turned over to the Crown Assets Disposal 
Corporation unused and sold by Crown Assets Disposal Corporation, do you 
have any check on the purchase price authorized through the estimates and 
the selling price obtained by Crown Assets Disposal Corporation. 

Mr. HENDERSON: Where we find transactions of that nature we most cer- 
tainly check them and follow them through. We would not have any control, 
so to speak, over altering any of the bases of the transaction but we would 
certainly take note of them and if a loss were incurred we would doubtless 
draw attention to it. If there were cases in which material was not used we 
would follow it through. 

Mr. WINCH: Perhaps I could put it in a different way. Does your auditing 
branch check sales of the Crown Assets Disposal Corporation on the purchase 
of something authorized through estimates which is declared surplus? 

Mr. Tarpir: Is a check made by your department, for instance, of the 
difference between the cost of the material when purchased and the sale price 
when disposed of? I think that is Mr. Winch’s point. Do you check to see 
whether the sale price is reasonable? Is that it, Mr. Winch? 

Mr. WincH: I am referring to materials authorized under the estimates. 

Mr. HENDERSON: Yes, sir, we would check these. We would follow them 
through. If we found a sizeable loss had been suffered under that procedure 
we would ask questions about it. 

Mr. Harkness: In transactions of that kind is the situation not that if the 
goods to be disposed of have a value of anything more than a fairly small 
amount they are put up for public tender? 

Mr. HENDERSON: You mean by the Crown Assets Disposal Corporation? 
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Mr. HARKNESS: Yes. 


Mr. HENDERSON: Yes, they do that but we are certainly interested in the 
source of all material that the Crown Assets Disposal Corporation is offering 
to the public because we are the auditors of the Crown Assets Disposal Cor- 
poration and, in going over their records, we are able to identify the material 
and see where it comes from. 

Mr. WINcH: I am sorry if I have not made my point clear. This is rele- 
vant to estimates. I am referring to estimates which have been carried as a 
result of which purchases are made. Is there any follow up by you in regard to 
the Crown Assets Disposal Corporation if those materials that were bought 
under the authority of parliament are sold unused and brand new by the 
Crown Assets Disposal Corporation? 

This matter is particularly in my mind because in the last three or four 


_ months I have been noting some of the sales by Crown Assets Disposal Corpora- 


Pe a ee ee Le 


he? een 


tion of goods which were bought under the authority of the estimates approved 
by parliament. It has come to my attention—if I may give you an illustration— 
that 32 pieces of laboratory equipment which were completely unused were 
sold for 10 per cent of their value. They were completely unused. 

I think Mr. Harkness knows my point. What check do you have on the 
passage of estimates for the purchase of material which is sold when brand 
new by Crown Assets Disposal Corporation? 


Mr. HENDERSON: My supervisor, Mr. Smith, who is in charge of this 
particular work is not here today; but with your permission I would like to 
follow this up and give you a statement on it at the next meeting. Would 
that be satisfactory? I see now precisely what you mean. 


Mr. WINcH: The point to which I am referring is that I have in the last 
few months been reading a lot of the tenders sent out on material for sale. 
I would say that I have personally read about 150 pages and I have found 
brand new material being sold at sacrifice and junk prices. I am trying to tie 
it in now with the estimates and any follow through that your department 
might make. What is your follow through procedure between purchases made 
under the estimates and the sale of new material by the Crown Assets Disposal 
Corporation? 

Mr. WAHN: Through you, Mr. Chairman, may I put a question to Mr. 
Winch? You have emphasized that this is new equipment that is being sold by 
the Crown Assets Disposal Corporation. Are you concerned that, or do you 


wish to be assured that, the Crown Assets Disposal Corporation is following 


proper procedures in selling assets turned over to it, or are you concerned 
with the possibility that new equipment is being bought under the authoriza- 
tion of the estimates, equipment which obviously was not required at all? 
It is obvious that it was not required because it was turned over unused to 
the Crown Assets Disposal Corporation. Is that your concern? In other words, 
are you concerned about the procedures followed by the Crown Assets Disposal 
Corporation generally in disposing of property, new or used, or are you con- 
cerned about the possibility that under the authority of the estimates equip- 
ment is being bought which really is not needed? Or are you concerned about 
both? 

Mr. Wincu: I am concerned, Mr. Chairman, with what is before us; that 
is, the position of the Auditor General of Canada. Does he follow through 
purchases that have been made which were unnecessary or surplus— 

Mr. HENDERSON: —or not required. 


Mr. Wincu: I am referring to new equipment that is sold at junk prices, 
material that is sold at around 10 to 33 per cent of the price the Canadian 
taxpayers paid, material which was unnecessary to begin with. I am speaking 
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wholly and solely, sir, of the position of the Auditor General. Is there any. 
follow through on what he finds? Does he find that new equipment bought 
by the government of Canada is being sold unused as surplus and that it has 
been bought unnecessarily? It is the Auditor General’s point of view I am 
discussing at the moment. 

Mr. HENDERSON: I appreciate your bringing this up. The problem is of 
direct interest to us as examination of such cases is my responsibility. 

As a result of that I would like to discuss the matter with my supervisor, 
who is responsible, and then to report back at the next meeting, if that will be 
satisfactory to you. ; 

The CHAIRMAN: May I make a suggestion, Mr. Winch? At the moment we > 
are really concerned with the form of the estimates rather than the detail 
of them. During the course of the Auditor General’s report dealing with Crown 
corporations we will be touching upon or at least we will have the opportunity 
to touch upon the Crown Assets Disposal Corporation itself. That might be 
the appropriate time for a more searching examination of this topic. 

Mr. WINcH: You see my point, Mr. Chairman? 

Mr. HENDERSON: Yes, it starts with the estimates. 

Mr. WINncH: My point is that unnecessary purchases are being made and 
the goods purchased are then being sold through the Crown Assets Disposal 
Corporation, unused. 

Mr. HENDERSON: Yes. 

The CHAIRMAN: You are filing a caveat now as to your intentions in this 
matter? 

Mr. WINCH: I would be very happy to give examples if required. 

The CHAIRMAN: I feel it might be appropriate to deal with this when we 
are discussing this particular corporation among the other crown corporations. 

Mr. HENDERSON: It perhaps goes a little further than that corporation, Mr. 
Chairman. I am very grateful to Mr. Winch for raising this question because 
it is just the sort of things we like to hear, and when we do hear of such things 
we like to take a particularly close look at them. The opportunity to report 
back will be very helpful. 

Mr. HARKNESS: May I ask Mr. Henderson if this will be included among 
the supplementary financial information regarding crown corporations which 
were mentioned in his comments and which were not included in the main 
estimates for 1964-65. 

Mr. HENDERSON: Only in total figures, Mr. Harkness. That supplementary 
financial information principally consists of the budgets which are prepared 
by the crown corporations supporting their total request for money. 

Mr. Harkness: A matter of this nature would not come into that? 

Mr. HENDERSON: Their intention to purchase would be contained in the fig- 
ures but the figures would of course be only total figures. This is solely for the 
purpose of providing the members with some idea of what is behind the large 
figures that are sought by the crown corporations from parliament. It was felt 
that they could be usefully shown in the estimates detail in order that the 
members might be better informed. 


Mr. McLean (Charlotte): Will the Auditor General be interested in the 
crown corporation if the crown corporation sells anything at public tender? 
You would not be interested in that, would you? 

Mr. HENDERSON: In cases in which we are the auditors for the crown 
corporation we naturally carry out test checks to satisfy ourselves as to the 
propriety of the transactions and the source of the material they are selling. 
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Mr. FANE: Mr. Henderson, would you in your checking look to see why 
such material became surplus, why it was sold as new material and why it was 
over-bought in the first place? 
_ Mr. HENDERSON: Yes, sir, we would do that through the medium of exam- 
ining files and following the material back to source. 
In the event that there was a case which I felt should be advised to the 
House of Commons it would appear in my report. 
Mr. FANE: Very good, thank you. 
4 The CHAIRMAN: Are there any other questions on that? 
iL Mr. WINCH: If this is policy, then of course the Auditor General will so 
; inform me; I am referring to your last comment dealing with the main estimates 
a and then the second paragraph dealing with supplementaries. 
1 _ Has any consideration been given to the possibility of a plan whereby pur- 
4 chases should be considered by the Auditor General with regard to their 
- necessity before the House of Commons receives supplementaries and in cases 
i where the House of Commons has laid down a specific amount? 
4 Mr. HENDERSON: If I understand your question correctly you are asking if 
the treasury would submit such supplementary estimates to me for verification 
and report back to them. The answer to that is no; I have never received such 
requests. 
Mr. WINCH: Because you only audit whatever has been spent? 
. Mr. HENDERSON: My audit is a post-audit. 
'The CHAIRMAN: Are there any other questions on that topic? 
Mr. WINcH: I think I have a good idea there, Mr. Chairman! 
Mr. HENDERSON: You suggested that I perhaps should not comment on 
policy, sir. 
. The CHAIRMAN: Are there any other questions on this item? May we pass 
to the matter of second class mail. I believe Mr. Forbes was about to ask a 
question. 
/ Mr. ForsBeEs: In view of your explanation I will leave it until we come to 
the Post Office Department and will then ask for my information in more 
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recall that the deputy postmaster general was a witness before the committee 
last December. 

The CHAIRMAN: Are there any further questions on that? 

: Mr. HENDERSON: With regard to the prairie farmers emergency fund 
- deficit you will note my comment at the top of page four which indicates that 
q action has been taken to implement my own recommendation and the com- 
_ mittee’s recommendation in its last report. I think you would probably regard 


Are there any questions on this item? 

a Mr. WINCH: Just one, Mr. Chairman. I am not quite certain whether this 
is the correct time at which to introduce it. I would like, with your per- 
mission, to ask the Auditor General whether he audits the books of the farm 
fund relative to certain payments having been made which are now being 
challenged. Does he audit the books of those farm payments in the prairies? 
J Does he audit those books and does he check whether or not the payments are 
in order? 
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Mr. HENDERSON: Yes. The audit of that fund is my responsibility. 

Mr. WincH: Do you check to find out whether the payments are in order? 

Mr. HENDERSON: Yes, we make test checks of payments. We do not check 
them all but we make test verifications to the extent to which we are able. 

Mr. WincH: May I ask through you, sir, what was the result of the spot 
checks in the last two years of that fund? 

Mr. HENDERSON: Mr. Winch, I do not have my supervisor, Mr. Stokes, 
who is responsible for this work, here this morning. I should like to discuss 
that with him before answering your question if I may. 

Mr. WINcH: I note there is no report on that phase of exoenanee of 
public funds. Do you anticipate that it will be in the next report? Is there a 
reason why it is not in this report? 

Mr. HENDERSON: Yes, I would have reports in my office of the extent to 
which those checks have been carried out and results obtained. 

Mr. WINCH: Will they be available to this committee? 

Mr. HENDERSON: With your permission I would like to make a statement 
on this at the next meeting. 

Mr. Muir (Lisgar): Mr. Chairman, I think it would be rather hard to 
check. These payments are made after the recipient swears an affidavit to the 
effect that what he has said is true. I do not think one would go into the field 
and check these, would one? 

Mr. HENDERSON: That would depend on the type of program that we carry 
out, Mr. Muir. I will deal with that in the report that I propose to give to 
Mr. Winch on this matter. 

Mr. TARDIF: Under what title are these payments referred to? 

Mr. Muir (Lisgar): Prairie farm assistance. 

Mr. HENDERSON: Prairie farm assistance payments. 

Mr. TARDIF: Are they acreage payments? 

Mr. Murr (Lisgar): No 

Mr. Tarpir: I do not know too much about prairie farming. 

Mr. HENDERSON: The nature of the payments is fully described in both my 
1962 and 1963 reports. 

Mr. Forses: How would the auditor determine the validity of the 
payments? 

Mr. WINcH: That is a point in which I am interested because the Auditor 
General is responsible to the House of Commons for the correct expenditure 
of public funds which are authorized. That is the reason I asked whether he 
had made the check or whether he had any report. 

Mr. Forses: I am asking the Auditor General how he does it. 

Mr. HENDERSON: That will be contained in the report I propose to give to 
Mr. Winch after I have discussed it with the supervisor who is responsible for 
this matter. 

Mr. WINCH: You appreciate that to members of the House of Commons 
this is a most serious matter. We would appreciate having a report from the 
Auditor General who is responsible to the House of Commons. 

Mr. HENDERSON: Yes, sir. 

The CHAIRMAN: Are there any further questions on this topic? 

Mr. HENDERSON: Mr. Tardif may like to know that on page 16 of my 1962 
report I give an outline of prairie farm fund operations. 

Mr. Muir (Lisgar): For Mr. Tardif’s information, this is the prairie farm 
assistance fund which is made up of one per cent of the sales of all the grain 
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in western Canada that is delivered to the elevators. Any deficit is paid from 
_ the treasury. 

Mr. WINCH: I want it clearly understood that I am not questioning the 
act itself or its authority. Can the Auditor General tell us whether or not they 
are being made in accordance with the act? 


ia The CHAIRMAN; I think when we come to the Auditor General’s report we 
} will be dealing with 1962 and 1963. 
. Mr. HENDERSON: I propose to make a report in respect of Mr. Winch’s 
question. 
; The CHAIRMAN: Are there any other questions on this item? May we pass 
4 to the item reimbursement to servicemen for lease termination payments which 
: appears on page 4. 
s Mr. HENDERSON: Mr. Chairman, the members of the committee will recall 
_ that this committee felt that possibly more detailed inquiries should be made 
_ into this matter in the now current session. I received a letter from the deputy 
: minister of national defence on April 3, the text of which I quote in my 
- comment. This is a matter which I have brought forward since 1960, and the 
committee has in the past expressed its views on this, particularly its recom- 
- mendation in 1961 that the maximum period be reduced in future to the equiv- 
alent of one month’s rent. However, as you will observe, this has not yet been 
- adopted by the Department of National Defence. 
Mr. WINCH: Over the years since 1960 there always has been a definite 
_ recommendation from this public accounts committee, and under the cir- 
_ cumstances I feel we should ask a responsible person from the Department 
_ of National Defence to appear before us to explain why since 1960 the 
unanimous recommendation of this committee has not been adopted. 
- The CHAIRMAN: I would certainly think this should be done. There will 
-_ be this and other items that the Department of National Defence will be 
interested in, and we would hope a responsible person from that department 
will appear before us. 
a Mr. WINCH: This is one of the most important committees of the House 
- of Commons, and surely when over the years a continuous recommendation 
_ from this committee is not adopted, the committee is entitled to know the 
- reason therefor. 
h The CHAIRMAN: Are there any further questions on this item? 
Mr. SoutHam: I think Mr. Winch has a very valid suggestion. This topic 
was under considerable discussion last year; I think I, myself, commented 
on it. In the meantime I have discussed this with personnel of the armed 
_ forces themselves in order to have their comment. I believe they are in 
- agreement that in peacetime there is no necessity to have this. They are in 
a sort of frustrated position when, at the last minute, they have to move, 
are transplanted and not given an opportunity to make plans in connection 
with their family life, and so on. They feel that at least three months’ 
a notice should be given to the members of the armed forces before a move 
_is made. This would give the Department of National Defence time to make 
_ arrangements, and consequently the payment of two months’ rent would be 
unnecessary. I think this is something which should be followed up. 
; The CHAIRMAN: Is there any further discussion on this point? Mr. Winch, 
you are on the steering committee, and certainly we will take steps to 
oe Bsider a suggestion to the main committee that at the appropriate time 
_we call someone from the department to appear here. 
Mr. WincH: And that an explanation be given of why they defied the 

authority of this committee. 
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The CHAIRMAN: Shall we pass to the item advances to the exchange 4 


fund account on page 5? 


Mr. HENDERSON: This paragraph, Mr. Chairman, had reference to the © 


statement made by the deputy minister of finance last December to the effect 
that he was hopeful of being able to bring forward a report on this subject 
by the minister during this now current session. From what he has told me, 
I believe he is readying that report to bring it to the committee. 

The CHAIRMAN: Are there any questions on this item? We will go on to 
unemployment insurance fund. 

Mr. HENDERSON: As you will see here, that although the act has ak yet 
been amended, I am proceeding to examine the annual financial statements 
of the fund, and I am attaching my certificate to them and they are appearing 
on that basis in the public accounts. All we are waiting for here is the 
formalization of this as a part of the statute itself when the act is opened up 
for amendment. 

Mr. WincH: What kind of a check do you make on the unemployment 
insurance fund in its application? In other words, what is the spot check 
that you take of the hundreds of persons who draw from it in an effort 
to ascertain whether or not it is being abused? 

Mr. HENDERSON: I am glad to say I can give you an immediate answer 
on this. I would like Mr. Douglas to speak on the matter. 

Mr. JOHN R. Doucias (Audit Director, B Branch, Office of the Auditor 
General): Mr. Chairman, every year we do a spot check on adjudication in 
the various local offices that we examine to see that it is in line with the 
provisions of the act and the regulations; but we do not approach recipients 
to see whether they have given correct information, or whether they have 
made fraudulent statements. We leave this to the investigators of the Unem- 
ployment Insurance Commission. 

Mr. WincH: About how many spot checks would you make in a year? 

Mr. Doucuas: Of the local offices? 

Mr. WINCH: Yes. 


Mr. Dovctas: I do not have the information before me, but if I recollect 


correctly, we covered some 65 or 66 offices in the last fiscal year. We have been 
able to step up our coverage considerably in the last two or three years. 

Mr. WINcH: Your inspection of the Unemployment Insurance Commission 
is based wholly on the legal aspects and perhaps not on the personal or welfare 
reason they may have done something. 

Mr. DoucLas: Yes. We cover the system of internal control, payments, and 
so on, as well as the legal aspects. 

Mr. HENDERSON: I might add that at the conclusion of each spot check 
a report is addressed to the chairman drawing his attention to all of the 
points noted in the course of our work, and in practically all cases we ask 
questions why this was done, why that was done, and he replies to each one. 

Mr. WINcH: Do I understand that although you make spot checks, you, 
Mr. Auditor General, are responsible for the auditing of the books of the 
Unemployment Insurance Commission? 

Mr. HENDERSON: That is right. 

Mr. WincuH: Is it your responsibility in any way whatsoever when you 
note a fluctuation or deficit in accounts to make any recommendation to the 
government, or is your responsibility just in respect of the actual expenditure? 

Mr. HENDERSON: There are two lengthy comments in both my 1962 and my 
1963 report in respect of the Unemployment Insurance Commission; one which 
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a lengthy two page comment dealing with its administration while the other 

_ has to do with the fund itself. I would suggest that you might care to peruse 

these and ask me your questions after that. 

. Mr. WincH: What I am driving at is, is there any responsibility on you 

as Auditor General, if you find on your auditing a financial difficulty, to draw 
this to the attention of the responsible government official or the treasury 

i board? 

' _ Mr. HENDERSON: We take this responsibility, yes, and I do that. 

a Mr. WINcH: If as a result of your audit you find a financial difficulty, do 

you have a responsibility to pass on any information or make a recommenda- 

- tion either to the minister or to the treasury board? 

; Mr. HENDERSON: That depends on the nature of the financial difficulty we 

find. If it is merely the fact that the fund has run into a deficit position, the 

Bee cuncnt, namely the treasury board, is as fully aware of that as I am. 

I also bring it to the attention of the House of Commons by giving a detailed 

statement in my report. In fact each year, over the years, my reports have 

included statements showing what has happened to this fund. 

Mr. WINCH: You have the authority to do that? 

Mr. HENDERSON: Yes, sir. 

Mr. WINCH: And you do it? 

Mr. HENDERSON: Yes, sir. On the other hand, if it were a financial dif- 
ficulty, say, stemming from maladministration, or something of that kind, then 
that immediately would be the subject of a special report from me—after 
having discussed it with the chairman of the commission—to the Minister of 
Finance and the Treasury Board asking for their reasons. 

Mr. WINcH: I have one more question which I think will clear the air a 
great deal. Have you found it necessary in any way whatsoever to report to the 
‘treasury board or the minister that you found any maladministration of the 
Unemployment Insurance Act? 

Mr. Dovucuas: I would say no, sir. 

Mr. HENDERSON: I think not. 

Mr. WincH: Thank you. I think that will clear the air a lot on this issue. 

Mr. Muir (Lisgar): Is the same procedure used in respect of the admin- 
istration of the Prairie Farm Assistance Act and the unemployment insurance 
- fund? It seems to me there is a parallel there and that what we are concerned 
- about is the fact that the fund in each case has been abused, or that there is a 
= of this. How can we check through the audit whether or not either 
a 
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one of these funds has been abused? 
Mr. HENDERSON: As the auditor for both funds it is my responsibility to 
bring any such cases to attention, and I have not hesitated to do so where I 
Phave found them. We have to bear in mind that my examination of necessity 
ij is a test examination. As Mr. Douglas just explained in the case of the unem- 
ployment insurance fund, he has been able to cover only 65 of the offices. How 
many offices are there? 
Mr. DoucuLas: Roughly about 200 odd local offices. 
Mr. HENDERSON: Across Canada? 
. DouGLAS: Yes. 
Mr. Muir (Lisgar): I do not think you will find maladministration. What 
you are going to find is that the affidavits, and so on, are not correct. I think 
. this is well known throughout Canada, particularly in respect of the unemploy- 
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Mr. HENDERSON: The unemployment insurance fund has its own inspectors 
who deal with the public, and of course deal with any question with regard to 
the validity of the statements made to them. In the course of our work we see 
those statements. We have questions about those statements. We do not go 
to the public recipients direct, but we discuss them with the officials of the 
fund, and we ask many searching questions. In point of fact, as I explained 
earlier, these questions are contained in our periodical reports on our examina- 
tions of the different phases. We are punctilious in reporting on each phase of 
our work, and in asking questions. In many cases this leads up to the officials 
improving their approaches, taking greater care, and so on. 

Mr. Muir (Lisgar): There is not too much you can do about collusion be- 
tween the employee and the employer if they want to rifle the fund. 

Mr. HENDERSON: We are only watchdogs; we are not detectives. If we see 
a case where collusion appears to have taken place, and the officials confirm 
that is their view or suspicion, then it becomes a matter for investigation pos- 
sibly by the police. 

Mr. Douctas: I might add that if we do in the course of examining the 
files note any incomplete statements from employers with regard to the reason 
for discharge, for example, that would have a bearing on drawing benefits, 
then we will investigate, and we have done this on a number of instances. 

Mr. WiNcH: Only on the legal aspect? 

Mr. Dovuctas: In this instance it would go beyond the legal aspect, where 
for example, we have found inconsistencies in information by examining the 
files, or where we found that the employer had not given a satisfactory reason, 
or had been vague in his reason for the discharge. We would follow this up, 
and in some instances find that benefits have been improperly paid. 

Mr. HENDERSON: I might direct your attention, Mr. Muir, to paragraph 72 
in my 1962 report on the unemployment insurance administration at page 26. 
If you would look over on page 27, you will see in the paragraph before the 
last a full description of what we do. This perhaps is more in answer to Mr. 
Winch. In paragraph 200 on page 137, there is given the full picture of the 
out-turn of the fund and its general operation leading up to its financial 
statement which I certify at the close of each year. 

Mr. WauHn: Mr. Chairman, does the Auditor General feel that the tests 
he is carrying out are adequate in view of the amount of criticism there has 
been in recent years of people, both employees and employers, abusing the 
fund; or does he feel that additional authority is required to enable him to 
carry out a more searching inquiry? 

Mr. HENDERSON: I would like to see us carry out more searching inquiries, 
but I consider that the manner in which Mr. Douglas is handling this particular 
work, in the light of our staff limitations, is the best that can be done under 
the circumstances. 

Mr. WiINncH: There is the difficulty that the defence committee is meeting 
at 11 o’clock and, under a previous arrangement, certain questions which I 
want to discuss are coming up. I hope I will not be breaking the quorum if 
I leave. 

The CHAIRMAN: We are doing all right so far. I hope at the next meeting 
you will be able to attend the full meeting of both committees. 

Mr. McLean (Charlotte): The trouble with the unemployment insurance 
fund is that it is mixed up with social secuirty. Should not the unemployment 
insurance fund be unemployment insurance, and the social security be divorced 
from that; would this not be much easier? 


Mr. HENDERSON: That is taking us into the realm of policy, and I do not 
know to what extent the members might wish me to discuss that. Have you 
any views on that, Mr. Chairman? 


PUBLIC ACCOUNTS 51 


_ +The CHAIRMAN: I suppose, the policy having been determined, it is Mr. 
Henderson’s duty then to audit and check based on the policy which has been 
established by the government and parliament. As an individual he may have 

_ his own private views, but I think it would be difficult for him in his capacity 
as Auditor General to express views with regard to government policy when 
he is reporting to parliament. I am not stopping him from doing so, but I 
would imagine this is the case. 

; Mr. Tarpir: I do not think it has even been publicly admitted that it is 

being used for social security measures. I think everyone knows it has been 
so used on many occasions but it is not publicly admitted. 

Mr. McLean (Charlotte): What is the point in our criticizing? I think 

criticism from us at this stage is pointless. 

: Mr. HENDERSON: This committee dealt with this subject at great length 
in 1961, at which time Mr. Murchison gave evidence. The committee brought 

down strong recommendations which, I think it is fair to say, may have had 
something to do with the employment of the Gill commission to examine these 

abuses. Statements were made and facts were produced to show that the 
practice was actuarially unsound, that they were going beyond the apparent 

- requirements of straight unemployment insurance. It was following that par- 
ticular report of the committee that, I believe, the Gill commission was set up. 

- That is correct, is it not, Mr. Douglas? 

Mr. J. R. Douctas (Supervisor, Auditor General’s Office): That is correct, 

sir, yes. 

Mr. SoutHAm: I think the discussion we are getting into this morning is 

_ expressive of the concern we, as members of parliament, feel in regard to the 
administration of the fund and particularly in regard to the policy. Of course, 
we indicated this concern when we set up the Gill commission to make a study 

of the matter. We will be participating in legislation from the House of Com- 
mons that will tighten up this act so it can be policed more efficiently. 

: I can appreciate Mr. Henderson’s point of view; he cannot be expected to 

-.answer questions here this morning indicating what policy we should follow. 

_ His chief function as I see it, and I think all members will agree, is to see there 

is no maladministration so far as the practices themselves are concerned. 

4 The prairie farmers assistance fund is another example of malpractice 

which is due to the weakness of individuals in cases where they have had 

- opportunities to make false affidavits and so on and in cases in which they 

have been able to stretch the procedure to take advantage of it. I think this 

is the point at which, when the debate comes up in the house for amendments 
to the act, we can make recommendations that will tighten the strings a little 
so we do not find these discrepancies creeping into the administration itself 

_ but casting no reflection upon the people who are administering the fund. 

The CHAIRMAN: It is quite competent for the members of the committee 

at the appropriate time to deal with this, and that will be when we come to 
the Auditor General’s report and his detailed statement. If the committee then 

_ feel they want to ask any of the officials of the Unemployment Insurance Com- 

mission to appear before them they may do so. It has been done before with 
useful results, as Mr. Henderson said. It will then be a matter for your own 

- decision at that time. I am sure those officials will be only too glad to appear 
if you so desire. 

Mr. HENDERSON: It is because of the importance of this whole program 
and the attention that has been directed to it that, beginning in 1962, I inserted 
a special section in my report dealing with the unemployment insurance ad- 

ministration, as distinct from the operation of the fund. I gave Mr. Tardif 
the numbers of the paragraphs. In my 1963 report that is up-dated and it 

_ appears in paragraph 63 on page 33. There I have sought to bring out the 
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size of the Unemployment Insurance Commission because I doubt that this is 
generally known or realized. For example, its administrative expenses alone — 


amount to some $48 million a year. Those expenses went up to $48 million in 


1962-63 from $45 million in the previous year. Its full time staff ranges around © 


9,000 people with about 1,900. casual employees. This is big business. 
Mr. TarpiF: That itself should eliminate unemployment! 

Mr. HENDERSON: I took the opportunity of going over this in my reports 
in order to up-date the members on the proposals of the special committee of 
inquiry. Whatever individual views there may be on these, they did seek to come 
to grips with this whole business. I felt that this committee would be very 
interested in it, and my feeling is re-enforced by the way you have been ex- 
pressing yourselves now. I think the committee can take great credit from its 
1961 detailed examination of this program. That stemmed from a comment 
in my earlier report—the one the committee was examining at that time—which 
showed the extent to which these abuses were creeping in, the very point that 
Mr. Tardif raised a little earlier. 

As the Chairman has said, however, we will come to these paragraphs in 
the 1963 report and it might be that at that time you will feel it desirable to 
call the chairman before the committee to question him on some of these points 
and to ask him where the fund is going. 


The CHAIRMAN: And where the cost of administration is going. 

Mr. HENDERSON: I think the cost of administration is certainly high. It is 
becoming a very high built-in cost. 

Mr. Tarpir: You could practically use the term “staggering”. 


Mr. WAuHN: I am not quite certain that I understand the difference between 
what this committee recommended and what is actually being done. The report 
that we have in front of us states that in its 1963 report the committee ex- 
pressed the hope that action would be taken to implement its earlier recom- 
mendation that the preparation of annual financial statements for the Unem- 
ployment insurance fund should be made a statutory responsibility of the 
Unemployment Insurance Commission, and that the statements should be 


reported upon by the Auditor General. The Auditor General comments that — 


no action has yet been taken for reasons given, but he says: 
In the meantime and pending provision of such a statutory direction, 
the annual financial statements of the fund, approved by the chief com- 
missioner, are being presented by him to me for examination and 
certification. 


I find it very difficult to see what there is in addition to that that we can 
want to be done. 


Mr. HENDERSON: May I just explain this very briefly. The unemployment 


insurance fund is a fund within the consolidated revenue fund, and in the © 


past the detailed statements have always appeared in the public accounts © 


prepared by the treasury showing the income and the outgo. Another schedule 


showed the securities. It used to have a large portfolio of securities, as you © 


may recall. 


One of the recommendations I had made back in 1960 was that there © 
should be proper, complete financial statements showing the entire operations © 
of the fund which, if prepared in the form of a balance sheet with the securities | 
and everything else tied in, I would be prepared to certify in the same way as 
I certify the financial statements of the crown corporations. It was simply a 


matter of tidying up the manner in which they had been reported, in the past. 


This suggestion found favour, and in the case of the Unemployment Insurance _ 
Commission they proceeded to revamp their accounting practices to prepare — 


formal orthodox statements. They presented them to me and I am now cer- 
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ven: it is necessary—and I am sure you will agree—in all these cases 

have that made a requirement of the act in the same way as it is a require- 

ment in many of our other statutes that financial statements will be certified 

_ by the auditor.and placed before the shareholders or parliament, as the case 
may be. 

_ This is awaiting discussion in the House of Commons of the whole Gill 
_ report. This is one of the recommendations of the Gill commission. The chair- 
man saw the merits of this suggestion in the course of the committee hearings, 
- and it is contained in that report. 

‘ We are getting on with the job here but we do not have the statutory 
authority to do it yet. 


Mr. WAHN: Mr. Chairman, then I gather that although there is no statutory 
4 authority you are actually doing it: 

Mr. HENDERSON: Yes, the officials of the Commission saw the merits of it 
_ and immediately went ahead in quite a constructive way. We are examining 
: and certifying their financial statements each year now. 

Mr. Ryan: Why would it be necessary to have legislation? Why could 
fe the procedure not be just adopted? 

Mr. HENDERSON: That is a good question, Mr. Ryan, except that if the 
7 unemployment insurance act were to provide for the preparation of financial 
_ statements consisting of—and spelling out those things of which they should 
-consist—revenue, expenditures and a balance sheet, and that these statements 
a shall be certified by the Auditor General and laid before the house— 

‘Mr. RYAN: I think you would feel better if it was made a requirement. 

Mr. HENDERSON: I think it makes for a more orderly and orthodox procedure 
and is in line with what parliament has instructed the majority of its other 
- agencies to do. 

Mr. RYAN: When you say that no action has yet been taken, do you mean 
i in respect of this feature only? 

Mr. HENDERSON: Yes, that is right. 

The CHAIRMAN: Are there any other questions? 

Mr. ForBES: Mr. Chairman, it seems to me that what the committee is 
- looking for is some sort of report upon the amount of payments that have been 
v ade to people who are not justified in receiving these payments. 

; The Auditor General has referred to the commission having inspectors on 
the job. However, this is a case where the inspector would have no report: I 
am referring to the number of prosecutions taking place of people collecting 
unwarranted amounts. He would have no report on that, would he? This is 
where the loss is incurred in connection with the unemployment insurance 
fund; it is not at the administrative level that we find the loss but rather with 


an excerpt from page 34 of the 1963 report in which I say: 

In appraising the validity of benefit awards, no attempt is made 
by the audit office to verify the accuracy or completeness of information 
regarding claimants, contained in the records of the commission and 
provided to it by claimants, employers or others, beyond questioning 
apparent deficiencies in these records. This aspect of the verification of 
claims is carried out by the commission’s own investigation enforcement 
: staff. 
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Although operating at a slightly lower level of strength during 
1962-63, this staff achieved a slight increase in the number of investiga- 
tions completed over that of the preceding year. 

Notwithstanding this increase, penalties imposed on claimants for 
false or misleading statements were fewer in number, totalling 20,367 
compared with 22,650 in 1961-62, a drop of 10 per cent. 


This is the type of comment which I am making in respect of the adminis- 
tration of the Unemployment Insurance Commission because I think it is 
important to see how its administration is proceeding. 

Mr. ForBEs: I think that is where the problem lies. 

Mr. McLean (Charlotte): I do not think the problem is there. The 
company with which I am associated has quite a lot to do with the unemployed 
people. We find the unemployment act works well and that they do cut people 
off, and so on. 

What is wrong with the act is that certain segments of our economy have 
been put in there, segments which should not be in there. The trouble is not 
with the little claims that come in and are turned down or passed; that is just 
administration of the business and it will not affect the deficit in the unemploy- 
ment insurance fund. The aspect of it that will affect the deficit is the addition of 
segments of our economy which are not justifiably included in this act, you might 
say, on an actuarial basis. 

Mr. HENDERSON: That is what I brought out in my 1962 report. We sought 
to show precisely where the abuses lay, and it was as a result of the committee’s 
consideration that you called in the officers. 

Mr. McLean (Charlotte): It seems to me that we should have figures show- 
ing what is paying and what is not paying. 

Take the workmen’s compensation, for example. In that case if there is a 
segment of the economy that is not paying its way, up goes the rate. It has to 
pay its way. The rates are all the same in this case and we have 
part of our economy that is not paying its way. When we started out it was 
apparently paying its way and we had a surplus in the fund, but we will never 
have a surplus in the fund as long as we include segments of the economy 
which do not pay their way. It seems to me we have to find out what it is and 
put the fund on a sound financial basis. We must ensure that the government 
gives grants to these other parts which do not pay, and then we will know 
where we are. 

Mr. ForsBes: Would Mr. McLean care to name some of the segments to 
which he refers who should not be benefited? 

Mr. McLean (Charlotte): I do not say they should not be benefited. We 
have a situation in which this fund is not working on the basis on which it 
started out. Take fishing, for example; if we are going to include that industry 
special grants should be given from the government rather than trying to 
blame the unsound financial basis upon the unemployment insurance. 

Mr. SouTHAM: We saw the weaknesses in the act as presently set up, and 
this is why the Gill commission was requested to investigate and bring in the 
recommendations. I do not think we are serving any useful purpose by discuss- 
ing all these aspects of this particular phase this morning because Mr. Henderson 
cannot be expected to make comments on policy; this is our duty. 

The CHAIRMAN: If it is the wish of the committee we will have someone 
from the Unemployment Insurance Commission before us and then, in our 
capacity as members of the committee, we can direct questions to him. Having 
received information in that way we can, as members of the House of Commons, 
use the information we have obtained here to express our views as members of 
the House of Commons when questions of policy come up in the house. 
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Are there any more questions? I suggest the steering committee will take 
note of the committee’s views with regard to calling someone from the Unem- 
ployment Insurance Commission before us at the appropriate time. 

. If there are no more questions on this topic we may proceed to the next 
- item, which is concerned with departmental operating activities. 

Mr. HENDERSON: This is a subject we discussed last December. You 
approved of my objective and asked me to continue to keep the development of 
the objective under close surveillance and to report to the committee. This I am 
doing, and I propose dealing with it in my next report to the House of Commons. 

The CHAIRMAN: The next item in the report is that of the board of grain 
commissioners. We now go back to western Canada. 

Mr. HENDERSON: As you will recall, your consideration of this stems from 
the facts regarding the operation of the board of grain commissioners which 
indicated that its expenditures were exceeding its revenues by more than $1 
million. You asked me to keep this matter under review and to report to you 
in due course. 

I am now able to tell you that I have been advised by the deputy minister 

- of agriculture that it is intended to move on this matter. In point of fact, as 
recently of April 20 last the department issued a circular stating that they 
proposed to amend their regulations to increase inspection and weighing fees 
_ by 50 per cent in order to enable the board to meet expenditures involved in 
providing these services, but not to do so until August 1, 1965. 
j I was further informed that the board had in mind the revision of these fees 
in the present crop year, but the deputy minister said that owing to the very 
marrow margin on which the grain trade was operating on contracts under 
present international agreements it was not considered equitable to announce 
_ changes after those contracts had been entered into. Therefore we have a case 
- here where your recommendation is in fact going to be implemented, and I 
_ believe we have here a copy of the circular which went out and which states 
that the rates will go up because of what I have been saying in my reports. 

Mr. ForsBEs: Mr. Chairman, you recall in 1961 we had a short crop year and 

the charges of the board of grain commissioners were on a bushel basis. We had 
. a short crop that year, but let us compare this with the last year when they had 
a heavy crop in western Canada. I fully expect the board of grain commissioners 
_ will pay its own way and have a surplus this year. 
‘ Mr. HENDERSON: That could be so. 
7 Mr. ForseEs: It is difficult to estimate from time to time what should be 
_ charged. One does not know what kind of crop one will be handling. 
; The CHAIRMAN: Is there any more discussion? Are there any more questions 
on this point? If not may we turn to the matter of subsidies, which appears at 
the end of page 6? 
; Mr. HenpEeRSoN: Mr. Chairman, I have to tell you I believe I was not 
H strictly correct in my comment here. Mr. Long and I checked this with the 
office of the secretary of the treasury board only the other day, and we find that 
the listing in question was actually updated before the committee rose in 
December, and copies of this updating in fact, were made available to the 
members on December 5. I apologize for having treated this as an outstanding 
item. The extent to which the committee members may want to have it still 
- further updated is something else again. The secretary of the treasury board 
most certainly carried out your requirement last December. 

The CHAIRMAN: I do not know whether or not members will recall, but 
_ there was a 49 page statement distributed which was broken down in detail 
showing all the subsidies, grants and special payments made by the govern- 
ment starting in 1959 which aggregated a total of $1,606,000,000, and by 
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1963-64 $2,228,000,000. While we have no determination with regard to how 
these are made and the purpose of them, we are interested in having before us, 
at the request of the Auditor General, a fairly concrete and synopsised form, 
in one document, all the payments by the Government to other individuals, and 
so on, so that anyone interested could put his finger on these and see how these 
figures are growing. The treasury board did bring this up to date. The members 
may recall that at our last session we had some discussion with regard to 
whether or not this could be put in a form more acceptable. I do not think 
our discussion proceeded beyond that at that time. 


Mr. Murr (Lisgar): What is the cut-off date of that? 


The CHAIRMAN: It is brought up to 1963-64 showing a total at that time of 
$2,228,000,000 as an aggregate of all the grants. 


Mr. SouTHAM: I would like to commend the departmental officials for 
having prepared this. I think it is in a concise form and contains a good deal of 
the information we require and would like to discuss. 

Mr. Ryan: This is dated December 2, 1963, and is prepared by the staff 
of the treasury board. 


The CHAIRMAN: Yes. As I understand it it was not prepared under any 
statutory requirement, but the treasury board have it for information purposes. 
It was made available to us, and we have had an opportunity to review it. It 
is purely for purposes of information. It is for the committee to decide whether 
or not it wants to deal with it. 

Mr. Muir (Lisgar): Would it be possible to have this prepared on an annual ~ 
basis? 

The CHAIRMAN: Does the treasury board keep this up to date each year? 

Mr. HENDERSON: I believe so. I believe they could meet your request, if you 
would like to have it on an annual basis. 


Mr. Muir (Lisgar): You can find it in the estimates, but it would be easier 
to have it in this form. 


The CHAIRMAN: Is it the view of the committee that we should have this up 
to date each year and presented in due course to the committee? 
Agreed. 


Mr. HENDERSON: The next is the Canada Council. This reference had to do 
with the appearance of officers of the Canada Council at the last meeting, and 
the members will recall they postponed further consideration of the problem 
involved until the now current session. In the meantime, as my comment 
indicates there has been no change in its approach to the handling of the 
distribution of the accumulated profits and interest earned on the university 
capital grants fund. I would suggest, Mr. Chairman, that you might care to defer 
this item until the officers of the Canada Council appear before you in connection 
with our review of the 1962-63 accounts, because you have this as a specific 
reference to the committee. 

The CHAIRMAN: Yes. I have been in touch with an official of the Canada 
Council, and they have asked for the opportunity to appear so that we might 
have a full discussion, not only of this item, but also of their 1962-63 financial 
report, and the statements in the reports of the Auditor General. Are there 
any other questions at this time on this point? 


Mr. HENDERSON: On page 7, we now turn to the matters we covered in 
my 1962 report. The first item followed the discussion of the summary, that 
I have placed in my report to the house, of employees authorized for the 
public service, by departments, crown corporations and other instrumentalities. 
In accordance with your request, I am preparing a comparative list along 
the lines discussed for inclusion as an appendix in my report to the house for 
the year just ended. 
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Internal financial control is a subject on which I have commented over 
_ the past several years in my reports to the house, and again I am continuing 
my examination into this area, and will be reporting to the house further 
on the subject in my next report. 


On the next item, government contributions not made to superannua- 
tion accounts, you will recall the committee felt steps should be taken promptly 
by the executive to remedy the situation I brought up and to urge the 
_Minister of Finance to give it his early attention. I indicate here that the 
_ Minister of Finance dealt with this subject in his statement to the house on 

March 6. He mentioned several adjustments being made in the accounts for 
1963-64 with regard to accumulated actuarial deficiencies in the various 
_ superannuation accounts. 

« Since submitting this follow-up report to you I have received a reply to 
my letter to the deputy minister of finance. In point of fact, he sent it to me 

on May 25, although it had been dated earlier. Therefore, at the moment I 
have not been able to complete my study of it sufficiently to make any further 

comment. However, as this matter will be coming up in your consideration of 

my 1962 and 1963 report, it might be that you would wish we hold it over 
until then. 
The CHAIRMAN: There will be a number of items on which we will require 
the appearance of the deputy minister of finance. 


Mr. HENDERSON: Yes, I would think so. At that time you may have some 
questions on this subject, because I deal with it quite early in my comments 
in the 1963 report. : 

The errors in the public service superannuation account concerning pension 
and contribution calculations is a subject that you studied last December. In 
accordance with your request, I shall continue to keep you informed with 
regard to the progress being made in remedying this situation. This was gone 
into last December when Mr. Bryce appeared before the committee. I think you 
would agree it probably is too soon to go into it again. However, I intend to do 
so later. 

The CHAIRMAN: I think Mr. Bryce indicated he was aware of these difficul- 
ties, but that it would take some considerable time for them to be able to catch 
up with them all. 


Mr. HENDERSON: Yes, sir. 
The CHAIRMAN: The next item is interest charges on loans to the National 
~ Capital Commission. 

Mr. HENDERSON: We had a lengthy discussion on this during Mr. Bryce’s 
_ appearance before the committee, and it will be recalled that the committee 
recommended steps be taken to review the present practice of the National 
_. Capital Commission with a vew to placing its financing on a more realistic 
basis. However, I do not have any further advice in respect of this, and I have 
not been informed what steps have been taken to implement it. 


5 The CHAIRMAN: Have you any indication from the deputy minister that he 
_ feels the suggestion made by you to the committee should be carried out? 


Mr. HENDERSON: I think he still retains definite views on the subject, Mr. 
Chairman. It might be useful if, on the occasion of his next appearance before 
the Committee, this subject could be discussed further. 

The indirect compensation to chartered banks has to do with the point 
- made in my 1962 report concerning the interest paid to the government by 
4 the chartered banks, because, as you will recall, balances up to a level of $100 
_ million are interest free. I suggested that this represented indirect remuneration 
_ which would be contrary to the Bank Act, and you agreed with me in this view, 
and added that you felt consideration should be given to the most equitable 
manner in which this could be done with statutory sanction being given by 
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means of an appropriate amendment to the Bank Act, possibly at the time of 
the decennial revision in 1964. 

The only comment I have on this is the fact that this decennial revision, 
apparently, is going to commence in the late fall of 1964, or in 1965 based on the 
minister’s recent statement in the house. I shall follow this up. 

The CHAIRMAN: On this next item, was anything done in respect of our 
recommendation? 

Mr. HENDERSON: I have not received any advice on this point from the 
deputy minister of labour, although my officers were aware that the living allow- 
ances continued to be paid. At the time of my original comment in my 1962 
report, the living allowances were being paid at the rate of $60 a day. I felt that 
this included an element of remuneration which would be contrary to sub- 
section 1 of section 39 of the Judges Act. Folowing the discussion in this com- 
mittee, you agreed with my view and made your recommendation that if addi- 
tional remuneration is to be paid to judges appointed as conciliators or 
arbitrators on boards established to deal with disputes affecting employers and 
their employees, the approval of parliament for payment of the additional 
remuneration should be sought. I have not received any advice from the deputy 
minister of labour, but we have noted that under an order in council dated 
May 7, 1964, the rate of $60 a day has been increased to $100 a day. That is the 
only progress I have to report, Mr. Chairman. 

The CHAIRMAN: So, not only did the department ignore what we recom- 
mended, but rather they increased the amount by $40. Therefore, if they were 
wrong at the amount of $60, they are $40 further wrong today. 

Mr. Rock: And on top of this, they also receive travelling expenses. 

Mr. HENDERSON: Yes, sir. 

Mr. Tarpir: And on top of that they reveive their regular salary? 

Mr. HENDERSON: Yes. 

Mr. TarDir: You should not be an auditor; you should be a judge. 

Mr. SouTHAM: I think we should earmark this item for particular con- 
sideration when we are discussing the 1963 report. 

The CHAIRMAN: I am sure the committee would want to have some 
representations, not only in view of the fact that our recommendation was 
ignored, but that on the contrary action has been taken to increase the 
amount. I think we should make sure we have before us an appropriate 
official, and I think this would involve both the Department of Justice and the 
Department of Labour. 

Mr. Dovua.as: Officially it comes under the Department of Labour. 

Mr. HENDERSON: The Department of Justice naturally is very interested 
in it, and the deputy minister has spoken to me about it, more in the context 
of one of my coments in respect of isolation allowances paid to judges in the 
1962-63 fiscal year. He indicated to me he would be prepared to appear 
before the committee to discuss that item when it is called. You will also 
recall that at the last meeting the Minister of Justice himself addressed a 
letter to the committee, making the case for the $60 a day being necessary for 
the judges for a living allowance to cover their hotel room and meals. It is 
quite possible that Mr. Driedger would wish to make some statement to you 
on the subject. However, as Mr. Douglas says, this comes under the Department 
of Labour officially, and it is the Department of Labour in whose name the 
order in council of May 7th to which I have referred was passed. 

Mr. ForseEs: Is this allowance exempt from income tax? 

Mr. HENDERSON: I believe it is reported on T-4 slips. 

Mr. DOUGLAS: Yes. 
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Mr. HENDERSON: Which means that a judge presumably would claim for 
his actual expenses and presumably pay income tax on the net. 


’ Mr. Forses: What brings this to my mind is a case which came up before 
_ the income tax department in Winnipeg a couple of weeks ago regarding a 
man from Grandview, Manitoba, who went to another town to get a job and 
the income tax department would not allow him to deduct the cost of his 
board while he was away from home getting employment. This may be 
compared with the $100 a day, because these fellows need to live at a hotel. 


Mr. RYAN: Is there any surrender, by a federally appointed judge acting 
as arbitrator or conciliator, of his regular stipend? 


Mr. HENDERSON: I think not. 


Mr. Rock: In this paragraph here it says ‘out of pocket expenses for 
transportation, parlor and pullman car accommodation and taxicabs”. This 
does not include hotel bills in the city; it does not include meals, and all that. 
It is just during travelling that the expenses are paid on top of the $60, which 
now is increased to $100 a day. 

Mr. HENDERSON: The actual wording is that a per diem living allowance of 
$100 and actual out of pocket transportation expenses, including parlor and 
pullman car accommodation and taxicabs is to be received by the federal judge 
in adition to his judicial salary while engaged as a member and chairman of 
the said board for which the usual detailed accounts are to be submitted. 

The CHAIRMAN: Mr. McLean. 


5 Mr. McLean (Charlotte): Would this $100 apply to arbitrators other than 


- judges? 
Ss Mr. HENDERSON: As Mr. Long was just saying to me, Mr. McLean, the point 


here is that the judges act prohibits them from receiving additional remunera- 
tion. So far as it might be applicable to others who might be appointed for this 
_ work, they would be free to receive it. 

4 Mr. McLean (Charlotte): I was wondering if additional remuneration was 
- paid to other arbitrators. If it was, then we would have to pay the judges the 
F same. 

Mr. HENpERSON: If they want to have them serve they probably have to 
- make it attractive, but we are up against the wording of the Judges Act which, 
3 in my opinion, is specific on this point. 

The CHAIRMAN: What you have in mind is that $100 includes elements of 
remuneration? You have in mind that the $100 would include more than just 
the out of pocket expenses? 

: Mr. HEenpERSoN: The $100 in the context of the act as we read it is a 
- living allowance to cover the cost of their hotel room and meals. The other 
expenses are paid on the out of pocket basis. Therefore it becomes a matter of 
- opinion whether $100 per day covers those expenses. Suites and that type of 
thing are expensive. I think this was the point made by Mr. Chevrier in his 
- letter to the Chairman last December. 
Mr. Muir (Lisgar): This applies to legal counsel on commissions as well. 
_ Over and above their remuneration they receive their $100 just the same as the 
_ judges. 
| Mr. HENDERSON: The $100 rate is paid in other cases, as you know, to people 
serving on boards and commissions. The directors of some of the crown corpora- 
tions, I think, receive a per diem rate at this level, and they are taxable. 
_ Mr. Forbes: Is this not a maximum of $100? If it only costs $25 he would 


not be putting in a bill for $100. 
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Mr. HENDERSON: He would receive $100. If it cost him $25—and he © 
presumably files his hotel accounts with the income tax department—then he 
would pay income tax on the remaining $75. 4 

Mr. Rock: Your concern is not with the amount? You are concerned with 
the legal implication? 

Mr. HENDERSON: Yes. As I have stated, it is because of the fact that addi- 
tional remuneration would be contrary to subsection 1 of section 39 of the 
Judges Act, which prohibits it. 

Mr. Rock: You have no facts available to show that the difference between 
what the hotel costs and the balance of the fee has been recorded in their income 
tax as additional income? You have no facts to prove they have included this 
in their income tax reports as additional income? 


Mr. HENDERSON: No, that would be a matter for each judge in his own 
personal relationship with the income tax department. We see the T-4’s which 
are issued by the Department of Labour and sent to the income tax depart- 
ment showing the amount paid. 


Mr. Rock: I believe if this is considered as a living allowance, as has 
been stated, then they are not required to include it in their income tax report 
at all, but only the salary itself. 


Mr. HENDERSON: All I can say, Mr. Rock, is that we know that the T-4 
slips as required by the Income Tax Act are issued by the Department of 
Labour in respect of the amounts paid to each judge. The extent to which 
each individual reports them to the department is something I have not 
checked. 


Mr. Tarpir: If a T-4 slip is issued, they do not have much choice but to 
report it, do they? 

Mr. HENDERSON: That is generally the case. Living allowances generally 
are taxable, so that is why the department issues the slips. 


Mr. Rock: I do not think any person working for any company or any 
school commission or municipality, a person who is for example an alderman 
or mayor or who holds any public post or is a functionnaire for any govern- 
ment department, would ever report an additional living allowance obtained 
from extra work and travel, in their income tax returns, because this is 
strictly something additional for expenses. I believe in this case it is an 
additional expense incurred by the person who receives it, and I believe it is 
considered as such. I do not think it has anything to do with being included 
in the income tax report. I think this is where our complication arises. 


Mr. HENDERSON: If the cost of the hotel and meals equals $100, then 
there is no remuneration, and thus no problem. 


Mr. Tarpir: If it costs $100 a day to eat he has a very good appetite! 


Mr. Rock: If they received $100 and it cost $60 are they obliged to hand 
in a report of the hotel bill? If they are not obliged to hand in a report, can 
we question this fact of their expenses other than the travelling expenses? 


Mr. HENDERSON: Perhaps Mr. Long can answer that question. 


Mr. G. R. Lone (Supervisor, Auditor General’s Office): I think if you 
checked the Income Tax Act you would find that living allowances are 
taxable if they are non-accountable allowances. If a person were only re- 
imbursed for his actual expenses, there would be no question of tax. However, 
when he receives a living allowance he must include it in his income, but he 
can offset against that the actual expenditures which he has incurred. I think 
the department would be required to assess him on it unless he showed the 
actual cost to be equal to the allowance. 


PUBLIC ACCOUNTS 61 


The CHAIRMAN: To refresh your memory, perhaps I might say that we 
~ filed the letter written to me by Mr. Chevrier, then Minister of Justice, dated 
- July 9, 1963, and it appears at page 219 of the proceedings and evidcnoe of the 


o Banding committee last year. 


Mr. Rock: This is a beautiful looking book. Can members of the com- 


mittee obtain it? 


The CHAIRMAN: I do not know. This came from the library. 

Mr. HENDERSON: It is the minutes of the last committee. 

Mr. Rock: We have it in cut up form only. 

The CHAIRMAN: I am advised it is not on the free distribution list. 

On page 219 at paragraph 4 you will see that Mr. Chevrier says this: 
With regard to paragraph 71— 


- — which is paragraph 71 in Mr. Henderson’s report. 
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—commenting on living allowances to federally appointed judges, I 
understand that allowances are taxable under the Income Tax Act. 


This, I presume, is on the advice of members of his department. 

Mr. McLean (Charlotte): Then, Mr. Chairman, what about members of 
parliament? 

Mr. Rock: Our concern is to make this additional income legal? We have 
to have parliament make it legal? 

The CHAIRMAN: That is what we recommended last year, Mr. Rock. 

Mr. Rock: And we will come back to this again during our future meetings? 

The CHAIRMAN: We hope to have someone available from the department, 
and we can ask him what has been done. 

Mr. Tarpir: I think we should be careful that the wording shall be 
correct this year for fear they might increase it further! 

The CHAIRMAN: If there is nothing more on that may we pass to the 
next item? When we have completed that we will have completed Mr. Hen- 
derson’s follow-up report and will be free to embark upon the balance of his 
financial statement at the next meeting. 

The last item appears at page 9 and concerns unemployment assistance. 

Mr. HENDERSON: One of the committee’s witnesses at the last meeting, 

you will recall, was the deputy minister of welfare who referred at some 
length to the problems encountered in administering the unemployment as- 
sistance act across Canada. 

My comment at the top of page 10 was merely to update this situation 
following a short talk that Mr. Douglas and I had with the department. Is 

there anything you would wish to add to this, Mr. Douglas? 

Mr. Douc.uas: I do not think there is too much to add except to say that 
meetings have been held and that the government is in the process of con- 
sidering the problem, together with the provincial officials. 

Mr. HENDERSON: Dr. Willard was very appreciative of his opportunity 
to outline something of his problems to the committee, and you were good 
enough to make some observations in your report. This explains why I gave 
recognition to it here in the follow up report. I do not think I have anything 
more to add to that, Mr. Chairman. 

The CHAIRMAN: We can assume, probably, that what was said was reflected 
in the discussions in the federal-provincial conference? 

Mr. HENDERSON: Yes. 

The CHAIRMAN: Are there any further discussions at this point? 
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Gentlemen, this concludes our discussion of the Auditor General’s follow- 
up report. We thank him very much for his appearance with his officials, and 
we look forward to renewing our acquaintance with him when we start to 
discuss the 1962 report which we did not conclude in our last meetings. If 
you recall, gentlemen, we went some distance into that 1962 Auditor General’s 
report but left some of it to be completed. It was for that reason that the 
government, in its order of reference to this committee, included the 1962 
report as well as the 1963 report. I hope when we send round the committee 
notes I may be able to include the particular point at which the es report 
will be taken up next Tuesday. 

Mr. HENDERSON: We will be comencing at paragraph 75 on page 29 of my 
1962 report which deals with the Department of National Defence. There are 
a number of comments that follow having to do with that department. 

The CHAIRMAN: Thank you, gentlemen. If there is no further business 
I would ask for a motion to adjourn. 

Mr. TARDIF: I move that we adjourn, Mr. Chairman. 


The CHAIRMAN: It appears that that motion is unanimously adopted. 
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ORDERS OF REFERENCE 


House or Commons, 
WEDNESDAY, June 3, 1964. 


Ordered,—That the Standing Committee on Public Accounts be granted 
to sit while the House is sitting and that it be empowered to appoint sub- 
ommittees, to fix the quorum of any such sub-committee and to refer to such 
committees any of the matters referred to the Committee; that any such 
-committee so appointed have power to send for persons, papers and records 
to examine witnesses; to sit while the House is sitting, and to report from 
time to time to the Committee. 


Aaa WEDNESDAY, June 3, 1964. 


Biss Ordered,—That the name of Mr. Francis be substituted for that of Mr. 
Eudes on the Standing Committee on Public Accounts. 

Attest. | ; 

Re: LEON-J. RAYMOND, 

a The Clerk of the House. 
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MINUTES OF PROCEEDINGS 


THURSDAY, June 4, 1964. 


(4) 


RE The Standing Committee on Public Accounts met this day at 9.40 a.m. The 
chairman, Mr. G. W. Baldwin, presided. 


‘i Members present: Messrs. Baldwin, Cété (Chicoutimi), Fane, Forbes, Hales, 
farkness, Mandziuk, McLean (Charlotte), Pilon, Regan, Ryan, Southam, Tardif, 
ee (14). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada and Messrs. 
Long, Millar, Laframboise, Laroche, Crowley, Chapman, Douglas, Sayers, Smith, 
Jarris, of the Auditor Cleats Office. 


By . The Auditor General made a statement in reply to a question by Mr. Winch 
% on June 2nd relating to the Prairie Farm Emergency Fund and was questioned 
_ thereon. 


_.. Mr. Henderson also replied to a question by Mr. Winch on June 2nd relating 
_to surplus material and was questioned thereon, assisted by Mr. Millar. Mr. 
2 Henderson undertook to supply a more detailed report at a later sitting, and 
: the Committee agreed to hear witnesses on this subject. 


The Committee then proceeded to the consideration of the Report of the 
Auditor General for the fiscal year ended March 31, 1962. 


: On paragraph 75, Education costs incurred by the Department of National 
Defence, Mr. Prendersen made a brief statement. 
4 F 


_ On paragraph 76, Loss of Aircraft due to negligence, the Chairman referred 
to correspondence exchanged last year on this subject. 


: On paragraph 77, Mr. Henderson commented briefly and was questioned 
. Rec assisted by Mr. Millar. 


oe On paragraph 78, Renovation of remote transmitter Station, Halifax, after 
q uestioning, Mr. Henderson suggested that witnesses be heard on this subject. 


| Bs The questioning of Mr. Henderson still continuing, at 10.55 am., the 
Committee adjourned until 9.30 a.m. on Tuesday, June 9, 1964. 


= M. Slack, 
a, Clerk of the Committee. 
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THURSDAY, June 4, 1964 


The CHAIRMAN: Gentlemen I see a quorum. The meeting will come to 


e order. 
4 While it was announced at the end of our last meeting that we would be 
commencing with item 75 of the auditor’s report, Mr. Henderson has the 


answers to two questions asked him and I going to ask him to give those 
answers now. 
& Mr. A. M. Henderson (Auditor General of Canada): Mr. Chairman, at the 
last meeting Mr. Winch put two questions to me but owing to the absence 
of my directors in charge of the particular phases of the work I begged your 
indulgence to speak to them today. 

The first of these questions, you will recall, had to do with my respon- 
_ sibility, authority and the scope of my work with regard to the audit of 
a payments made from the prairie farm emergency fund. You may recall I 
- explained that Mr. Stokes, my director in charge, was absent through illness 
_ and asked that I be allowed to speak to the matter at today’s meeting. 
” A short answer to Mr. Winch’s question would be for me to repeat that I 
a regard it as part of my audit responsibilities to satisfy myself that all expendi- 
tures made by the prairie farm emergency fund are in accordance with the 
. provisions of the Prairie Farm Assistance Act. However, as we discussed last 
_ Tuesday, we in the audit office are not in a position to investigate by outside 
i inquiry statements made or information given by public applicants for 
assistance. This is the responsibilty of the administration, whose procedures 
_ require that such investigation be made by inspectors appointed under the 
act. On the other hand, if information furnished by the applicants and seen 
~ in the course of our work appears to us to be out of line or for example, to 
_ suggest collusion between the inspector and applicant, we institute immediate 
_ inquiries of the responsible officials and follow the points through. 
‘i I now come to the audit coverage that we have been able to give to the 
_ fund’s expenditures over the past few years. I wish to be quite frank in saying 
to the committee that this has, in my opinion, fallen considerably short of 
what should have been undertaken. I am going to describe this to you in some 
- detail because the circumstances illustrate only too clearly what I have stated 
in my last two reports to the House of Commons, namely, that owing to staff 
shortages over the past several years in my office there have been too many 
_ instances where we have been unable to carry out our test examinations with 
sufficient frequency or in sufficient depth to achieve even the minimum standard 
_ required by modern accepted auditing practice. 
% Verification of expenditures of this fund must be made in the offices of 
the Prairie Farm Assistance Act administration in Regina and also in Edmonton. 
Up until May, 1960, I had only one officer stationed at Winnipeg to handle 
all of my federal government responsibilities in the two provinces of Manitoba 
and Saskatchewan, while those in Alberta were handled by my Vancouver 
) ea native working out of that point who had a staff of two assistants at 
_ that time. 
a My Winnipeg representative had carried out a test examination of the 
— P.F.A.A. Regina office in 1957. Having finally obtained an assistant for him in 
the spring of 1960, we made a further test check of Regina office expenditures 
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in that year. Neither of these audits revealed eVagenee of any improper pay- 


ments, although it is possible that if any existed they might have been > 


brought to light had we been able to carry out our work in greater depth. 


Early in 1962 we were able to add another assistant to the Winnipeg 
staff. It was then planned to devote 12 man-weeks to the audit of payments 
under the P.F.A.A. and P.F.R.A. in the 1963-64 fiscal year. However, this 
schedule could not be met and the time available for these two jobs was first 
of all reduced to five man-weeks and then, because of the relatively much greater 
expenditure under the P.F.R.A. including expenditures on the south Saskatche- 
wan river dam, all of this time was devoted to this work, thus postponing 
any test checks of the expenditures under the Prairie Farm Assistance Act 
for that fiscal year. This is what happens when your staff is spread too thinly. 


No test audits have been made of the prairie farm assistance payments 
in the province of Alberta because my Vancouver representative was and 
still is faced with insufficient manpower to do all the work that should have 
been done in British Columbia and Alberta. 


Last March my Winnipeg representative was unfortunately hospitalized. 
In sending a senior man from Ottawa to take over his duties in his absence, 
Mr. Stokes and I issued special instructions to him, as one of his first duties, 
to make a detailed review in the Regina P.F.A.A. procedure relating to the 
processing of claims for assistance under the act and the existence of internal 
control measures so that with a full understanding of the situation plans could 
be made for proper auditing on an effective cyclical basis. 


Pursuant to these instructions he sent a detailed report to us at head 
office early in April covering the P.F.A.A. administration in Regina, covering 
operations of its board of review; the procedure for processing claim applica- 
tions; the pre-auditing carried out by treasury representatives there; the proc- 
essing of eligible claims; the final audit and payment by the treasury; con- 
sideration of the ways in which fraud could be perpetrated; the extent to 
which fraud could be detected in the audit, together with observations of 
weaknesses we had found to exist in the system of internal control. As a 
result of our consideration of this report, my Winnipeg representative is 
hoping to assign sufficient time in his 1964-65 audit schedule to carry out a 
comprehensive audit of the Regina office. 


Similar work we hope can be undertaken for the province of Alberta in 


Edmonton where we have recently established an officer. In fact we plan to 
provide this officer with a trained assistant shortly. 


In the same way I consider that the size of my responsibilities in the 
province of Saskatchewan is sufficient to justify the permanent establishment 
in Regina of at least one man, depending on the approval of my staff plans 
for 1965-66 by treasury board. We thus propose to undertake an annual 
examination in future of payments made under the Prairie Farm Assistance 
Act and to carry it out in sufficient depth to ensure that irregular payments 
can be detected unless they represent collusion of the type I have mentioned. 


This completes my remarks on Mr. Winch’s first question, Mr. Chairman, 
and I shall be glad to deal with any questions which members may have on 
my statement. 


The CHAIRMAN: Are there any questions? 


Mr. HALEs: I believe you have two representatives now in Winnipeg, 
have you not? 


Mr. HENDERSON: We have three now. 


Mr. HALES: Do they have other audit work to do out of that office or do 
they just do P.F.A. work? 
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‘ Mr. HENDERSON: They have auditing responsibilities on instructions from 
head office here in respect of the operation of all federal government depart- 
_ ment operations in the two provinces of Manitoba and Saskatchewan. 

a Mr. HALES: And how much money would be handled in those two 
_ provinces by P.F.A., that is in Manitoba and Saskatchewan? 

Mr. HENDERSON: Mr. Long has some figures here. 

Mr. HALES: Just give me a rough figure. 


Mr. G. R. Long (Acting Assistant Auditor General): In 1962-63 the estimated 
expenditures were just over $11 million. I believe this was slightly below what 
might normally be the expenditure. It was a good crop year. 

, Mr. HALEs: So this government finds itself spending $11 million and we 
do not seem to be able to afford one full time auditor to look after that much 

_ money. We do not have a full time man to do this. I cannot conceive of any 
business where the turnover of $11 million would not warrant a full time 
auditor for the year round. 

Mr. HENDERSON: As you recall, recruitment was the problem and still is. 

Mr. HALEs: I think it is just a matter of saying, ‘““We have to have a man”, 
and go out and get him. I think it is ridiculous that $11 million is involved and 
we are not auditing it. 

_ Mr. ForsBes: It seems to me that if there were any irregularity in connection 

with payments under the act, the auditor would not find it. This would take place 
at the farm level where the inspector would make someone eligible for a pay- 
ment who would otherwise not be eligible. The officials of the P.F.A. office are 
very competent men. 

Mr. HENDERSON: That is correct. 

Mr. Forses: I doubt whether! you would find anything wrong with their 
statements or accounts. The thing that Mr. Winch had in mind, and a great 
many other people have in mind, is whether every farmer who is paid P.F.A. 
- is legally entitled to that payment. This is where any irregularity might take 
-. place, and an auditor would not find it because you do not go out into the field 
- to reinspect what the inspector has found. 

Mr. HENDERSON: We may see something in the reports which would cause 
us to query them and thus institute enquiries which would disclose a situation 
like that, but the prime responsibility for it must always rest with the admin- 
istration. 

I think I should add, Mr. Forbes, that I do not believe that the allegations 

that have been made, have been proved yet; I think they are being studied by a 

commissioner. Is that not correct, Mr. Harris? 

Mr. A. Harris (Auditor General's Office): It is. 

Mr. ForBeEs: There is a latitude under the P.F.A.A. I received P.F.A. and I 

was not entitled to it but I just happened to be in that block. Of course, nobody 

“would turn down a government grant. Another fellow, living across the line, 

did not get it and he was entitled to it. 

Mr. TARDIF: You should have given him your payment. 

q The CHAIRMAN: We extend parliamentary immunity to Mr. Forbes. 

; Mr. McLEAN (Charlotte): Mr. Chairman, would not the inspectors be more 

4 or less classed as auditors in a way, and do they not check what is being paid out 

as well as its legality, and so forth? 

-> Mr. HENDERSON: The administration has extensive procedures which it 

applies to these applications, beginning with, I think, the cultivation acreage 

report which is looked over by the inspector who checks the farmer, and pre- 
sumably the inspector has some farming education and is able to express an 
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opinion on it. The papers then are examined by the treasury office representa- 
tives in Regina, and so forth, right up to the time of payment. However, I doubt 
whether you could classify the inspectors as auditors in the orthodox sense. 


Mr. McLean (Charlotte): I know that in business you have an internal audit 
and an outside audit. 


Mr. HENDERSON: That is the treasury check. Perhaps Mr. Long could say 
something about this from our reports. 


Mr. Lone: The comptroller of the treasury office in Regina does check these 
payments before they are made as an internal audit or a pre-audit measure, but 
their difficulty, of course—if there happens to have been any collusion in the field 
and an inspector did not do his job right—is to find it. The only way of doing this 
is if they slipped up somewhere and there was some glaring inaccuracy in the 
information on the return which would alert you to it. 


Mr. McLean (Charlotte): But you might say that yours is not the only 
audit. 


Mr. Lone: There is a pre-audit. The comptroller makes these payments and 
he does check them before they are made. 


Mr. McLean (Charlotte): And you check the comptroller? 
Mr. Lone: That is right. 


Mr. TarpDIF: It is evident that the major problem there is that you should 
get sufficient staff. Even if you do not get permission to have your staff, then 
pressure should be brought to bear to get the civil service to find the necessary 
staff. Eighteen months is more than sufficient time to complete the filling of all 
the vacancies in your department. 

I do not disagree with what has been said about a $11 million corporation, 
and the fact that there should be a permanent auditor. I would say it would even 
be an improvement if there were an auditor for two months, and then another 
auditor for another period. I do not say that the inspectors are dishonest, but 
it is possible for them to make mistakes. It should not be the farmers’ opinions 
which decide what payment is to be made. If the inspector is not as efficient 
as he might be, there are times when an auditor will find conditions which 
exist; not necessarily conditions of dishonesty, but perhaps a lack of efficiency 


or an improper method of assessment in respect of the money which is to be | 


spent. 

I believe this committee should insist that this staff should be filled to the 
capacity necessary. I do not think there is any excuse for this not having been 
done in the past 18 months. Eighteen months is a sufficient period of time for 
the Civil Service Commission to find an auditor. While auditors may not be in 
great quantity, I am sure sufficient auditors could be found for the purposes of 
the Auditor General’s office. 


Mr. WincH: Mr. Chairman, I think the last speaker basically has said what 
I was going to say. First of all, may I express my thanks for the detailed manner 
in which the Auditor General has, answered the question I asked last Tuesday. 
May I also add that I think the Auditor General is to be commended, because, 
if I interpret his statement correctly, he is admitting that a job which should 
have been done by his office is not being done. It is understandable; if we go 
over the staff which he has outlined from Winnipeg to Vancouver—even to the 
extent of almost one year in Alberta—we will find that no spot check has 
taken place because his man is stationed in Vancouver and has not been able 
to do it. 


I believe the answer to the question we have just been given by the 
Auditor General is so important and so significant with his explanation that 
when we reach the point of drafting our report we should make a special note 
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of the information now given to us and emphasize the need for action in respect 


of the staff in the Auditor General’s office. 
The CHAIRMAN: Thank you, Mr. Winch. 
Mr. HAues: It would appear that the inspectors in the field are the key 


men in this whole situation. Has the audit department called in the inspectors 


to give them any course of instruction with regard to what they should do and 
watch for, and brief them? Would your representative in Winnipeg call in 
these inspectors in a group before they go out and lay down some rules and 
regulations? 

Mr. HENDERSON: No, sir. That would be the responsibility of the P.F.A.A. 


administration because that administration employs the inspectors. These 


cultivation acreage reports, as I believe they are called, first are looked over 
by the inspectors in the field, so to speak, and then they are processed right 
up the line towards payment. Mr. Long has a detailed summation on this. 

Mr. Lone: I do not spot it in this report. I think one difficulty here is that 
this is more or less seasonal work. These inspectors cannot be employed the 
full year, if I am correct. This means you have new people, and naturally they 
are going to vary. 

Mr. FANE: Mr. Chairman, I am wondering, since Mr. Long does not have 
all the details about how the prairie farm assistance works in a province, 
whether you would like somebody to tell you. I believe that at least the 
Edmonton office of the P.F.A.A. is operated very efficiently. Also, I believe that 
if one office had to be left out from the inspections, it very well could be that 


‘office. I have had a very great deal to do with that office, and have found 


they are very meticulous in their work. They do slip up sometimes because 
the inspectors have a lot of difficulty getting reports. The whole thing 
is that the inspectors are in the field and they receive their instructions. 
Usually these inspectors are farmers themselves; they receive instructions about 
what they have to do, and they have no part in the making of the decisions 
concerning what happens; that is done by arrangement in the local office 


- and the head office of the Prairie Farm Assistance Act in Regina. 


Every payment that is made under the Prairie Farm Assistance Act, at 
least in the province of Alberta, has to be authorized by the treasury depart- 
ment of the P.F.A.A. in Regina. No money can be paid without a submission 
to and approval by that office. I think there have been cases where mistakes 
have been made, but most often the mistakes are mistakes of omission because 
certain land has been left out of a block that perhaps should have been paid. 
However, according to the rules of the Prairie Farm Assistance Act, an area 


which can be paid must consist of at least 12 connected sections in a rectangular 


block. This makes it very difficult for people, such as Mr. Forbes’ friend who 
is just across the road, to get paid sometimes. I have been in the same position 
as Mr. Forbes was at times but I also did not send back the cheque. 

I think that concludes what I have to say at the moment, but I do 
commend the Auditor General for his comprehensive report in respect of this 
matter. 

Mr. ForBes: I just want to clear up one point in Mr. Hales’ question. 
There are two supervisors in the province of Manitoba. These are men who 
have had years of experience in P.F.A.A. work. I might say that the individuals, 
as Mr. Fane has suggested, are hired as casual inspectors and they are called 
together in a school, as Mr. Hales has stated, where they are given instruc- 


tion. I have attended these schools myself. 


The thing that creates some suspicion in respect of the P.F.A.A. is the 


- method which requires that these payments be made within blocks. 
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Mr. HENDERSON: Yes, I understand. 
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Mr. Forbes: Payment is based on units of zero to four, four to eight and 
eight to twelve. There could be a farmer in that block with 30,000 bushels 
to the acre but in view of the fact he is in that block he may get paid as well 
as the farmers who have low yields. I think this has been worked out as best 
it can be worked out according to the act under which it operates. 


Mr. SoutHAamM: Mr. Fane and Mr. Forbes have almost covered what I 
intended to refer to, but in one answer to Mr. Hales question I thought there 
was some confusion. 


The point I wanted to make is that we do have schools to instruct. these 
inspectors. As someone mentioned, this inspection involves casual work and 
is only done on a seasonal basis particularly when there is a crop failure. In 
Saskatchewan we have seven supervision districts I believe, because in the 
whole province we have a greater wheat acreage generally than in Manitoba. 
Mr. Hales indicated that there were two supervision districts in Manitoba. 


The supervisors call in their appointed inspectors perhaps in the fall before 
the survey has taken place, to instruct them in the specifics of making these 
checks on yields. 


The reason some problem arises as far as payments are concerned is that 
the people who are appointed as inspectors, as Mr. Forbes has mentioned, are 
farmers who go out to the farm to inspect the grain under specific instructions 
to go out and measure the bins. They are provided with charts which indicate as 
a result of the number of feet of grain in a bin approximately how many bushels 
they contain. Quite often these inspectors inspect the same farms year after 
year and eventually take the farmer’s word rather than moving away from the 
kitchen tables where they are filling out forms, into the field to look into the 
bins. There is a human tendency on the part of anyone to become a little care- 
less, and I think this is where some of the difficulty les. 


Mr. HENDERSON: These points have been brought out by Mr. Harris of my 
staff, who is here today, in his very detailed report on the situation which we 
have and which will be the basis of the work which, as I explained, we intend 
to carry out. 


I should just like to say one word about the staff matter which Mr. Tardif 
touched upon and of which Mr. Winch spoke. It is to say that the recruitment 
situation at the present time is better. We are still short, I think the figure was 
18, at the end of April. We discussed this situation at the opening of the meet- 
ings. We are doing everything in our power to bring the establishment up to 
its proper level. 


I thought perhaps if it was agreeable to the committee, Mr. Chairman, 
that at one of our later meetings when we move to a consideration of the 1963 
report we could have a short discussion on this phase because in view of the 
qualification I have made as to the scope of my work it will come up again for 
the same reason I gave today. Would that be satisfactory? 


The CHAIRMAN: Yes. I believe Mr. Winch has a question. 


Mr. WincH: I do not know whether this could be termed a question or a 
statement in clarification of a situation which I feel exists. 


As a member of the public accounts committee I am not interested in the 
act, the regulations, the administration, the experience or otherwise of 
inspectors. I am only interested in one thing and that is, the report of the 
Auditor General which indicates to us that in one year he was not able to do 
the audit work he felt it was his duty to do in respect of one $11 million 
expenditure. It is the audit with which I am concerned. I appreciate, as I have 
said before, the fact that at a lower level there was an $11 million expenditure 
made in respect of which on behalf of the citizens of Canada and the authority 


' 


of parliament the Auditor General has not been able to do tthe job of auditing | 


| 


—— 
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b which he feels is essential. That is the only thing with which I am concerned, 
_ Mr. Chairman. 

i Mr. Tarpir: Mr. Chairman, now that it has been admitted that very often 
the farmer’s word is taken for the calculation I think there is ample indication 
_ that an audit of that particular branch is very important. 

) Mr. WINcH: It is more important than ever before. 


Mr. Tarpir: I think the Canadian government is very lucky in that the 
western farmers are 100 per cent honest. 

The CHAIRMAN: Before we leave this point and move on may I make this 
suggestion as Chairman. Last year we waited until the end of our deliberations 
before bringing in a report covering a great deal of matters. It has been my 
hope that we may bring in one or two earlier interim reports rather than 
wait to the end of our considerations, assuming that this session run through 
its allotted course. 

Mr. WINcH: That is an excellent proposal. 


The CHAIRMAN: You are a member of the steering committee, as are others 
here, and probably at some time before the conclusion of our deliberations we 
can consider with Mr. Henderson the idea of bringing in a third report which 
might, depending on the circumstances which exist at that time, pay some 
attention to that particular subject matter. 
I think we might now move on to the other question which was asked and 
which Mr. Henderson has prepared himself to answer dealing with the Crown 
Assets Disposal Corporation. 


Mr. HENDERSON: This matter related to Mr. Winch’s question to me on 
- Tuesday in regard to the method followed by departments declaring surplus 
- material which might subsequently be sold at substantially less than its original 
cost as provided for in the estimates. 

One of the requirements of the Financial Administration Act, as you know, 
is that the Auditor General examine in such manner as he may deem necessary 
_ the accounts relating to public property and to ascertain whether in his opinion 
i” essential records are maintained and the rules and procedures applied are 
_ sufficient to safeguard and control public property. 

Public property, in the context of Mr. Winch’s question, consists of public 
stores and materials purchased by government departments with funds provided 
for by parliament under departmental appropriations or through the medium 
- of revolving funds. It will be appreciated that this embraces a very wide array 
t of material ranging from minor supplies on one hand to the vast quantities of 
- equipment purchased in the defence and related fields. 

4 In the discharge of our responsibility we take as our starting point the 
Y internal control procedures maintained by the various departments with respect 
_ to procurement, receipt, custody, issue and control of the material. We make 
, periodic examinations of these procedures both at headquarters and at field 
_ depots for the purpose of satisfying ourselves in respect of the effectiveness of 
the procedures in effect. In the course of our work the quantities of material 
' purchased are noted in relation to departmental need based on the responsibili- 
_ ties and policies of each department. The extent to which such materials might 
M prove to be in excess of needs is evident from the extent to which they remain 
- unused in the inventory. In reporting to departmental managements on our test 
iM examinations of stores, we bring to attention our findings in this regard for the 
_ purpose of satisfying ourselves that commodities are likely to be used ultimately 
_ for the purposes for which they were acquired or will be disposed of by transfer 
_ for use elsewhere in the department, or declared surplus. 

: To the extent that such supplies prove surplus; that is, in the opinion of the 
_ department they are no longer needed and are declared surplus, declaration of 


; 
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such surplus is made to Crown Assets Disposal Corporation. While this is fre- 
quently the case with the Department of National Defence, it may interest you 
to note that no unused material, for instance, was declared surplus at all during 
the year 1963-64 by two of our major procuring departments, namely, the 
departments of public works and transport. On the other hand, in the year 
1962-63 the Department of National Defence reported as surplus unused or 
usable materials having a cost of approximately $394 million. These declarations, 
numbering about 2,600 together with others relating to scrap and material in 
need of repair which were not priced, accounted for approximately 8,500 
separate declarations made by the department during the year. It may interest 
you to know that the Crown Assets Disposal Corporation in its annual report 
for that same year stated that they had under review during the year some 
12,000 reports of surplus. That is, they had received 12,000 declarations of sur- 
plus, so these 8,500 from the Department of National Defence represent a large 


chunk of the total. The declarations here in the 8,500 indicated the condition of ~ 


the surplus materials, that is, unused, scrap, etc. Changes in defence policy, 
technological improvements, initial overprocurements, and residues of con- 
struction materials, were contributing causes to declarations of unused and 
usable material. Our examination of the 8,500 declarations in this fiscal year 
was limited to a test check covering approximately 800 declarations. That is to 
say, something less than 10 per cent. 

The function of Crown Assets Disposal Corporation primarily in dealing 
with such surplus declarations is to obtain the best price it can in the market 
and it is not to inquire of the departments the reasons underlying the declara- 
tion of large surpluses. That remains a departmental responsibility. 

From time to time in our reports we bring up instances where cases like 
this have occurred. I will be frank in admitting there are not many, but, for 
example in my 1961 report which, incidentally, was not examined by this 
committee, in paragraph 86 subparagraph 11 at page 41, I deal with the 
Pigeon River houses. I might say they have since been declared surplus during 
the now current fiscal year. These were houses built by I think the Depart- 
ment of National Revenue for customs officers at Pigeon River. 

In my more recent 1963 report which you will be examining, I have a 
paragraph, number 84 at page 52, having to do with radar equipment acquired 
but not put into service. This was not declared surplus but I mention this by 
way of citing instances of the use of public property which I feel should be 
brought to the attention of the House of Commons. 

The CHAIRMAN: Thank you Mr. Henderson. 

Mr. Winch, do you have a question? 


Mr. WINCH: This is hardly a question, sir, but I.think it is rather astound- 
ing information which has just been given to us by the Auditor General and 
perhaps indicates the reason for my question last Tuesday. What was the 
figure in respect of material declared surplus by the Department of National 
Defence for one year? 


Mr. HENDERSON: The figure is $39,500,000 represented by 8,500 declarations. 


Mr. WINcH: There was $39,500,000 worth of materials declared surplus 
in one year. 

I have been making a study within the past three months of this matter 
and this is the reason I feel this situation should be brought to the attention 
of the members of this committee, with the hope that perhaps Mr. Henderson 
will be able to give us some explanation of the authority he has in respect of 
investigations. May I say very briefly that I have studied hundreds and 
hundreds of bids reviewed by the Crown Assets Disposal Corporation from only 
one depot and find that there are 32 pieces of brand new lavatory articles and: 


PUBLIC ACCOUNTS 75 


on the bid it states “New and unused”. I find there is a brand new unused 
marine engine. I found brand new and unused pieces of electrical welding 

equipment. I found thousands upond thousands of dollars worth of electrical 
fixtures new and unused. I found not thousands but perhaps hundreds of 
thousands approaching millions of expensive brass screws. I might point out 
that on the bid if there are 47 and 47 brass screws of a certain type and size 
the bid says 47. If there are 400,069 brass screws then the bid says 400,069 
brass screws. 

Whether these have been surplus from the last war or not I do not know. 
If they are surplus from the last war I should like to know why it took 20 
years before declaring them surplus. If they are not surplus from the last war 
but have only been held for three months, for example, before being declared 
surplus I should like to know the reason for the purchase of these articles. 

I think we are now preforming a very important function in inquiring 
into this situation and I should like Mr. Henderson to indicate whether his 
authority and responsibility allow or require him to make a check to find out 
why these things were held before being declared surplus or why they were 
purchased in the first place, as well as to look into the circumstances generally 

-tin respect of the articles being turned over to the Crown Assets Disposal 
Corporation. 


Does the Auditor General also have the authority and responsibility to 
make a check of the prices received for these surplus articles, whether they 
are ten per cent, 33 per cent or 50 per cent of the original cost of the new 
and unused materials? If the Auditor General’s authority does allow him to go 
that far, then I should like to ask again whether this situation is being con- 
sidered seriously by the Auditor General and his staff and whether there is 
a possibility of some of his staff being delegated to make a thorough study of 
purchases being made which are at some later stage declared surplus. 


Mr. HENDERSON: In answer to your question and proposal, Mr. Winch, I 
have no hesitation in saying to you that my authority does extend that far and 
indeed it is my responsibility to do this. My work is carried out on a test 
examination basis and as we have discussed earlier in the case of the prairie 
farm matter, it is too frequently that the extent of the work to be done has 
_ to be determined by the staff available. However in light of what you have 

said I most definitely wish to make an examination along the lines that you 
_ have suggested and then report back to this committee at its pleasure. 
| Mr. WINCH: I have just one further question, Mr. Chairman. Mr. Henderson, 
_when it was drawn to your attention, as it must have been, that billions of 
dollars worth of material was declared surplus by one department, did you 
undertake any special investigation to find the reason for that extraordinary 
_ situation? 
Mr. HenpDERSoN: No, sir. As I explained before, of the 8,500 declarations, 
| we examined approximately 10 per cent as a test check without having found 
anything there which we felt necessary to bring to the attention of the House of 
Commons. That perhaps explains why no reference was made in my report. 
Mr. WINCH: Were you flabbergasted when you received that information? 


Mr. HENDERSON: The figures generally are of such a size in the course of my 
_ work. I was certainly very surprised. 

Mr. Manpzruk: Mr. Chairman, I do not think we can blame the Auditor 
General for not going into the question when the surpluses arose. I think, as 
_has already been stated, that the reason for it might have been a change of 
_ policy or some technological changes which have arisen. The amount of any 
material that is purchased is the responsibility of each department. 
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I take it that the $394 million surplus which the auditor has just mentioned 
is the original cost of these surpluses. My question is: What percentage of this 
is salvaged by disposal of it by Crown Assets Disposal Corporation, because the — 
general impression in the country is that these surpluses are practically given — 
away for next to nothing? Have you any tabulation or any figures on how much 
of this $394 million surplus would be realized when disposed of by Crown 
Assets Disposal Corporation? If we almost get our money back, then there is no — 
harm done. 


Mr. HENDERSON: That is quite right. I think I am correct in saying that we 
do not have that figure. However, it would be obtainable and should be 
obtainable. 

Mr. MAnpDzIuxk: It would be very interesting to the country. 


Mr. HENDERSON: I would like to see it, and it should and could be obtained 
in answer to the request that Mr. Winch has made that this be undertaken. 
It will take some time, and it will have to be conditioned by the staff I have 
available. That would be the core of following through on the disposition of the 
$394 million worth of equipment in that fiscal year. 

Mr. MANpzIuK: Publicity should be given to that, and we would then realize 
that best efforts were made to salvage what can be got out of the equipment 
or out of the supplies that cannot be used, probably through no fault of any 
department or any minister or anyone down the line. 

Mr. WINcH: I hope that that will be done because that is my very point. I 
mentioned these thousands of dollars worth of electrical equipment. I followed 
that through until it was sold, and the price they received was eight per cent 
of the purchase tax. I know of others where they get 60 per cent, but the 
whole question should be studied. 


Mr. Recan: I have two or three questions arising out of this discussion. 
First of all, I presume that this example of $394 million in the national defence 
department for 1962-63 is an extreme example. You chose this as an extreme 
example of the worst year. 


Mr. HENDERSON: That happens to have been the year we looked at in 
examining this question yesterday in response to Mr. Winch’s question the day 
before. 


Mr. Recan: I see. The fiscal year 1962-63 would begin and end on what 
dates? 


Mr. HENDERSON: Beginning on April 1, 1962 and ending on March 31, 1963. 


Mr. REGAN: Mr. Henderson, while in national defence there would be every 
reason for higher figures on equipment which became obsolete because of 
technological change, would there be any reason why there should be greater 
amounts of initial over procurement in national defence than there would be in 
other departments? 


Mr. HENDERSON: I would suggest, that you have rather answered the 
question yourself because the sheer size of national defence buying, the rapid 
technological changes, and the difficulties in estimating, so far ahead on what 
they are going to need, and the possible changes midstream are factors which 
must make procurement a very difficult proposition in this department. It is 
possible that Mr. Harkness could elaborate on that point, but that would be 
my assessment of it. They have perhaps the most difficult job of any of the 
government departments. 


Mr. Harkness: I think this particular sum, or at least a proportion of the 
amount you mentioned, is really a disposal consequent upon the Glassco com- 
mission’s report which, as you may remember, reported surpluses of a great 
deal of underwear which had been bought during the second world war and 
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which had been held in store since that time, and quite a lot of other things 
_ along that line. It was then decided to get rid of that stuff. I would suggest, in 
4 connection with this, that perhaps the deputy minister of national defence 
_ should be asked to give evidence in connection with what these things were. 
Rds could perhaps get at it more rapidly than if Mr. Henderson and his staff 
- were to go into it and bring it back to us. 
: Mr. REGAN: I have not quite completed my questions. I should like to ask 
whether your test check of 800, of the 8,500 declarations, indicated what per- 
- centage of the equipment was unused, what percentage was equipment which 
had been in use for some period of time and which was no longer needed by 
the department. I think these figures would be of some importance because 
_while we put a label of $393 million on the initial cost, if some of the equip- 
ment was used for quite some period of time, then obviously the country re- 
ceived some value in return for the use of this defence equipment over that 
period. Again I think this ties in with the point that Mr. Mandziuk made to 
the effect that the amount that was obtained by Crown Assets Disposal Cor- 
poration on sale is another factor to be considered. When one considers the 
amount of usage that was obtained from the item and one adds to this the 
question of the disposal of value, then we are able to see what you might call 
the net loss to the public—it would not be $394 million but something con- 
siderably less. 
Mr. HENDERSON: That is right. That would be the way to do it, to carry 
out the work the way Mr. Winch proposed, and with which I agreed. 


Mr. WINCH: Particularly on unused equipment. 


Mr. HENDERSON: In the end result we would also have the computations 
you suggest. However, I am attracted by the suggestion of Mr. Harkness that 
perhaps when the deputy minister of national defence does appear before us, 
as I think it is planned on some of the items, he be asked to give a rundown 
on the type of thing that is occurring and the reasons for it. 

The CHAIRMAN: We could probably conduct a more intelligent and search- 
ing examination at that time. The deputy minister and an official from his 
department are going to be before us with respect to a number of other matters, 
- and if it is your wish I will have the Clerk send him a copy of the transcript — 
_ of today’s proceedings, and we might also deal with both aspects. Later on, 
_ when we deal with the Auditor General’s report, we will have to deal with 
_ his report in connection with the Crown Assets Disposal Corporation, and it 
_ might be considered that we should have an official from his department at 
_ the same time, so you will have both ends of the picture. This is something 
which we will take up with the steering committee and at an appropriate time 
_ try to have one, or possibly both, officials here at the same time. 

Vr Mr. Ryan: I have a couple of short questions, Mr. Chairman. I would like 
_ to be clear on one point: Is this form of declaration standard in all the depart- 
- ments of government? 

Mr. Mriuar: I do not know whether they are standard for all departments 
_ but I think so. 

, Mr. Ryan: Is it standard in all the departments you inspected? Do you get 
a good history of the article or the goods, and do you get the date of the original 
_ purchase? 

Mr. Mitiar: The reason for the procurement is unknown. We find that on 
' many declarations. 

| Mr. Ryan: Sometimes you find it is merely a certificate that it is surplus 
| but no other explanation. 


Mr. Mituar: That is about it, on many of them. 
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Mr. Ryan: We should check these declarations, particularly in respect of 
unused articles. I might suggest that the steering committee consider that a 
subcommittee be set up to check this matter. 

Mr. WINCH: May I suggest that you consider asking for a supply, of a 
general nature, of bids as sent out by Crown Assets Disposal Corporation. In 
particular I would like to get those which I saw in the last two or three months, 
because it would really open the eyes of the members of this committee. 

Mr. Manpziuk: My question is: who signs these declarations and who 
countersigns them, what official in any particular department? Do they ever 
reach the deputy minister or his deputy? 

Mr. Mriuuar: It is usually signed by authorized officers, as far as national 
defence is concerned, and then it is reviewed by the deputy minister’s office. 
It is then approved by the deputy minister’s office before it goes to Crown Assets 
Disposal Corporation. 

Mr. Tarpir: Are there no regulations which force officers responsible to 
declare why this has become surplus? 

Mr. Minuar: There are explanations given where it is possible to do so, 
but in many cases their material is so old that the history of it has disappeared. 


Mr. Tarpir: If they had a $39 million surplus to dispose of, this may have 
been an unusual year, as Mr. Harkness stated. 


Mr. HARKNESS: I am sorry I was not here earlier but I had a dental appoint- 
ment this morning. Is the $39 million all equipment or is part of that land? 


Mr. HENDERSON: The Department of National Defence made 8,500 declara- 
tions of surplus to Crown Assets Disposal Corporation, the dollar value of which 
was $394 million during the year 1962-63. 


Mr. HARKNESS: Part of that could be land? 
Mr. HENDERSON: Yes. 
Mr. MILLAR: Yes. 


Mr. HARKNESS: Because in that period, again consequent upon the Glassco 
commission’s report, they considered that the Department of National Defence 
had quite a bit of land which was really surplus to their requirements. 


Mr. WINCH: In 1962-63? 


Mr. HARKNESS: There was some disposal of this which entered into it, as 
well as old equipment which had been sitting there ever since the second world 
war, immediately following the Korean war period. That is why I think the best 
way to get at this is if the deputy minister and officials in his department outlined 
what these things were. 


Mr. WINncH: I am a bit worried. I understand Mr. Harkness has just come 
from a dental appointment—would that make him more biting than ever? 


Mr. HARKNESS: Less at the moment, I would think. 


The CHAIRMAN: We are being very reasonable, I think. In addition to what 
I said before, if we had an official from Crown Assets Disposal Corporation here, 
then the question which you raised, Mr. Tardif, might be taken up by them. 


Mr. TarpiIF: I did not finish my questions. I guess Mr. Harkness’ contribution 
was more important and I was listening to it. Would it not be a good idea for 
this committee to recommend that a standard form be used in all departments 
for this purpose, and that we emphasize the necessity of giving a reason for the 
surplus? If they are going to buy $39 million worth of equipment—if this is a 
standard year, and I do not think it is—if there is going to be that kind of 
surplus every year, then the history should be put on the article when it is 
bought because eventually some of it will become surplus. 
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The CHAIRMAN: That is one way we might make our contribution in con- 
nection with this report. 


Mr. TarpDIF: And a standard form should certainly be used by all 
departments. 


The CHAIRMAN: Are there any more questions on this? We are not 
through with it but it is being stood over until we can get the officials here. 


Mr. MAnpziuk: Mr. Chairman, while we are on this subject and it is 
fresh in our minds, could we have the deputy minister or officials of Crown 
Assets Disposal Corporation come here within a short period of time, or are 
you going to ask them to come when we reach a certain stage in our 
deliberations? 


The CHAIRMAN: This is a matter for the committee to decide. The steer- 
ing committee will consider it and bring its recommendations back. You will 
find, I think, that the Department of National Defence is interested in several 
matters which we will be approaching in the not too distant future, and some 
time, from the point of continuity and so as to try to arrange the presence of 
departmental officials who can be here to cover all these items, we will try 
to get them all together. However, if the committee wishes to have the 
Officials of these two departments present, we can arrange it, but I think 
possibly the matter should be brought to their attention and we should prob- 


ably have other matters dealt with in the meantime. I assure you the steer- 


ing committee will consider it and will report back. 


Mr. HENDERSON: May I make one suggestion if members feel it would 
help? My suggestion is that I and my staff make a special effort to produce 
a quick but more detailed report covering these points which we could discuss 
with the officials and bring to the committee no later than three weeks from 
now so that you could study it. It is a report to which they perhaps would 
subscribe also so that you would have the facts in front of you on such things 
as the liquidation of the $394 million figure. After checking the records of 
‘Crown Assets Disposal Corporation we might have a tabulation to show that. 


It might not be completely accurate but it would be sufficient for you to see 


this matter in focus. 


Mr. WincH: I understand that you are going to ask the officials of Crown 
Assets Disposal Corporation to come before the committee. 


The CHAIRMAN: If it is the wish of the committee. They might be present 


_ at the same time as the Minister of National Defence. 


Mr. WiNcH: Would you, in your communication, ask for a detailed 


explanation of administrative costs and procedure because I am a bit dis- 


_turbed on that also when I see, as I have seen, let us say approximately one 
million brass screws being offered for sale on bids and each size being 
outlined. If we have staff for counting 47 of this, 98 of that and 100,000 of 
that, then I am afraid the amount we get back is going to be far overcome 


_ by the cost of doing it. I would like to have an explanation of this. 


The CHAIRMAN: It is the wish of the committee that this be not done until 
Mr. Henderson has produced his memorandum which will be useful to us? 


Mr. HENDERSON: I would propose producing this memorandum in co- 
operation with officials of both the Department of National Defence and Crown 
Assets Disposal Corporation in order to pinpoint the subject matter of this 
discussion. It could be a memorandum to which they would subscribe, and you 
would then have the facts and be able to direct better questions. 


The CHAIRMAN: We will then move on to where we indicated we would 
commence our review of the Auditor General’s report for the year ended March 
31, 1962, which is at page 29, item No. 75, which reads: 
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75. Education costs incurred by Department of National Defence. 


The department, under executive authority, provides educational facili- 
ties for children of personnel of the regular forces and entitled civilians 
residing in public quarters by (a) the establishment and operation of 
departmental schools, and (b) the utilization of nearby civilian school 
facilities. As of December 31, 1961 the department was operating 75 
schools at 48 different locations in Canada to accommodate about 28,750 
children, where suitable educational facilities were not available within a 
reasonable distance, while some 9,750 children were attending civilian 
schools. In Europe the department operated 22 schools at 13 locations with 
7,850 pupils in attendance. 

The cost of this function for the fiscal year is not reflected as such 
in the public accounts; however, financial statements prepared by the 
department on a memorandum basis for the calendar year ended Decem- 
ber 31, 1961 show costs (including $1,390,000 for outlays for new 
construction and $1,876,000 for non-resident fees paid to civilian school 
boards) totalling $15,100,000, offset by provincial school grants of $2,400,- 
000—a net cost of $12,700,000. 

The largest item of gross expenditure was $6,525,000 for the salaries 
of the 1,295 teachers employed to staff the schools in Canada. In the 
course of our examination it was observed that the over-all pupil- 
teacher ratio in the departmental elementary schools was about 22 to 
1, which is considerably below the average ratio for such schools in 
Canada, generally. Moreover, at about 75 per cent of the schools, the 
ratio was less than 25 to 1 and at 13 of these it was less than 15 to 1. 
On the situation being brought to the attention of the department, it 
undertook to make enquiries into the pupil-teacher ratios at schools 
where the ratio is less than 25 to 1. 

Mr. HENDERSON: With your permission, Mr. Chairman, I will speak to 
these and perhaps we can move through some of them fairly rapidly depending 
upon the questions which you may have to ask. 

Paragraph 75, on page 29 of my 1962 report, has to do with the education 
costs incurred by Department of National Defence. This comment is, in 


principle, informational for the house because it did not seem to me that 


it was generally realized the extent to which the Department of National 
Defence operated schools. You will note there is nearly 100 of them in 
Canada and Europe, and you will note their cost. We also drew attention to the 
pupil-teacher ratio here which, in about 75 per cent of the schools, seemed 
to be on the low side although I suppose that is what one might expect in an 
establishment of this kind. 

The CHAIRMAN: Are there any questions on this item or can we move on 

to paragraph 76 which reads: 
76. Loss of aircraft due to negligence. Normally the Auditor Gen- 
eral’s annual reports do not include comments on losses of defence 


property and equipment resulting from the ordinary hazards of military © 


operations, even when substantial amounts are involved. However, the 
following case is noted for the reason that the circumstances surround- 
ing an accident involving R.C.A.F. equipment indicated that there had 
been undue negligence not only by the pilot but also by the adminis- 
trative officers concerned. 

A reserve pilot serving with a Toronto auxiliary squadron was 
authorized to fly a service aircraft for local proficiency practice. In 
violation of regulations, the aircraft was landed at an airfield other 
than the one of departure. During an attempted take-off from this 


airfield a strong cross wind, which exceeded the specified limitation for 
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the operation of the aircraft, rendered it uncontrollable and it crashed 
through a fence striking five automobiles parked on a road bordering the 
airfield. The pilot suffered only minor injuries but the aircraft, valued 
he at $125,000, was a total loss (less salvage of $22,000) and damage claims 
totalling $1, 962 were paid to the owners of the automobiles. 

‘4 Following an official inquiry which brought out that there had been 
a lack of supervision in monitoring the pilot’s training, action was taken 
to insure a greater degree of supervision over local flying by the 
reserve air force. 


Mr. HENDERSON: Paragraph 76 is a report on the loss of aircraft owing to 
negligence. 


Mr. FANE: Mr. Chairman, is this in the latest report? 

Mr. HENDERSON: It is in the report of 1962, at page 30. 

The CHAIRMAN: We are carrying on where we left off last year. 
Mr. TARDIF: What page? 

The CHAIRMAN: Page 30, item 76. 


Mr. HENDERSON: Paragraph 76 deals with the circumstances whereby an 
aircraft, valued at $125,000, was lost owing to lack of supervision and monitoring 
- the pilot’s training. 
| The CHAIRMAN: Might I just say on that particular item that there was a 
letter addressed to me as Chairman of the committee last year from the pilot 
} who was involved in this particular incident, following a letter from a Toronto 
_ solicitor who was his counsel. At that time he asked if it would be permissible 
- for him to appear before this committee. I followed this correspondence up, 
_ not knowing if we would reach this item last year, but it appears the reason he 
_ wished to appear before the committee was that he felt he had not been given 
_ what he considered was a fair opportunity to answer the allegations against him. 
I believe he had completely misconceived the role of this committee which 
simply is to inquire into Mr. Henderson’s report, and the recommendations he 
_ makes. I explained to him by correspondence that anyone who wished to appear 
_ with relation to a relevant matter was entitled to do so; but I explained to him 
_ that our role was not one in which we could inquire into the question of whether 
' or not there was negligence, and that we were not a court of appeal from the 
~ court of inquiry. However, I advised him that if he had any other observations 
he wished to make which were relevant to our function, he was at liberty to 
_ appear; but I heard nothing further from him. I thought I should bring this to 
_ your attention. 


Mr. REGAN: Is this the same matter we discussed last year? 


The CHAIRMAN: I do not believe it was discussed in the main committee. 
‘ It was discussed at a meeting of the steering committee in the expectation that 
we might reach this particular item in the main committee which did not 
happen. 
i Mr. Harkness: I remember this case very well indeed. The pilot concerned 
was released from the reserve forces. He entered an address of grievance as a 
result of this. He felt very strongly that he had been discriminated against. In 
_ other words, the department took disciplinary action so far as he was concerned, 
to which he strongly objected, by instituting an address of grievance. Finally, 
the matter went to the chief of the Air staff; he appealed further to me, and then 
appealed my decision to the Governor General. This case went as far as it could 
go under our procedures. ' 


The CuHarrman: JI, in fact, indicated that we did not constitute ourselves 
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Mr. HarKNESS: The point I would like to make is that there was this loss 
of an aircraft owing to negligence, and the department did take the only action 
which was open to it. 


Mr. Recan: Mr. Chairman, I could not say in stronger terms that it would 
be an extremely poor public policy to go after a man such as this pilot for the 
cost of an aircraft which was lost owing to negligence. The nature of mankind 
is such that all of us at one time or another are negligent to some degree. If 
we are going to be in a position to attract persons to operate our aircraft, our 
ships, or other equipment in the armed forces, then, certainly, we would make 
it very difficult for a person to be willing to undertake such a career if he had 
the feeling that through some momentary negligence and the loss of government 
equipment in his day-to-day occupation he could become involved in a debt 
in the amount of some hundreds of thousands of dollars. Perhaps there should 
be some form of insurance carried against the possibility of such negligence. 
However, in the absence of having carried such insurance over the years, no 
doubt we have saved a great deal by bearing the expense ourselves. 

I believe it would be poor public policy to hold an individual in the armed 
forces responsible for the loss of government equipment which loss resulted 
from negligence. Mind you, if it were purposeful destruction of equipment 
done with malicious intent, this would be a very different matter. Everyone 
operating a motor vehicle at some time is negligent to some degree if circum- 
stances occur which bring it to light. By the same token, persons who 
operate ships, or airplanes day by day must run into situations where, the 
human factor being present, they would be negligent. I believe we should take 
a strong stand to see that they do not go after this man, or any other man 
in similar circumstances, for such a vast sum of money. 


Mr. Tarpir: I do not think there has been any such recommendation. 


The CHAIRMAN: I think what prompted Mr. Henderson to refer to this 
matter is that he felt there may have been some lack of supervision in the 
monitoring of the pilot’s training. Since then action has been taken to supervise 
a greater control over local flying by the reserve air force. 


Mr. Regan: Am I not correct in understanding there was a suggestion by 
you, Mr. Henderson, that the pilot should be billed for this? 


Mr. HENDERSON: No. I have pointed out that this case was noted for the 


reason that the circumstances surrounding the accident indicated there had — 
been undue negligence, not only by the pilot but also by the administrative — 


officers concerned. You will note that following an official inquiry it was 


brought out that there had been lack of supervision in monitoring the pilot’s 
training. The fact that he was discharged from the air force is the type of 


action that was taken under the regulations of the Department of National 
Defence. 


Mr. HARKNESS: I might say this was a very tangled case. The individual — 


concerned still strongly feels he has a grievance, to the extent that I believe 
he has engaged a lawyer in an effort to continue to fight this case. 


Mr. WincuH: Where can he go after the Governor General? 


Mr. HARKNESS: There is nowhere he can go, but I believe he did ask for 


permission to institute legal action against somebody. As I remember it, this — 


permission was not granted. As I say, this was a very tangled case, and one 
in which I do not believe this committee has’any change of trying to adjudicate. 
This is the type of thing we are not set up to go into. 


Mr. REGAN: Did the correspondence which you had, Mr. Chairman, — 
indicate a misapprehension on his part that he thought he would be billed j 


for the cost of the aircraft? 
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The CHAIRMAN: I think what he was more concerned about was that he 
felt his reputation had been tarnished, and he wanted an opportunity to 
ventilate his case and bring the fact forward. In reply, I pointed out that 
our function was specifically limited to what the Auditor General had reported 
to us. I also replied to his counsel that while we were not prohibiting him 
from appearing, I did not see how the sort of thing that he wanted to open 
up properly could be opened up in this committee. He wanted rather to form 
a court before which he could place his facts. 

Mr. HARKNESS: He brought in information concerning the strength of the 
crosswind, and so on. He claimed he had certain witnesses who could sub- 
stantiate this. This is the same situation as that which would arise in a civil 
_ dispute in which one side claims one thing and the other side claims another 
thing. 

The CHAIRMAN: May we move on to item 77, which reads: 

77. Acceptance of inferior coal without adjustment. While heating 
equipment can be designed to burn coal having a specified sulphur con- 
tent, heavier maintenance costs can arise if coal with a substantially 
higher sulphur content is used. Although contracts for coal for the 
Department of National Defence state the maximum acceptable sulphur 
content, no financial penalties are provided for in the event that tests of 
coal delivered reveal that the maximum has been exceeded. 

To illustrate, contracts with the same supplier for the supply of coal 
to an army camp during the period from 1959 to 1962, amounting in all 
to $576,000, specified a maximum acceptable sulphur content of 5.7 per 
cent, but laboratory analyses of the coal delivered indicated that this 
specification had not been met; in fact, the analyses demonstrated that 
the sulphur content had varied between 6 per cent and 15.7 per cent. 
During the three year period abatements amounting to some $17,900 
were made from the supplier’s billings to compensate for calorific 
deficiency and unsuitable sizing of the coal delivered. We were informed 
that excess sulphur contributed in some degree to the calorific deficiency 
referred to; however, no specific adjustments, financial or otherwise, 
were sought or made with the supplier to compensate for the excessive 
sulphur content in the 59,500 tons received, and the contract was allowed 
to run its course. 

The advisability of including a provision for financial adjustment in 
respect of excess sulphur content in the general specifications applicable 
to all coal contracts is now under consideration by the department and 
the Canadian government specifications board. 

I would point out, gentlemen, that we will have to make way in five 
- minutes for our successor in this room, the defence committee. 

Mr. HENDERSON: Paragraph 77 refers to failure on the part of the Depart- 
ment of National Defence to include provision for financial adjustment in 
respect of sulphur content in excess of that specified in coal contracts. Although 
some abatement was made, no specific adjustments had been made by the 
department for the supplier to compensate for excess of sulphur content in 
the coal received, and the contract for 59,500 tons was allowed to run its course. 
I understand that the Department of National Defence contracts now include 
a sulphur content adjustment clause. 

Mr. WINCH: In other words, your recommendation has been accepted? 


Mr. HENDERSON: Yes, sir. 

Mr. Tarpir: Does this excess of sulphur content deteriorate the equipment? 
Mr. HENDERSON: I believe that is one of the results. 

Mr. Tarpir: Is that taken into consideration in the new specification? 
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Mr. HENDERSON: That is my understanding. pve | 3 " 


Mr. B. A. Millar (Audit Director, Olficer of the Auditor General): Unteee the : 


equipment is designed especially to burn coal having a high sulphur content, 


it may become damaged. Before a contract is let for coal with a sulphur 


content, they make sure the equipment can take it. 


Mr. Tarpir: If it damages the equipment is the amount of the damage 
taken into consideration when the adjustment is made? 

Mr. MILLAR: The adjustment now is quite specific. There is a one per cent 
tolerance over and above the specification, and then there is an adjustment if 
it goes above the one per cent. 


Mr. Tarpir: And the possible damage to the equipment is figured in this 
adjustment price? 
Mr. Mituar: That was a factor in determining it. 


Mr. WIincH: I notice in this report that it deals with 59,500 tons. For 
information, may I ask how often are tests made on coal deliveries in respect 
of sulphur content? Here we have 59,500 tons, and I do not imagine a laboratory 
test is made of each ton. 

Mr. Miuuar: At the beginning of each year, the service establishes a test 
‘program. They do not test all deliveries of coal, but they make selections. 
We consider what they have done is quite satisfactory so far as testing is 
concerned. 


Mr. WincH: Thank you. 
The CHAIRMAN: Paragraph 78 reads: 


78. Renovation of remote transmitter station, Halifax. In January 
1961 a contract for $229,330 was awarded by the Department of Defence 
Production for renovation of antennae and transmission lines at an air 
force station near Halifax. The site test drawings indicated the bedrock 
to be from two to 14 feet below the surface. However, during excavation 
the contractor discovered that the bedrock was from 18 to 25 feet below 
the surface in many places. In order to achieve the specified firm bearing 
of solid rock on which to place the antennae masts and guy anchors, 
it was necessary to extend the foundations as much as 13 feet below the 
elevation indicated on the drawings. In order to do this, a complete rede- 
signing of both the layout of foundations and their method of construc- 
tion was required, and the contract was amended to provide for the 
additional costs of $287,326 which resulted. 

Attention is drawn to this expenditure because the contract was 
amended to an amount more than double that originally called for. 


Mr. HENDERSON: Paragraph 78 deals with renovation of a remote transmit- 
ter station in Halifax, and you will note that the circumstances outlined show 
how the contract awarded for renovation of this transmitter station was 
amended to an amount more than double the original cost. 

Mr. WINcH: Have you made any investigation with regard to the basis of 
the engineering on which the contract was let without proper information, 
resulting in a double cost, and did you receive any satisfactory explanation 
of that? 


Mr. Miuuar: No. We had no satisfactory information with regard to why . 


the original information did not disclose the condition of the subsoil. 
Mr. Tarpir: Were test borings made before the contract was given out? 


Mr. MILiar: Test borings were made, but whether or not they were satis- 
factory is a matter which I do not know. 


Mr. WINCH: Were any inquiries made by the department in an effort to | 
try to recover anything in the way of a monetary return from the engineering — 
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oe aus a Prnietaice in engineering which resulted in a double cost to 
lepartment and to the taxpayers of this country? 


rks Mr. Mitzar: I think the engineering was done by the air force. 


Mr. HENDERSON: I had this matter noted as one on which you may care to 
refer to the deputy minister when he is before the committee. 


Mr. REGAN: Assume that it is accepted there was an error in the engineer- 
ing regarding where the bedrock was, do you feel this was sufficient to cause 
the contract to be increased to the extent it was? 


} Mr. Miutuar: I would think so, from the action taken in amending the 
_ contract. 
; 


Mr. RYAN: Could there have been a simple mistake in measurement; 
there anything to point out how or what caused the mistake? 


Mr. Miuuar: I do not think so. 
The CHAIRMAN: Paragraph 79 reads: 


79. Benefit paid under the Canadian Forces Superannuation Act 
to a “divorced” wife. An air force officer with less than five years service 
died of natural causes while serving in the United States. Shortly before 
his death his wife had obtained a divorce in that country and had remar- 

ried. As this divorce was not recognized as legal in Canada the woman, 

as the “widow” of the deceased officer, was paid a cash termination 

allowance of $3,428 and, in addition, the supplementary death benefit of 

_ $5,000. From the legal point of view, these payments are not questioned 

- but they appear to be unrealistic in that they were made to a person 

who was no longer, in the accepted sense, the wife of the serviceman 
at the time of his death. 

The Canadian Forces Superannuation Act only permits executive 
discretion in witholding an award from a widow if it appears that for 
a number of years immediately prior to the serviceman’s death she had. 
been living apart from him. Consideration might be given to amending 
the act to provide for the enlargement of the executive discretion, to deal 
with unusual cases such as that referred to above. 


Mr. HENDERSON: Paragraph 79 describes— 
4 The CHAIRMAN: It is five minutes to 11. I see the other committee members 
_ are arriving. We will adjourn now until 9.30 on Tuesday morning. 
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-Cowichan-The Islands), Cété (Chicoutimi), Crouse, Forbes, Frenette, 
y, Harkness, Mandziuk, McLean (Charlotte), McMillan, Pilon, Rock, Ryan, 
tham, Stefanson, Tardif, Tucker, Wahn, Winch—(21). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada and Messrs. 
Millar, Smith, Douglas, Crowley and Laroche of the Auditor General’s 


is Committee resumed its consideration of the Auditor General’s Report 
r the year ended March 31, 1962. 


On paragraphs 79 and 80: Mr. Henderson made brief comments and was 
stioned thereon. 


pt 

On paragraph 81: After a brief comment by the Auditor General, this para- 
aph was allowed to stand until the Deputy Minister of National Defence 
ypears before the Committee. 


‘On paragraph 82: Mr. Henderson made a short statement and was ques- 
ed thereon. The Auditor General undertook to supply the Committee with 
pies of claims regulations of the Department of National Defence and the 
1eral regulations respecting claims. 


On paragraphs 83 to 89 inclusive: The Auditor General supplied additional 
rmation and was questioned thereon, assisted by Messrs. Long, Millar and 
iglas. 


The questioning of Mr. Henderson still continuing, at 11.00 a.m., the Com- 
ee adjourned until 9.30 a.m. on Thursday, June 11, 1964. 


M. Slack, 
+ Clerk of the Committee. 
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_ The CHAIRMAN: Gentlemen, I see a quorum. I would ask the meeting to 
come to order. 

- At the end of our last meeting we were about to start paragraph number 
79 of the Auditor General’s report, 1962, which appears on page 31 of the 
report. 

= I would like to ask Mr. Henderson to comment on this particular item. 
Mr. A. M. HENDERSON (Auditor General of Canada): We are going through 
the numbered comments which I will refer to briefly as we reach each one 
allowing time for discussion and questions. Perhaps on that basis, sir, we 
could move along at a greater speed. 

Paragraph 79 on page 31 of the 1962 report explains the circumstances 
under which the wife of a deceased air force officer, having obtained a divorce 
in the United States before his death, remarried and thus became eligible for 
-a cash termination allowance paid by the Department of National Defence, 
which amounted to $3,428, and also a supplementary death benefit of $5,000, 
the reason being that her divorce was not recognized under Canadian law. 
_As I say in the note, these settlements are not questioned from any legal 
point of view but I cited the case by way of suggesting that consideration 
“might be given to amending the Canadian Forces Superannuation Act in order 
to provide for the enlargement of the executive discretion in dealing with 
unusual cases of this character. We understand that the Department of Na- 
tional Revenue and the treasury board since have agreed to suggest such a 
‘revision to this act as or when it might next come up for consideration by 
parliament. 

A Consequently, I suppose you might say this is on track toward remedial 
action. 

Mr. Millar, do you have any further information on this point? 

2: Mr. B. A. MiuuarR (Audit Director, Auditor Generals Office): No. Mr. 
Henderson; that is as much as we know. There is the intention of amending 
the act in due course. 

_ ~Mr. Manpziuk: Mr. Chairman, this might seem like an idle question but 
who decides the validity or otherwise of this woman’s divorce, and did that 
come into your sphere of interest? 

; Mr. HenpEerson: No, that would not come into mine, Mr. Mandziuk, but 
the divorce that the lady obtained was not recognized in Canada and, pre- 
‘sumably, the Department of National Defence would have realized that. 

fe Mr. ManpziukK: To follow this line of questioning up, that matter was 
pursued after these moneys were paid out. Am I correct in my understanding 
of this situation? 

. Mr. HENDERSON: Well, we noticed the payment going out and the cir- 
Seumstances under which it went out and because it seemed a very unusual 
: case we inquired into it, thereby giving rise to this note. 

Mr. ManpzruK: Would it be unusual for the department to pay out moneys 
in spite of the doubt which someone might have had in respect of the validity 
yf such a case? 
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Mr. HENDERSON: Provided their regulations permit it, ‘yes. This vis what 
happened here; this was not a divorce within their recognition and, accord-— 
ingly, she was as eligible as the next person to this settlement. 


Mr. McMILLAN: Did this lady apply for the supplementary benefit or was 
it paid out automatically? R 
Mr. HENDERSON: Would you care to answer that question, Mr. Millar? ~ 


Mr. Miuuar: It was paid out automatically. It was due to her or the 
estate, but in this case as she was the wife it was paid to her. 


Mr. CAMERON (Nanaimo-Cowichan-The Islands) : Mr. Chairman, I recall 
during the war provisions were made for paying allowances to common law 
wives in many instances. I, myself, have been asked to inquire into such cases 
and I recall that the position taken at that time was that if it was a permanent, 
stable, relationship the woman was regarded as the man’s wife. Would hea 
apply in a case such as this? 


Mr. HENDERSON: I suppose you might say this is the reverse situation 
because there really was no relationship. 


Mr. CAMERON (Nanaimo-Cowichan-The Islands): Although there would 
appear to be a link between the two you are saying that the legality of the 
relationship is the question in point. 


The CHAIRMAN: There was an amendment to one of the pensions acts not 
so long ago which permitted payments to a common law wife, but they did not 
apply here; it was restricted to that particular pensions act. 

Gentlemen, are there any further questions? 


Mr. McMiLuan: According to this, the executive has the discretion to refuse 
payment to a wife who is living apart for a number of years. Is there 
anything definite in respect of the number of years? 


Mr. HENDERSON: That is true. Could you comment on this, Mr. Millar? 


Mr. Miuuar: The act just says a number of years immediately prior to 
his death. But, that is the only discretion they have. 


Mr. McMILitan: How long had this lady had a divorce? 
Mr. MILuar: Just a short time. 


Mr. HENDERSON: Yes, it was just a short time. 

I think if we might follow up the steps which the department and the 
treasury board intend to take toward revising this act we then might repor 
back to the committee if, in fact, nothing is done when the act is opened up 
for amendment. It would seem to me to be the point you would like me to 
follow up. 


The CHAIRMAN: Possibly we could discuss this further when we are deal- 
ing with the 1963 report and, in particular, some matters in respect of national 
defence or this particular act. 


Mr. HENDERSON: We will have the deputy minister before us at some time 
in the future and at that time we can make reference to it, if that is your wish. 


The CHAIRMAN: Yes, that would be fine. 
Paragraph 80 follows: 


80. Aircraft and equipment received under Canada-United States 
defence agreement. During the year under review an agreement was 
entered into between the Canadian and United States governments where- 
by, among other things, Canada acquired 66 F-101 (Voodoo) aircraft and 
appropriate support equipment in return for an undertaking to operate 
and maintain certain Pine Tree radar line stations until 1968 (at a total 
estimated cost of $170 million). This agreement was announced in the 
House of Commons (debates, 1960-61, pp. 6179-80). 
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The pircratt and aE cael were recorded, quantitatively, as addi- 
ons to air force inventories in accordance with normal departmental 
practice. However, the value of the items was not recorded in the gov- 
_ernment’s central accounts and consequently is not included in national 
defence expenditures for the year. Neither is there any explanatory 
reference thereto in the public accounts. 


; bins 
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Mr. HenpERSON: Paragraph 80 recites the circumstances under which air- 
raft and equipment was received by Canada under the Canada-United States 
defence agreement. Perhaps you will recall this agreement was discussed in 
ome detail in committee of supply in the House of Commons during considera- 
on of the air force estimates in 1961-62. 

I have drawn attention to this in my report to show how aircraft and 
quipment valued at approximately $170 million was not recorded. However, 
he value of the items was not recorded in the government’s central accounts 
r included in national defence expenditures for the year. Now, it is my opinion 
hat a transaction such as this should have been referred to in the public 
ecounts, if only by a parenthetical note or a reference by the Department 
f National Defence because it has a bearing on the activities or expenditures 
of that department, and unless recognition is given to the principle of recording 
transactions of this character in this way you will appreciate, I think, that the 
system of internal financial control tends to be weakened. 

I do not know whether or not members have any questions on this matter. 
That was the observation I made at the time, which I considered to be a valid 
one in the circumstances. I would like to hove seen it referred to in the public 
ccounts because I think it had a place there. 

The CHAIRMAN: Are there any questions on this particular item? 

Mr. WAHN: How would this expenditure be authorized in fact, if it was 
an expenditure of $176 million for 66 aircraft and paid for by the services? 
_ Would this not have to come under some general item in the estimates and 
receive some parliamentary approval? 

Mr. HENDERSON: Well, Canada for its part, as explained in the note, under- 
took to operate and maintain certain Pine Tree radar stations until 1968, at 
We total estimated cost of $170 million. That aspect of the expenditures was of 
‘course explained in the estimates, and in fact was adopted and passed. I have 
yade reference to which. We received 66 101 Voodoo aircraft and appropriate 
‘support equipment. My point is that I think the members should have been 
advised from the public accounts, which should have reflected the fact that 
that was what Canada received in return for the $170 million that you voted. 

_ Mr. Tarpir: Would it not have eliminated both by setting forth what we 
did pay in fact of what we had to pay? 

_ Mr. HenpeERson: That is true; but the nature of the transaction was a 
swap between Canada and the United States. A parenthetical note of some 
description is the way I would like to have seen this recorded in the public 
accounts; otherwise it is lost track of and any system with internal outlays 
“tends to be weakened. 

Mr. ManpziuK: Would the Auditor General question the authority to 
spend this $170 million? 

i _ Mr. HENDERSON: Well, the $170 million was set out in the estimates and 
_ passed by parliament. 

‘Mr. Manpziux: Oh, yes. 

Mr. HENDERSON: We accepted aircraft in payment from the United States. 
Mr. Cameron (Nanaimo-Cowichan-The Islands): It seems to me that we 
pont the $170 million for the upkeep of the Pine Tree line. 

Mr. HEenpEeRSon: And in return we accepted the aircraft. 
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Mr. Harkness: In actual fact some of these Pine Tree line stations have > 
been closed, so actually the cost would have been less than this amount. 


Mr. HENDERSON: The agreement was explained in detail in the house. 

Mr. Harkness: And in addition there was another very considerable com- 
plex deal which also involved the joint purchase and manufacture at Canadair 
of approximately 150 104 aircraft for mutual aid in Europe. 

Mr. HENDERSON: Yes. : 

Mr. HARKNESS: That was part of the same deal. 


The CHAIRMAN: Would it not be correct to ask if in each year that the 
moneys were spent for the maintenance of the Pine Tree line there would be 
an item in the estimates covering that particular amount? 


Mr. HENDERSON: That is right. 


The CHAIRMAN: But your point is that at the beginning of the whole trans- 
action a note would have been desirable to explain the basis of it. 

Mr. HENDERSON: Well, my comment or criticism here is purely on the 
method of recording this transaction and on no other aspect. It seems to me— 
and I know business concern who enter into a transaction of this type would 
realize that it becomes a matter of some importance that it be clearly recorded 
—that the same principle should be recognized in government. I would like to 
know if you gentlemen would not agree with me on that point. 


Agreed. 


Mr. MAnpziIuKk: In the final analysis Canada was not money out. 
Mr. HENDERSON: Oh, no, sir, not at all. 
Mr. MANDZIUK: It was just a matter of bookkeeping, wat it not? 


Mr. HENDERSON: Well, I did not employ those words, but I think it would 
be more in keeping with standard accounting practice were such a transaction 
recorded in the manner which I described. 


The CHAIRMAN: Are there any further questions? Shall we move on to 
paragraph 81. 

81. Financial assistance to the Town of Oromocto. Vote 247 provided 
for grants to the town of Oromocto for municipal services and to pro- 
mote the development of the town, and grants of $1,529,400 were paid 
under this authority during the year under review. 

In 1955 the approval of the governor in council was obtained by 
the Department of National Defence to develop the proposed town, 
which was in due course incorporated in 1956 by an act of the province 
of New Brunswick. The main purpose of the development was to pro- 
vide municipal facilities to serve personnel stationed at Camp Gagetown, 
while, at the same time, avoiding the growth of a purely military com- 
munity. It is administered by a board of seven commissioners, four 
appointed by the federal government and three by the province. 

In order that the town would not start under a heavy burden of debt — 
the department turned over to it, without charge, the roads and services 
already installed in the service housing area, together with certain parcels 
of crown-owned land. This assistance was augmented by capital grants © 
totalling $1,500,000 and an arrangement was made whereby capital 
assistance loans, to be secured by the town’s debentures, could be made. — 
As the town did not have the usual type of municipal tax structure, it 
was also arranged that until it had developed to a point where it could 
operate normally the federal government would pay annual operating 
grants, representing the difference between the town’s operating expenses 
and its revenues. In this connection it was proposed that the initial 
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‘ts operating grant should be $100,000 for 1955-56 with annual increments 
es of approximately $25,000 during the next five years, the actual amount 
j e of each increase to be approved by the treasury board. While it was antic- 
¢ ipated that the assistance by the department during these first few years 
-: would suffice until the town could operate normally with the aid of 
e: grants under the Municipal Grants Act, this has not turned out to be the 

case and federal grants towards operating expenses of the town have 
9 continued at a very high level. The following table summarizes the out- 
f lays of public funds since the town was established: 


Capital 

= Capital assistance Operating 
, Year grants loans grants 
1955-56525: $ 750,000 —_ $ 50,000 

T956=5 Aa 750,000 -— 50,000 

1957-58 ..... —- $ 1,500,000 350,000 

1958-9902. ss on 1,500,000 960,000 
ty 1959-60 .... — 1,000,000 1,656,000 
“| 1960-61 .... — 450,000 1,600,000 
ry PIGI=62e se — — 1,529,000 
F {a aa 
: $ 1,500,000 $ 4,450,000 $ 6,195,000 
. Repayments received in respect of the capital assistance loans totalled 
a $423,000 to March 31, 1962, together with interest amounts totalling 
7 $692,000. 
a The town’s operating costs for the calendar year 1961 amounted to 
: $1,602,000 while its revenues totalled only $81,000, including tax revenues 


of $27,000 and provincial governments grants and subsidies of $9,000. 
The Department of National Defence owns 1,900 housing units in the 
town, representing about 90% of the value of all town property. 

iY : Attention is drawn to the foregoing because, in addition to the 
3 extensive grants and loans made for capital purposes, the operating 
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in grants that were required to be made since 1956-57 have greatly exceeded 
t original expectations and there seems little likelihood of the town being 
8 able to operate normally in the foreseeable future (see also para- 
ty graph 142). 

a Mr. HENDERSON: Paragraph 81 describes how grants and loans were made 
to the town of Oromocto, New Brunswick, and the extent to which they have 


exceeded expectations, with little likelihood that the town can operate normally 
in the foreseeable future. It might be better if we should withhold discussion of 
this item perhaps until you have the deputy minister of national defence pres- 
ent who might care to speak on this particular case. However, we can deal with 
any question that you might have. 
. Mr. McMILLAN: I notice that the government owns 90 per cent of the 

property and that somebody else owns the other 10 per cent, I take it. Do they 
have a definite tax structure in that town? 

Mr. HENDERSON: I believe so, Dr. McMillan. Perhaps Mr. Millar could speak 

to this. 
yee Mr. Mituar: There seems to be a definite tax structure because they received 
certain amounts by way of taxes. 
tax Mr. Harkness: Yes, there is a definite tax structure. The whole thing is 
k that the amount of land that is privately owned and subject to tax it is very 
small. Practically the whole town is D N D housing and associated utilities. The 
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shopping centre, which is ‘the chief business end of the town) is cee 
crown corporation, but the title of it is under the Department of Natio 
Defence also. Therefore you have nothing to tax in the normal sense except tk iS 
very small amount of privately owned property. And this grant which has been 

made was made as being the equivalent to what would be granted, let us say, to 
the city of Ottawa or to any other city where D N D HO Soa exists, in lieu of a 
taxes. Y 


Mr. McMILuan: In other words, the government pays no other tax tha 7 
these grants. 


Mr. Harkness: They make these grants in lieu of taxes under the Depart- 
ment of National Defence; whereas in most cases it is made by the Department 
of Finance. For example, I do not know how many millions a year go to the city 
government of Ottawa in lieu of taxes. 


The CHAIRMAN: Does the committee fee! it would like to stand this item in 
case any further information is requested when the deputy minister is here at 
a later date? 


Agreed. 


Paragraph 82. f 
82. Unauthorized use of crown-owned vehicles. From time to time 
cases have been observed in the audit where accidents which have bee 
costly to the crown have occurred during the unauthorized use of National 
Defence vehicles. For example, in the year under review a payment of 
$14,500 was made to a woman who suffered injuries when struck by a 
departmental vehicle that had been used without authority in England 
in 1958. The driver of the vehicle was reprimended and undertook to 
reimburse the crown $250, a sum equivalent to the maximum recovery 
permissible under the regulations applicable when vehicles are driven, 
with authority, on official business. 
The Department of National Defence Act provides for imprisonment 
of up to two years “or to less punishment” for the unauthorized use of 
departmental vehicles; however, there is no regulation that allows any 
amount to be recov ered from a serviceman where a loss to the crown is 
involved in such cases. i 
The treasury board recently called the attention of all departments | 
and agencies to a directive that had previously been issued for the pur- 
pose of controlling the non-official use of crown-owned vehicles and urged 
the tightening up of procedures in view of the increasing number of acci- 
dents to vehicles being driven by employees while not on duty. 
Important as this is, we believe it would serve as a more effective ace j 
terrent to the unauthorized use of crown-owned vehicles were more 
severe penalties assessed against the offenders. 


Mr. HENDERSON: This note describes the damages required to be paid toa 
civilian, to the extent of $14,500 where a national defence vehicle was being 
driven without authority. As the note explains the driver of the vehicle was 
reprimanded and had to reimburse $250 to the crown, this being the maximum 
amount recoverable under existing regulations in cases where vehicles are 
driven without authority on official business. Where vehicles are driven with- 
out authority the Department of National Defence Act does provide for im- 
prisonment of up to two years or “‘to less punishment”. However, there is no. 
regulation indicating what is to be recovered from the serviceman when the 
crown incurs a loss in such cases. In view of what I have said here, we should 
appreciate having the views of the committee on a matter such as this, because 
as we see it, it would surely be a more effective deterrent to the unauthorized 
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thorized manner and got involved in an accident in which he presumably 
s to blame, that otherwise the crown would not be penalized by damages, 


eS Defence Act which would beeen it. Was the nae General in- 
med whether or not the legal opinion had been obtained that the department 


ly seems to provide for imprisonment up to two years or “to less punishment”. 


_ Mr. Wauwn: I would be very surprised at that. The mere fact that a penalty 
imprisonment is provided should not do away with the ordinary right of 
y employer to recover from any employee for negligent conduct. 


_ Mr. HENDERSON: I would have thought so. 


~ 


Mr. Wann: It would deserve inquiry. 


Mr. HENDERSON: We took this up with the treasury board and, as you will 
ice from the top of page 34, the action they instituted was to call the at- 
tion of all departments and agencies to a directive they gave before tighten- 
up on the use of crown-owned vehicles because of the number of accidents 
‘that were developing while vehicles were being driven by employees who were 
not on duty. 
be Mr. Waun: My suggestion would be to ascertain from the responsible 
authorities whether or not, under the law as it stands at present, the crown 
S a right to recover from such an employee because, if it has, perhaps no 
ther legislative action is required. All that would be required would be 
e ective action to be taken, because the paragraph does not indicate that this 
usual right has been in any way lost as a result of special legislation. 


Mr. HENDERSON: I might mention here—and I should perhaps have men- 
ioned it earlier—that we updated this matter in our 1963 report. It says: 
The Department of National Defence considered the matter at length 
following our drawing the above-mentioned case to its attention. A 
departmental memorandum in August 1963 reporting on the result of 
this consideration put forward the view that since payments in respect 
of claims by third parties are made on an ex gratia basis in cases where 
accidents occur during the unauthorized use of departmental vehicles, 
regulations for recovery in such cases would not be justified, it being 
stated that ‘in view of the extremely limited applications for recovery 
by the crown it does appear that there would be difficulty in justifying 
; a departure from the common law position that the person who makes an 
_—s ex: gratia payment where there is no legal liability on him to do so gains 
; no right of action for recovery from the person whose actions gave rise 
a to the claim”. The position of the Department of National Defence there- 
_ fore remains that while the National Defence Act provides for disciplinary 
Ba: eetion in such cases, there is no provision for all or any part of expendi- 
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Mr. WaAuHN: This indicates that this is not a payment the department was 
required to make; it was an ex gratia payment made voluntarily without any 
legal obligation. 


Mr. HARKNESS: This has always been a difficult area. When a case of this 
kind has taken place it has generally been felt that there was a moral obligation 
on the department to reimburse the civilian who happened to be injured and 
so forth, although there was no strict legal obligation. It has therefore always 
been a matter of judgment whether or not, an ex gratia payment should be 
made. If the circumstances have seemed to be hard, an ex gratia payment has 
generally been made. 


Mr. HENDERSON: While we are discussing this, Mr. Chairman, we might 
consider this as disposing also of our 1963 note since that report is coming up. 

What I would like to ask the committee is whether they do not agree with 
our view in the audit office that further consideration should be given to this 
matter to the end that there may be uniformity in the penalties imposed in like 
circumstances on all persons using crown-owned vehicles without authority. 
Should they not be uniform across the board? 


The CHAIRMAN: Would this be the case, that where the serviceman takes 
the vehicle without authority it immediately raises a doubt whether any legal 
liability falls upon the department by law? Consequently, when they make a 
settlement it is made ex gratia, and this raises a doutb whether under common 
law principles there is any real right to indemnity, as Mr. Wahn says, against 
the serviceman. I suppose your suggestion is that the committee should consider 
making this a statutory requirement. 


Mr. HENDERSON: If the committee would recommend the proposition that 
consideration should be given to the matter so there is uniformity, then our 
hands will be strengthened towards pursuing it. 

On page 39 of the 1963 report you will note that I say that during the year 
1962-63 three instances of accidents involving crown-owned vehicles driven 
by employees of the Department of Transport—and that is another department 
involved—while not acting within the scope of their duties, came to attention. 
In each case the treasury board directed that the employee concerned reimburse 
the crown to the same extent as is provided by the Claims Regulations in a 
case where an employee is considered as having been on duty at the time of 
the accident and to have been negligent to other than a minor extent, the 
result being that there were assessments of one-third in two cases and 
one-fifth in the third, of the cost to the crown. When giving its ruling in the 
third case the treasury board agreed to deal with it on the same basis as in 
the two earlier cases, but it—the treasury board—expressed deep concern in 
the matter and directed the department that in like cases in the future full 
recovery is to be made from the employees involved. 

That was the experience in 1962-63, and that supports our view, I feel, 
that consideration should be given to the matter to the end that there may 
be uniformity in the penalties imposed in like circumstances on all persons 
using crown-owned vehicles without authority. 


The CHAIRMAN: Mr. Rock, and then Mr. Mandziuk. 


Mr. Rock: Mr. Henderson, your concern is not with the person who is 
injured and who sues the government for his injury but rather with the person 
who uses the vehicle without authorization? 


Mr. HENDERSON: That is right. 


Mr. Rock: This is clear in your report here but some questions have 
been asked along the lines of whether the government should pay for the 
injuries or not, and I do not think that should fit into the picture at all. 
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; Mr. HENDERSON: In the case mentioned in my 1962 report the Department 
of National Defence had to pay out $14,500 to the woman— 


Mr. HARKNESS: They did not have to pay it. 
Mr. HENDERSON: —who was struck in England. 
Mr. HARKNESS: It was an ex gratia payment. 


Mr. HENDERSON: That is correct. Of course, the recovery from the man 
who was responsible was much less than that amount. In the case of the 
Department of Transport in 1963 the treasury board assessed those employees 
in a considerable proportion. They based their assessment on the circumstances 
of the case into which they examined at quite some length. 


Mr. Rock: I feel the committee should agree in its recommendations that 
the people who are unauthorized should pay for the damages. I do not see 
anyone speaking to the contrary, Mr. Chairman. 


Mr. Manpziuk: While I agree with Mr. Rock that the employee using the 
vehicle when not in the course of his duties should be made to repay whatever 
is the cost to the crown to settle the claim, I feel the department should have 
some discretion, if for no other reason than that in some cases the employee 
may have no money and the crown would just make the best deal it could 

with him. 

Do you suggest that arrangements should be made for a follow-up 

_ procedure in this connection in order to recover the whole amount? 


Mr. HENDERSON: I would agree with that because the department, just 
as in the case of the Department of Transport here, submitted their case to the 
treasury board and in their joint wisdom they saw fit to make the best deal they 
could under the circumstances. 


Mr. MANDZIUK: You feel that he should be made to pay as much as he 
can and if you cannot get the whole loaf half a loaf is better than none. 


Mr. HENDERSON: That is the very point. I am asking only that you support 
a consideration of this. 


Mr. Harkness: Mr. Chairman, my point is along the same line. Whilst 
- theoretically perhaps it is desirable to have the penalties imposed, particularly 
the financial ones, uniformly, in actual cases it would be impossible because 
in the case of the Department of National Defence those who generally do this 
sort of thing are privates with a very small income, to start with, and with 
no assets whatsoever. They are people who are not too responsible so there 
is no practical means really of recovering very much from them, particularly 
in view of the regulations which state that every soldier has to receive a certain 
- amount of his pay no matter what penalties have been imposed upon him or 
what fines he is subject to and so forth. That is essential in order that you 
- do not end up with a lot of people without any money whatever as a result of 
- impossible situations. 
Mr. McMituan: I was just wondering if the crown carries any insurance 
or if they have an insurance fund set up for the operation of crown vehicles? 
Mr. HENDERSON: No, they do not carry insurance, Dr. McMillan. But, of 
‘course the additional point I made here was that when the $250 was reimbursed 
by the driver to the crown in the 1962 case this amount was reimbursed only 
because the chap who had been guilty of driving this vehicle agreed to 
reimburse them. That is the way the regulation is written. 
Mr. McMILLAN: There must be a number of these incidents occurring all 
_ the time. Is that correct? 
Mr. HENDERSON: Yes. And, in answer to Mr. Harkness I certainly have a 
_ full appreciation of the position of privates driving vehicles without authority 
but I do think irresponsible types elsewhere in departments are equally 
ts culpable. 
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Mr. Harkness: My whole point is that while in theory a uniform regula-_ 
tion in this regard might be desirable, in practice it could not be made uniform. — 

Mr. HENDERSON: I would leave that to the department and treasury board 
to work out; so long as the principle can be endorsed by the committee I think - 
they are competent to make the best deal they can in each case. 

The CHAIRMAN: Did you have a question, Mr. Rock? 

Mr. Rock: No, Mr. Chairman. I was going to mention something along the 
lines of Mr. Harkness’ point, namely, the difference between national defence 
and the other departments. The fact this exists in the Department of National 
Defence, where we have a lot of people, such as privates, some of whom are not 
responsible people, does not mean we actually have the same in every other 
department. 

Mr. Harkness: It is not a matter of not being responsible; it is a matter of 
them having a small income and no assets. 

Mr. Rock: So, we are using different words. We could say financial responsi- 
bilities. 

Mr. Forses: Mr. Chairman, I always understood that army personnel were 
under very strict discipline and I would imagine that anyone who took a 
vehicle unauthorized would be severly reprimanded or perhaps made to pay 
for any damages that were created as a result of his using a vehicle. I am some- 
what a a loss to understand how someone could get away in a situation such 
as this. 

Mr. CaMERON (Nanaimo-Cowichan-The Islands): Mr. Chairman, I gather 
that Mr. Henderson’s point is not so much the hope of recovering whatever 
damage the crown has to pay but so that it would act as a uniform deterrent. 


Mr. HENDERSON: That is exactly right. 


Mr. Waun: As I understand it, from what Mr. Henderson has said, if a 
serviceman gets involved in an accident when he is on official business and 
if there has been negligence, then he is obliged to repay the crown a certain 
amount under the claims regulations, but this is not so when he takes a vehicle 
without any authorization at all. I gather what Mr. Henderson is recommending 
is that at the very least he should be under the same obligation when he takes a 
vehicle without authorization as he is under when he takes a vehicle on official 
duties. I think this is certainly very reasonable. 


The only other question I have is this. Under what authority are these 
ex gratia payments made? I agree that in some cases, even though the crown 
may not be under any legal liability, it is proper an ex gratia payment should 
be made. But, under what authority is it made? 


Mr. HENDERSON: Well, the crown is making a number of ex gratia payments — 
all the time. The treasury board are passing them in respect of situations of 
this type. 

Mr. WauHN: But under what authority or what head in the estimates? 

Mr. HARKNESS: Under the authority of a treasury board minute. 


Mr. HENDERSON: Yes, that is correct, in every case after a full examination — 
into the circumstances and an exhaustive examination, as in the case of 
the three accidents which occurred to the Department of Transport vehicles 
which were being driven without authority. 

My point is expressed in the last paragraph in my 1963 report. I was hoping 
that you might support me when I ask that further consideration should be 
given to this matter with a view to there being uniformity in the penalties 
imposed in like circumstances on all persons using crown owned vehicles 
without authority because this matter has been cropping up for some years 
now. In fact, I think I recall several similar cases quite some years ago when we 
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the Eniajeet before this committee. It would be very helpful to have you 
pport this proposition in order to see what further results we might be able 
achieve toward this uniformity. 


~The CHarrman: Are there any further questions on this subject. 
I wonder if before we consider this further it would be possible to have 
| minute in respect of the claims regulations and the application of them, and 
ow they might differ. Are these claims regulations very voluminous? 


Mr. HENDERSON: Can you speak to that, Mr. Millar? Are the claims regula- 
tions very voluminous and would it be possible to distribute copies of them for 
study of members of this committee? 


The CHAIRMAN: It would be helpful to have at least a minute presented 
ce the committee describing the effect or synopsizing it. 


Mr. HENDERSON: I think you were speaking of the Department of National 
Defence ones as distinct from the Department of Transport. 


Mr. D. A. SMITH (Audit Director, Auditor General’s Office): There are what 
s known as the claims regulations, which relate to government departments 
enerally; these are not too voluminous and we could have these prepared for 
presentation to members of the committee. 


The CHAIRMAN: I think this would be very helpful when we are making our 
lecisions in this matter. I think it would help us to have these so that we will 
snow how they relate to the Department of National Defence and how they 
orrespond to the other departments. Is that not correct? 


_ Mr. HENDERSON: Yes. In order that I may have this right, do you also want 
5 the claims regulations of the Department of National Defence as well as those 
elating to claims generally? 


The CHAIRMAN: Yes, both. 


_ Mr. Henperson: If we furnished these to the clerk they could be appended 
to the minutes of the next meeting. 


The CHAIRMAN: That would be fine. Gentlemen, may we now proceed to 
the next paragraph, which reads: 

83. Indirect contribution towards provincial taxes. In last year’s 
report (paragraph 73) attention was drawn to an anomaly in the opera- 
tion of the Hospital Insurance and Diagnostic Services Act in that the 
federal government, in effect, contributes towards provincial taxes, there 
being no provision in the Hospital Insurance and Diagnostic Services Act 
or regulations for the exclusion of these taxes from hospital operating 
costs shareable under the hospital insurance scheme and claimed by the 
provinces. 


There has been no change in the situation during the past year 
and our observation therefore still applies. No estimate is available of 
the amount of provincial tax payments which the federal government 
may have shared in this manner. This anomaly also exists to some 
extent in the operation of the Unemployment Assistance Act, 1956, c.26. 


Mr. HENDERSON: Paragraph 83 of my 1962 report describes how the 
ederal government, in effect, contributes toward provincial taxes because 
there is no provision in the Hospital Insurance and diagnostic Services Act or 
i regulations providing for the exclusion of such taxes from hospital operating 


xpenses which are shared under the oa insurance scheme and claimed by 
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Mr. McMituan: To what provincial taxes do you refer? Are you referring 
mainly to the provincial sales tax? 


Mr. HENDERSON: Yes, that is correct, Dr. McMillan. 


The CHAIRMAN: Are there any further questions on this paragraph? 
If not, we will proceed to paragraph 84, which is as follows: | 
84. Unemployment Assistance. In paragraph 74 of last year’s report, 

the Audit Office opinion was restated that the Unemployment Assistance 

Act, administered by the Department of National Health and Welfare, 
includes ambiguities which have resulted in varying interpretations, and 
that the text merits further consideration. Our examinations during 
the year under review have served to confirm this opinion. It is under- | 
stood, however, that possible changes in the legislation and the use of 
regulations are currently under study by the department. | 


OVERPAYMENTS TO CERTAIN PROVINCES.—Of the several overpayments} 
reported last year, the amount owed by the Province of Nova Scotia 
was determined to be $52,000 and final adjustment was made during the 
year. Also recovered was the remaining $45,000 owed by British Colum- 
bia. 

In Quebec the final adjustment in respect of discrepancies referred 
to in last year’s report and which related to the period from July 1, 
1958 to September 30, 1959, is still under consideration; meanwhile, 
$731,000 has been recovered. Overpayments for the period October 1, 
1959 to March 31, 1960 are estimated at $338,000. The bulk of the over- 
payments was caused by confusion in interpreting the sections of the 
Act and Agreement dealing with homes for special care, either the 
homes or the inmates not being eligible for a variety of reasons. 

A preliminary review of the claims from the Province of Quebec for 
the period April 1, 1960 to December 31, 1961 indicates that there has 
been a substantial overpayment, $127,000 of which was recovered in 
October 1962. In addition to actual disbursements, the province in- 
cluded in monthly claims amounts to cover assistance provided by homes 
for special care and welfare agencies not yet included by these bodies 
in their claims to the province. This practice appears to circumvent the 
provisions of section 13 (a) of the agreement under which reimburse- 
ment claims from the province are disqualified if made later than six 
months following the last day of the month to which they relate. Also, 
under this procedure it would not be possible to comply with section 5 of 
the agreement which requires each claim to indicate the total number of 
persons assisted during the month to which the claim relates and the total 
amounts paid on behalf of such persons. 

The arrangement noted last year whereby the audit services division 
of the office of the comptroller of the treasury has been assisting the 
provincial auditor of Quebec continues. The practice followed in other 
provinces whereby the provincial auditors’ examinations of claims and 
certifications in accordance with the agreements precede separate exami- 
nations made on behalf of the federal government will, we understand, 
be implemented once the joint audit has been completed to Dcember 31, 
1961. 

HOMES FOR SPECIAL CARE.—With regard to the cost of maintaining 
needy persons in provincial or municipal homes for special care, there 
continues to be a wide variation from province to province in the ele- 
ments of cost entering into the calculation of monthly accommodation 
rates. Also, it has been difficult to determine and apply the limitation on 
accommodation rates for homes for special care imposed by section 7(a) 
(iv) of the agreement; that is, payments claimed are not to exceed wha 
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an individual might reasonably be expected to pay for accommodation of 
a comparable kind and quality in the same location. For example, in 
Quebec considerable confusion has arisen because, under the province’s 
distinctive financial arrangements with homes for special care, it is ex- 
tremely difficult to determine what a person might reasonably be ex- 
expected to pay. With respect to provincial or municipal homes falling 
into the category of homes for special care, this limitation is usually 
replaced by the inmate-day-cost basis. In one Prince Edward Island 
institution a monthly rate calculated on this basis and shared by Canada 
was $118; yet until January 1, 1962 when it was raised to $120, the 
monthly board rate for this institution approved by provincial order in 
council was $90. The rate shareable by Canada is open to question as it 
could be contended that the amount a person might reasonably be ex- 
pected to pay pursuant to section 7(a) (iv) of the agreement, and there- 
fore shareable by Canada, is the approved board rate. 


Another provision of the act and agreement relating to homes for 
special care is that unemployment assistance costs may not include pay- 
ments to or on behalf of inmates of homes for special care who would 
normally be cared for in certain institutions, and among those listed are 
chronic hospitals, mental institutions and institutions for incurables. No 
satisfactory criteria have yet been developed to distinguish clearly be- 
tween patients who would normally be cared for in such institutions on 
the one hand, and in homes for special care on the other. Indeed in the 
administration of this Act it appears doubtful that the term “institutions 
for incurables” has any precise meaning, and it is not defined. 


WORK FOR RELIEF.—In last year’s report reference was made to claims 
by some Ontario municipalities where recipients had been required to 
work in return for assistance given them. The department concurred in 
our opinion that such assistance was not shareable under the agreement 
and during 1962 recovered $32,300 from the province in respect of this 
assistance. However, after discussions with the province, the depart- 


ment believes that the practice is not widespread and has decided that 


attempts to determine its extent in some 900 other municipalities through- 
out the province would not be practicable in view of the expense and in- 
convenience the province feels would be involved. 


SUPPLEMENTAL ALLOWANCES.—In last year’s report (paragraph 74) 
we commented that the department had agreed that supplemental allow- 
ances normally excluded under section 4(2) of the act could be regarded 
as additional relief payments in accordance with section 4(3) (b) of 
the act and section 8 of the agreement when they are based on an indi- 
vidual budgetary assessment of need in which basic expenditures as well 
as income are considered. We also expressed doubt about the way in 
which the assessments had been made in British Columbia. Our doubts 
were confirmed by our review of the accounts for the period from 
September 1, 1960 to July 31, 1961 and by the findings of the audit 
services division of the office of the comptroller of the treasury. Their 
interim report disclosed overpayments estimated at $111,400 which were 
recovered during the year. 


In addition, we noted two different scales of maximum basic assist- 
ance being applied, the more generous one being for those eligible for 
supplemental allowances. Although need may vary to some extent from 
person to person or from region to region, it would seem that a person’s 
needs should not be considered automatically to increase after eligibility 
for supplemental allowance has been established. Also, if these allow- 
ances are permitted to be claimed as unemployment assistance, the pro- 
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priety of maintaining the three year residence requirement for forme1 
residents of other provinces is open to question, because section 4 of the 
unemployment assistance agreement specifically excludes length of resi- 
dence as a condition for receipt of assistance by these applicants. I 
would seem that uniform standards of assistance should be applied ii 
supplemental allowances are to be considered shareable under the Unem- 
ployment Assistance Act. 


MOTHERS’ ALLOWANCES.—The Unemployment Assistance Act 
provides for the exclusion of recipients of mothers’ allowances, a pro- 
vincial scheme fo assist mothers whose families have been deprived oj 
the wage earner. As it was envisaged that such cases would be shifted 
from the mothers’ allowance program to general welfare and claimed 
under unemployment assistance, as indeed has happened, provision was 
made in the agreement for an amount to be deducted from the provinces 
unemployment assistance claims to compensate the federal government 
for sharing in the cost of what was provided formerly through the 
provincial mothers’ allowance program. However, there is a time lag 
built into the formula for calculating the deduction which results in the 
sharing of the equivalent of full costs of the mothers’ allowances for é 
year before the deduction becomes fully effective. While the financia) 
consequences may be insignificant if a few mothers’ allowance cases 
are included in the general social assistance caseload, what may not 
have been contemplated was the effect that would be produced were 
the entire mother’s allowance caseload merged with the general social 
assistance caseload within a short period, as has occurred in sdme 
provinces. If the remaining provinces follow this pattern, unemployment 
assistance costs will increase very substantially in the year or so before 
the deduction becomes fully effective. 


It has also been observed that in some instances the merger of the 
two caseloads is artificial in that the mothers’ allowance type of case is 
preserved within the framework of general social assistance and some- 
times singled out for special treatment. It is doubtful if this was 
intended by the legislation. | 


STRENGTHENING ADMINISTRATIVE CONTROL.—Ambiguities in the act 
and resulting varying interpretations at the federal, provincial and 
municipal levels make the department’s administration of the unem- 
ployment assistance program unnecessarily difficult. Following consulta- 
tion with officials of the department, we have suggested that the act 
could be more effiectively administered were the department to as- 
semble its own internal audit group to take responsibility for the 
verification of unemployment assistance costs claimed by the provinces. 
Such a group, experienced not only in auditing techniques but in the 
special requirements of this legislation, should be able to provide the 
day to day liaison with the provincial and municipal governments that 
the department requires to anticipate and prevent, or resolve, difficulties 
in administering the program so that substantial overpayments do not 
arise. This suggestion is in line with the general proposal advanced 
in paragraph 18 of this report regarding greater use of internal auditing 
staffs by departments. 


Mr. HENDERSON: This paragraph in respect of unemployment assistance, 


as members may recall, was the subject of extensive discussion by the com- 
mittee in its meeting on December 9 last, at which time Dr. Willard, the 
deputy minister of welfare, appeared as a witness. I referred to this when w we 


were considering the follow-up report, so perhaps you might wish to pas 
it over at this time. 
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The CHAIRMAN: The matter is still under consideration at the federal- 
provincial level. 


Mr. HENDERSON: Yes. 


The CHAIRMAN: Paragraph 85 is next; 


85. Hospital construction grants. Grants to each province and ter- 
ritory are provided by an annual parliamentary appropriation and are 
subject to the terms and conditions set out in the estimates details and 
in the health grants rules approved by the governor in council. The 
grants thus provided consist of the annual allocations, plus additional 
funds to cover the cost of completing projects begun in prior years but 
which has not been completed as planned. 

Proposals for individual hospital construction projects are submitted 
by the provinces and, following approval by the Minister of National 
Health and Welfare, the relative grants are payable in four instalments 
as construction progresses. 

Vote 260, as supplemented, provided $19 million for the fiscal year 
1961-62, the text also including “. . . authority, notwithstanding section 
30 of the Financial Administration Act, to make commitments for the 
current year not to exceed a total amount of $29,660,152”. However, it 
is inherent in this program that commitments be entered into not 
only for the current fiscal year but also for future years, to the extent 
that hospital construction plans require. It therefore follows that if 
there is to be effective parliamentary control a limit should be imposed 
on commitments that may be entered into for future years as well as 
the current fiscal year. Actually, at March 31, 1962 such commitments 
outstanding amounted to approximately $40 million. 

Although an annual appropriation is intended to provide sufficient 

; funds to discharge all commitments coming in course of payment during 

5 the year, it was noted that at the year-end, after the appropriation had 
been fully expended, unpaid claims for approved grants in respect of 
completed construction work were outstanding to a total of $6,000,000. 
Of this amount, $4,000,000 due the province of Quebec could not have 
been paid even if sufficient funds had been available in the ap- 
propriation because the allocation to this province for the 1961-62 
fiscal year had already been fully expended. This situation was the 
outcome of the practice of approving projects involving instalment 
payments in excess of the federal government’s annual allocation of the 
grant. 


Mr. HENDERSON: This paragraph refers to hospital construction grants. 
The point made here is that this entire program is one based on a five year 
period of planning for the purpose of better administration and more effective 
parliamentary control. It has seemed to me the commitment limits should 
‘be for the full five year period rather than attempting to keep it on an 
annual basis. We in the audit office would like to see the figure for the five 
‘year period spelled out clearly in the vote wording. I might say that the 
Glassco commission dealt with this particular point also in their recent re- 
‘ports and their recommendation was that the present reporting and account- 
‘ing requirements for health grants be reviewed and simplified and considera- 
tion be given to placing health grants programs on a period of years basis. 

It would be of assistance to us if we could have the views of the members 
of the committee on this subject. 

The CuHarrnmAN: Are there any questions on this paragraph? If not, might 
We pass on to paragraph 86, which reads: 

1 86. Irregular employment of doctors and dentists—Indian and 
File Northern Health Services. For some years the civil service commission, 
ee 20960—23 
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on behalf of the medical services directorate of the Department of Na~i 
tional Health and Welfare, has been unable to recruit sufficient num- 
bers of doctors and dentists to completely staff the Indian and northern | 
health services’ hospitals and smaller establishments, which provide 
medical care to Indians and Eskimos. To fill the gap, unlicensed prac- 
titioners, frequently new Canadians, have been used by the depart- 
ment on the understanding that they would seek to become licensed 
as soon as possible. Not being licensed to practice, these persons do 
; not qualify for the positions of “medical officer” and “dental officer” 
and the civil service commission will not appoint them to fill vacant 
positions in the department’s establishment. Accordingly the depart-_ 
ment pays these unlicensed practitioners for their services on a fee 
basis at regular monthly Bates, the payments being charged as “pro- 
fessional and special services’. Although not having the legal status 
of employees, they are treated. as such. a 
Attention was drawn to the need for corrective action in the 1956 
report (paragraph 75). However, a review in 1960 revealed that the 
department was still employing twelve unlicensed practitioners in the 
manner described above. In June 1961 the Department, the civil service 
commission and the treasury board agreed that professionally qualified 
doctors and dentists who were not yet licensed but whom the depart- 
ment desired to employ would be certified as technical officers by the 
commission on the understanding that they would attain licensed status 
within a reasonable time and would be subject to replacement by fully 
licensed medical officers whenever these were available. This solution 
was never put into operation, and we observed that the services of si 
doctors and seven dentists, none of whom was appointed by the civil 
service commission, were used and paid for on a monthly stipend basis 
as a charge to “professional and special services” during the year under 
review. 


Mr. HENDERSON: I might say we referred to this matter also in paragraph 
72 on page 45 of my 1963 report and perhaps we could have a word about 
it again at that time when it will come forward. 
The CHAIRMAN: Is that paragraph 85? 
Mr. HENDERSON: Paragraph 85 in the 1962 report and paragraph 73 in 
the 1963 report. It will come up again. . 
Paragraph 86 has to do with the irregular employment of doctors and 
dentists in Indian and northern health services. | 
Under this note we draw to attention the fact that the Department of 
National Health and Welfare continues to employ unlicensed practitioners 
In fact, it has been doing so ever since 1956 when we first drew this matter 
to your attention. 
Now, while this continues to be the case, as the note describes, the fact 
remains that the need of the services of practitioners, unlicensed or not, is 
urgent, and the problem is being met, although not in the orthodox manner. 
Mr. Cameron (Nanaimo-Cowichan-The Islands): Are these unlicensed 
persons people who have medical qualifications from other countries and are 
unable to be licensed by the appropriate medical association here? 
Mr. HENDERSON: That is my understanding. 
Under note 86 I explain that to fill the gap unlicensed practitioners, fre- 
quently new Canadians, have been used by the department on the under- 
standing they would seek to become licensed and, by that, I presume is meant 
the provincial authority. 
Mr. Cameron (Nanaimo-Cowichan-The Islands): It does not imply that 
they necessarily are unqualified. 
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‘Mr. J. R. Doucuas (Audit Director, Auditor General’s Office): No, it does 
They are qualified in other countries. 


Mr. CamMERON (Nanaimo-Cowichan-The Islands): But they are not legally 


_ Mr. Douctas: No. 


Mr. Tarpir: Well, so long as they are trained personnel and qualified in 
another country I do not see any great harm in that, especially if they are 
merely putting in the time so that they can be qualified in Canada. 


_ Mr. HEeNnpbERSoN: There is no doubt about that. But, this is the type of 
situation we have to bring to your attention because it is not in accordance 
th the requirements of legislation. But, I presumed you might not regard 
as an overly serious point. 


Mr. Tarpir: I do not imagine there are any cases where someone is un- 
rained or unqualified and is serving in that capacity. I presume they are all 
Iding diplomas from some university. 


Mr. HenpEerson: Also they are required to be appointed by the civil service 
“commission. But, they are not so appointed because the civil service commis- 
sion is obliged a appoint only licensed persons. Is that not correct? 

Mr. Dovctas: Yes, and, accordingly, these people are not employed by the 
“commission. 


Mr. PrLon: Could you give us some idea of how many of these are qualified 
practice? 


Mr. HENDERSON: Can you speak to that, Mr. Douglas? 


Mr. DoucLas: Yes. Of the 11 that we speak of in this note all of them have 
h er left or now have qualified. This is ceasing to be the problem it was when 
his note was introduced. 


The CHAIRMAN: Are there any other questions on this point? If not, let us 
oceed to paragraph 87: 
ae 87. Health grants. Vote 259 authorizes general health grants to the 
provinces “upon the terms and in the amounts detailed in the estimates 
and under terms and conditions approved by the governor in council’, 
and the estimates details provide for “general public health grant to 
assist in extending and improving health services”. Section 10 of the 
health grants rules, 1961, approved by the governor in council, dealing 
with this grant further provides that “from time to time a province 
may, as part of a satisfactory plan or program for the strengthening of 
health services, both provincial and local within such province, includ- 
ing the training of personnel and the conduct of surveys and studies, 
submit to the minister a project together with a budget therefor’. 
Lack of precise definition of the terms “general public health” and 
“health services” has created a problem in the audit of payments charged 
to the general public health grant. The Department of National Health 
and Welfare has placed a broad interpretation on these terms and feels 
that “there are few restrictions in the scope of a program intended to pro- 
vide assistance to the provinces to deal with the health of the people 
of Canada”. In accordance with this attitude, the department has in 
recent years approved a number of projects whose purpose is the 
assistance of research programs at universities through the provision of 
scientific and technical equipment and furnishings. These research pro- 
__ grams may result in advances in the general body of medical knowledge 
and thus assist in ultimately improving the health of the population 
generally or of individuals afflicted with specific illnesses, but there is 
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some doubt that they constitute an extension or improvement of pro- 
vincial or local health services. The following “projects” will serve to 
point up the problem: 
Project 609-9-112—Research equipment and fittings for the 
medical science buildings, University of British Columbia: During 
1960-61 a total of $104,862 was authorized and spent on research 
equipment and fittings for the medical science buildings at the 
university and an additional $41,866 was expended during 1961-62 

for the same purpose. The equipment and fittings purchased with 
general public health grant funds are used in research projects 
financed by the university and other interested bodies but were 
not procured specifically to carry out general health grants projects. 
Project 605-9-213—Electron microscopes fo rthe University of 
Toronto. Two electron microscopes were purchased and installed 

in the Banting and Best institutes, one in 1959-60 at a cost of 
$28,785 and the other in 1961-62 for $31,979. These microscopes 

are available to research staffs of the faculty of medicine housed 

in the two institutes and used only to a limited extent in connection 
with specific general health grants projects undertaken at the 
university. 
Attention is drawn to the matter because parliament may not 
have intended the general public health grant to have been given such 
wide application. q 


Mr. HENDERSON: Paragraph 87 on health grants shows you the type of 
projects which are being carried out under the general health grants authorized 
for this purpose. There are two examples given on page 39 and you will see 
how far afield the concept of these health grant projects has gone. We would 
appreciate the opinion of members of the committee on this point because this 
is typical of questions with which we are often faced. Did parliament intend 
that general public health grants should have been given such a wide applica- 
tion? You will see the type of projects which are being approved by parliament. 
The placement of equipment and so on in universities raises quite an interesting 
point. 


The CHAIRMAN: Are there any questions on this paragraph? 


Mr. CAMERON (Nanaimo-Cowichan-The Islands): I take it that the Auditor 
General is questioning the propriety of these grants. 


Mr. HENDERSON: Well, sir, as I have explained in note 87, it is the lack of a 
precise definition of terms employed by the governor in council. The general 
public health, and the health services are left open, and the problem arises 
about the payments charged to general public health grants. The Department 
of Health and Welfare has placed a broad interpretation on these terms, and 
it feels that there are a few restrictions in the scope and program indicated to 
provide assistance to the provinces, and to deal with the health of the people 
of Canada. In accordance wih this attitude, the department has in recent years 
approved a number of projects whose purpose is the assistance of research 
programs at universities through the provision of scientific and technical equip- 
ment and furnishings. These research programs may result in advances in the 
general body of medical knowledge and thus assist in ultimately improving the > 
health of the population generally or of individuals afflicted with specific illness, 
but there is some doubt that they constitute an extension or improvement of 
provincial or local health services. 

I cited two projects in order to show you what is being charged up to 
these votes. I have to be governed by section 10 of the health grant rules, 1961, 
as approved by the governor in council, which does not appear to me to be as- 
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wide in range as the type of thing they are putting in. On the other hand, 
parliament may feel—and I think an expression of opinion from this committee 
would be of inestimable help to us—that it is placing a pretty broad interpreta- 
tion on this, when it comes to putting equipment of this nature into hospitals. 


Mr. CAMERON (Nanaimo-Cowichan-The Islands): These two projects which 
you cite here are quite definitely limited to the provision and training of 
personnel and they are attached to faculties of medicine at universities, and 
surely personnel must include medical personnel. 
| Mr. HENDERSON: I would like to ask Mr. Douglas who has made a study of 
this vote, to answer your questions. 

The CHAIRMAN: I wonder if you would mind standing up, Mr. Douglas. 
I have been informed that there is difficulty in your voice carrying to the 
microphones. If you stood up it would be a little better. 

Mr. Rock: We have no difficulty down here. 

The CHAIRMAN: No, I was not referring to you, I was referring to the 
microphone system. 
| Mr. Doucuas: The point here is that there are a number of grants under 
‘health grant rules which are tied into parliamentary appropriations. There is, 
for example a public health research grant, and there is a general health grant, 
and the difficulty is that normally the general health grant has been used 
actually to improve provincial and municipal health services. For example, 
there is assistance in municipal health units, assistance to public health 
laboratories, and there is the training of personnel. Then there are grants 
charged to this in connection with mobile dental clinics, assistance in training 
“sanitary inspectors, and so on, which are normally left out of public health. 
‘In this instance we have a case where equipment is simply given to a university 
with no strings attached, and the question is how broad or how narrow is the 
interpretation of general public health to be? 

Mr. CAMERON (Nanaimo-Cowichan-The Islands): You say it has been given 
with no strings attached. Actually there is an implied string, that it is a specific 
project for the faculty of medicine at the respective university which is con- 
cerned with the training of medical personnel. 

Mr. Douctas: Yes, in that broad sense, yes; but the point is it is not specif- 
‘ically related to provincial and municipal health services. It is in a very broad. 
sense true general public health, quite possibly. 

Mr. Cameron (Nanaimo-Cowichan-The Islands): You realize that there 
“must be adequately trained personnel for the health services. 

Mr. Dovuctas: Yes, quite. 
Mr. HarkNEss: It is given to these universities to provide scientific equip- 
ment under certain items. 

Mr. HENDERSON: That is an excellent way to put it. That has been our feel- 
ing. Your discussion I think is of considerable help to us. 

Mr. HarKNESS: It would seem to me to be parallel to a case where the 
Department of Transport might use money voted to improve canals to build 
docks. 

Mr. HENDERSON: I suppose so. 

Mr. Waun: It seems to me that probaly more flexibility is not only desirable 
but absolutely necessary. Certainly it strikes me that these two examples given 
are very useful ones. 

Mr. HENDERSON: We are not questioning them at all. 

Mr. Wann: It is my understanding that insufficient funds have been provi- 
ded in Canada for medical research, and that Canada has been dependant on 
‘grants from the United States and other countries. Certainly I would have 
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thought that if there is to be more research in medicine, then equipment is of 
course essential for that purpose, and that this perhaps would be the most 
beneficial way in which the money could be spent to improve general public 
health. Flexibility is needed because parliament cannot be expected at the time 1 
approves the estimates to determine the best possible manner to extend these 
funds. I think a reasonable discretion has to be given to those responsible. It is 
important of course that the money should be spent on wothwhile projects. 


Mr. HENDERSON: We are not questioning the projects as such. It is because 
of the difficulty we encounter in our work in interpreting parliament’s intentions. | 


Mr. CAMERON (Nanaimo-Cowichan-The Islands): How about equipment 
for treatment purposes such as the X-ray bomb and so on. Do they come ae 
this? 


Mr. HENDERSON: I think Mr. Douglas who has just been speaking about it 
should answer. Dr. McMillan raises the question about the X-ray bomb and 
things like that to provide hospitals under this vote. 


Mr. DouaG.Las: I think that would come under general public health grants, 
and under the particular grant we are speaking of. : 


Mr. Rock: Could the gentleman who just spoke give us an idea of what 
type of grant the government usually gives to universities and to help hospitals 
when they are constructed, and to provide beds? What procedure does the 
government take to grant éhese amounts of money for such equipment in the 
hospitals? Personnally I think it is more or less a backdoor sort of thing. I think 
Mr. Henderson is to be commended for the fact that he has found how this 
should be done. I think it is irregular too, in the sense that it evidently is not 
aid at all in the over-all health program of the area in treatment and all that. 
It is for training in universities, for which possibly grants should have been 
given from other sources. 4 


Mr. Doucuias: Normally assistance to hospitals is given through the hospital 
construction grant, where I believe it is to be the lesser of two, that is, $2,000 
per bed or bed equivalent, and $750 for a bed for living quarters, or one third 
of the cost, whichever is the less. This is the general principle under which the 
federal government gives assistance. 


Mr. Rock: What about the universities? Are they not given grants by 
the federal government? 
Mr. DoucuLas: The hospital grant would not cover universities. 
Mr. Rock: I am thinking of grants given when there is an extension to a 


university? I believe that sometimes the federal government gives a grant, and 
the provincial government allows it. 


Mr. Douc.Las: I am not sure, but I do not believe there is any direct as- 
sistance given from the federal government. I believe it would come through 
the provincial government, but I am not certain of the details. 

Mr. Tarpir: The same thing applies to the payment of grants by the federal 
government. It is only given when matched by the province. 


Mr. Rock: I have just found the backdoor. 


Mr. TarpiF: Is the grant given by the federal government as a per bed 
grant and given only when it is matched by the province? 
Mr. Doucuas: That is one of the conditions, yes. 

Mr. CAMERON (Nanaimo-Cowichan-The Islands): Is there an appropriate 


item under which the federal government could make grants for these things 
which are directed specifically to medical training. 


Mr. Doucuas: I am not sure about that, but I would say there are some, 
For example, in the medical research council which, is an autonomous body 
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‘ the program of the national research council, money is granted to 
tists to purchase major items of research equipment and facilities for 
aining research workers and so on. That is one source that I know of. 


- Mr. CAMERON (Nanaimo- Cowichan-The Islands): That is a very broad 
general category. It is not specifically related to public health or to the de- 
elopment of health services, or medical services. 
Mr. Douctas: No, it is not specific. 
Mr. SouTHAM: I think the problem here concerning the Auditor General 
well stated in the second paragraph which reads as follows: 
Lack of precise definition of the terms ‘general public health’ and 
“health services” has created a problem in the audit of payments 
charged to the general public health grant. 
Now, with reference to the comments made by Mr. Rock, I think it is pos- 
sible that these grants are beneficial and should be considered. I am referring 
now to the two citations here, the two examples. I know, for example, that at 
the university hospital at Saskatoon, which is a university centre, they have a 
chool of nursing where they train a lot of nurses, and they go out into the 
_ province to help with the health programs carried on in that province. I feel 
at if we could come to some agreement to help Mr. Henderson to determine 
he question more specifically under this particular vote, and to clarify the 
efinition of public health service, it might help to solve his problem. I can 
e how he is a little concerned, because it is certainly somewhat of a fringe 
rea. I would go along with it. . 
Mr. HENDERSON: The opinions thus far in this discussion are most helpful to 
s. It is my general impression that your consensus of view is that it is in 
ecordance with parliament’s intention. You have a case here where they 
ave left the carrying out of it to the department of Health and Welfare to 
terpret in their administration, but we are not criticizing their administration 
ii 
Mr. SoutHam: Mr. Chairman, if this definition could be redefined in a 
ttle broader scope it would be very helpful, I think, to Mr. Henderson. 
_ Mr. HENDERSON: Possibly a few more details would be helpful with re- 
ard to the intentions in the details of the estimates. 
Mr. Gray: Mr. Chairman, if the vote permits the grants to be made on 
1e terms and in the amounts detailed in the estimates and the terms and 
onditions approved by the governor in council—and the governor in council 
has used very broad phrasing—I ask with the utmost respect that the Auditor 
General should try to find a clear definition of these terms. 
Mr. HENDERSON: I think it is because we are concerned at all times, and 
ust be, with what parliament intended. 
Mr. Gray: You are not suggesting that at the conclusion of certain studies 
dealing with specific health grants and projects, for example, if the equip- 
‘ment is not completely used up or amortized in some way there is something 
rong with having it provided in the first place? 
Mr. HENDERSON: No, sir, that is not our point. 
Mr. HARKNESS: Your point really is the control of parliament over expend- 


Mr. Henperson: Exactly, and discussions such as this are of great help 
‘to us in studying these matters, as we do year after year. 

ie The CHAIRMAN: Are there any further questions? 

A i Mr. Harkness: It would seem to me that the desirability of medical re- 
- search should not be injected here as, we will say, an excuse for money 
which has been voted for some other purpose being used for that particular 
urpose. I would agree with Mr. Henderson that there should be a more pre- 
se definition of what is meant by public health grants in this case. 
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Mr. HENDERSON: If I might just answer that, Mr. Chairman, would Mr. | 
Harkness not perhaps subscribe to the proposition that the vote text might — 
usefully be enlarged in this instance to make it abundantly clear? If the 
members would subscribe to that it would be a very useful recommendation 
for us to have. 

Mr. Harkness: In other words, if the purposes of this grant were put 
down in more precise terms, as I said, then your difficulty would disappear? 

Mr. HENDERSON: Exactly. Thank you very much for this discussion, gentle- 
men. 

The CHAIRMAN: May we pass to item 88. 

88. Doubtful title to property in Newfoundland. In paragraph 76 
of last year’s report reference was made to three crown-owned resi- 
dences in Newfoundland which were taken over by the provincial gov- 
ernment when they were vacated temporarily by customs and excise 
officers in January 1957 and October 1958. As previously mentioned, 
the Department of National Revenue was of the opinion that these 
residences were the property of Canada in accordance with sections 
33 and 34 of the terms of union, but the province did not agree. The 
houses are still occupied by provincial officers. 


Mr. HenpERSON: If I might be permitted, I should like to ask Mr. Long 
to speak to the next two or three items because of his close familiarity with 
the circumstances, beginning with paragraph 88 which deals with doubtful 
title to property. 


Mr. Lonc: This paragraph refers to three houses out of a group of four 
in Newfoundland that were used for customs officials at the time of con- 
federation. 

A question has arisen as to the ownership of these houses, and it seems 
reasonable that this question should be settled in accordance with sections 33 
and 34. If the houses are to be kept by Newfoundland, perhaps there should 
be some settlement made with respect to the expenditures which Canada has 
incurred during a brief period in which Canadian officials occupied them. 

The ownership of these houses is not agreed at the present time. In 1963, 
when the treasury board was having rental rates set for houses, these were 
included and rental rates were set for them. In fact, they are being occupied 
by employees of the government of Newfoundland and, of course, no revenue 
is coming to the crown. It may be that the Department of National Revenue 
would like to make some comment on that. 


The CHAIRMAN: Are there any questions on this particular paragraph, 
gentlemen? 


Mr. MAnpzr1uk: Is the situation still the same? 


Mr. Lone: It is still the same. This note refers to three houses of four. 
The fourth house in the group is occupied by an employee of Canada and these 
three houses are occupied by or are in the possession of the province of 
Newfoundland. 


Mr. HARKNEsSs: Is this not a case, actually, in which the matter can only be 
settled by agreement between Canada and Newfoundland? Some arrangement 
should be made. In other words, this is a very small illustration of exactly 
what happened so far as the United States military base in Newfoundland was 
concerned, which was claimed by both Canada and Newfoundland. The dispute 
went on for years. Eventually a deal was made and it was divided. This is 
a very small example of the same problem. 


Mr. Lone: Yes. 
The CHAIRMAN: Mr. Ryan. 
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aS Mr. Ryan: I was going to ask why the title was doubtful, but I think 
_ Mr. Harkness’s question has cleared it up. 


Mr. Lone: Under the terms of union it would appear that the houses 


- should have belonged to Canada. This was the interpretation of the Depart- 


_ment of National Revenue. The view was held to the extent that at one time 
they did evict an employee of the province of Newfoundland but, subsequently, 
when the houses became vacant, Newfoundland took possession. Mr. Harkness’s 
suggestion is certainly one that should be carried out. We have not been able to 

_make any progress in this. 

Mr. TarpIF: Was there any evaluation made of these properties, Mr. 
Chairman? 

Mr. Lone: I do not think this has been a factor. Under the terms of union 

‘the ownership was determined by the use to which buildings were being put 
at the time of union. If they were being used by personnel occupied with 
services taken over by Canada, they were to go to Canada. If the services 
were retained by the province, then the houses were to stay with the province. 


Mr. TarpiF: I think Mr. Harkness is right, and this should not appear 
again; it is not such a large item. 


The CHAIRMAN: Are there any further questions on this, gentlemen? 
Mr. Rock: I do not know in which manner we are proceeding, Mr. Chair- 


man, and it may be that I missed a meeting. We appear to be considering the 


report item by item, and I notice that after the members of the committee 
have spoken or have asked questions we proceed to other items. Do you not 
‘think we should more or less come to some agreement immediately on the 
recommendations of the Auditor General and then, instead of coming back to 
these matters again, make a general report? Do you think in this case, for 
instance, we should state what we immediately recommend at this moment 


rather than coming back to these items and wasting all that time? 


The CHAIRMAN: This is a matter for the committee. Many of these matters 


are carried on in the 1963 report of the Auditor General. A large number are 


also reflected in the follow-up report. 


‘Mr. Rock: Then, with the 1963 report, how are we to proceed? Are we 
to make a recommendation immediately or agree with the recommendation of 


' the Auditor General as soon as it is discussed and finished with? 


I am just trying to find a short cut in order to save time, Mr. Chairman. 
The CHAIRMAN: May we hear from you, Mr. Henderson? 


Mr. HENDERSON: My impression has been, Mr. Rock, that as we go along 
the members have been making some very useful suggestions, such as those 
resulting from our discussion on the health grants. In this particular case I 
rather felt that both Mr. Harkness and Mr. Tardif summed up this problem 


by stating it was a small matter; but small or not they have expressed the 


hope that it would be speedily resolved. Perhaps, as a result of this discussion 
in the committee that will be the case. We will be watching it, and I certainly 


hope the department will be able to resolve it very shortly. 


Mr. Tarpir: In many of these items we do not have the power to finalize, 


in any event. We only have power to make the recommendation, and the 


authorities will finalize it eventually. 


| Mr. Rock: I think the committee itself should, somewhere along the line, 
make a direct decision. In other words, we should recommend this or that, or 


just not recommend anything on certain items. 


Mr. Wincu: Our procedure over the years, I think, has worked out very 
effectively. There has been consideration of each item and a notation made 
through our transcripts of the views of the members. However, a decision 
)| 
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now has to be by way of recommendation and report. After we have gone 
through the report—according to our past procedure—Mr. Henderson, the > 
Chairman and the steering committee will make a study of all the transcripts © 
and, from the expression of opinion, they will draft a report so that all the 
ideas and recommendations can go forward to the House of Commons and, © 
through the House of Commons, to the various departments, expressing the | 
thinking of the committee. 

As soon as that is done by the steering committee, then it is brought back 
to a general committee. At that stage there can be agreement or non-agreement 
or perhaps a certain member may think something has been left out during 
the work done by the steering committee, and then he may bring it up. 

That has been the procedure over the years and I think it has worked very 
efficiently. 


Mr. Rock: I think there should be a consensus of opinion at the time the 
item is discussed. Some people ask questions in one way and then they do not > 
feel the same when they have heard the answer, so I believe that as soon as 
the item is finished with there should be some sort of consensus; and a decision 
should be taken at that moment so the steering committee can embody the 
decision in the report. 

The CHAIRMAN: Generally, Mr. Rock, we do take the consensus as it goes — 
along. If matters are controversial, I think the usual practice—although it is — 
not sanctified in any way—is for final committee deliberations to be held in 
camera, at which meetings these are discussed and a resolve is made. 


" .—-? . 


May I also point out that in some of these cases, while we may be passing ~ 
through them rapidly now—and I think Mr. Winch and other members will 
agree that this has been the practice followed in the past—we will call 
departmental officials or give them an opportunity to be heard so we may 
hear both sides before a final decision is made. 

In an item such as this, on which there is a fairly clear indication of the 
committee’s view, this would not be a problem and it would come in the 
final report. 

If we were—and I say this with some diffidence—to pause and take a 
vote on each item we would in some cases be premature by not giving an oppor- 
tunity to the members to hear evidence on other aspects of the matter, and we 
would not be following the usual committee procedure, which is to hold our 
deliberations in camera. 


However, this is something which the steering committee can discuss when 
it next meets. 


Is there any further discussion on this item, gentlemen? 


Ge Se ee 


Paragraph 89 follows: 


89. Release of goods under Customs Collector’s permission. Subsec- 
tion (1) of section 22 of the Customs Act, R.S., ¢c.58, reads as follows: 


Unless the goods are to be warehoused in the manner by this 
Act provided, the importer shall, at the time of entry pay down, or 
cause to be so paid, all duties upon all goods entered inwards; 
and the collector or other proper officer shall, immediately thereupon, 
grant his warrant for the unlading of such goods, and grant a permit 
for the conveyance of such goods further into Canada, if so required 
by the importer. 

In addition, section 79 of the act reads: 

No person shall make, nor shall any officer accept, any bond, 
note or other document for the purpose of avoiding or deferring the 
actual payment of duties legally accruing on goods imported into 
Canada, or arrange for deferring payment of such duties in any way, 
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unless such goods are entered for warehouse, and duly deposited 
therein according to the laws and regulations governing the ware- 
housing of such goods. 


M 

4 Notwithstanding these statutory directions, it has been the practice 
of the department for many years to release perishable goods prior to 

the passing of a customs entry and payment of duty, providing the im- 

porter has posted a bond or security as a guarantee of payment of duty. 

The term “perishable goods” has gradually been extended and now 


Mi includes a wide range of goods. 

ne There seems little doubt that the practice being followed facilitates 
de the clearing of goods through customs, and benefits both the department 
48 and the importer. However, sections 22 and 79 of the act quoted above 


appear specifically to prohibit what is being done and the act should be 
amended if the practice is to be continued. 

by. 

a Mr. Lone: Paragraph 89 refers to the release of goods under customs 
collectors’ permission. The situation described in this paragraph is designed to 
show that although the practice facilitates the clearance of goods through 
_ customs and benefits both the department and the importer, it is contrary to 
Becctions 22 and 79 of the Customs Act. Accordingly, it would appear that the 
Bact should be amended if the practice is to be continued. 

i, The views of the members of the committee on this point of principle 


be 


fi would be appreciated. 


The CHAIRMAN: Is there any discussion or are there any questions on this 
6) particular point? 

: Mr. Gray: I think the solution is already contained in the Auditor General’s 
a recommendation. 

a Mr. TARDIF: Except, Mr. Chairman, that I would like to know who decides 
_ what is classified as perishable goods—the importer or an officer of the 
_ department? 

i Mr. LonG: The department gives rulings on what is perishable, but the 
word “perishable” now involves almost everything at some ports I think. Even 
coal is classified as perishable. This is done in order to get the imports moving. 
bs Mr. TarpiF: I would agree that if it catches on fire it is perishable. 

a4 The CHAIRMAN: Any further discussion, gentlemen? 

Mr. TarRDIF: Before we leave this item may I suggest that this word 
perishable” be redefined. If, as you say, coal is considered to be perishable on 
- some occasions, I would suggest that it requires redefinition. This may be a far 
Y _ fetched example you are giving to me, and I hope it is. I could not possibly 
agree that coal is perishable. 
be Mr. Lonc: Coal is one of the earlier commodities that were so defined. It 
has been extended beyond that since coal was decided to be perishable. It is 
purely a device for obtaining clearance without waiting for papers and, with 
responsible importers, it has led to no problems. 

3 Mr. TarviF: It could lead to abuse. 

Mr. HENDERSON: That is possible. 

| Mr. Lone: The Customs Act rules out the possibility of this leading to the 
_hon-payment of duties. 

Mr. Tarpir: On what do they base their opinion that coal is perishable? 
Mr. Lona: Perhaps the phrase is “urgently required’. It is to avoid delay. 
: Mr. Tarpir: Based on the season? If it is winter time it is perishable? 

: Mr. Gray: It may be considered perishable from the market point of 
_ view. 
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Mr. HarkKNnESS: The main thing is that the procedures that have been 
followed have greatly expedited the import of goods. This has been foun 
much more practicable than would have been the case if the officials had staye 
within the regulations. Your recommendation now is that the act be amended 
in order to provide for this, and that seems to me to be reasonable. We should 
accept that. 


Mr. TarDIF: Without adding the term “perishable”. . 

Mr. HARKNESS: One would get away from the term “perishable” alto- 
gether if the regulations were amended. One would be doing directly what one 
is now doing indirectly. 

Mr. TarpiF: I have no objection to that, of course. 

The CHAIRMAN: It is eleven o’clock, gentlemen, we will adjourn until 
9.30 on Thursday morning. 
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MINUTES OF PROCEEDINGS 
THURSDAY, June 11, 1964 
(6) 


‘The Standing Committee on Public Accounts met this day at 9.40 a.m. The 
chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Berger, Cameron (High Park), Cardiff, 
Cété (Chicoutimi), Forbes, Hales, Mandziuk, McMillan, Pilon, Regan, Rock, 
Ryan, Scott, Southam, Stefanson, Tardif, Winch—(18). 


_ In attendance: Mr. A. M. Henderson, Auditor General of Canada; Mr. Louis 
Richard, President and General Manager, Crown Assets Disposal Corporation; 
d Messrs. Long, Laroche, Crowley, Chapman, Douglas, Smith, Millar and 
saframboise of the Auditor General’s Office. 


; a The Chairman tabled two sets of Regulations respecting damage claims 
referred to in discussion of June 9 on paragraph 82 of the Auditor General’s 
Report for 1962. (Identified as Exhibit No. 1) 


. iz Mr. Baldwin referred to previous discussions relating to surplus materials 
and invited Mr. Henderson to make a statement thereon. 


“a 

Mr. Henderson referred to his undertaking to provide the Committee with 
1 detailed report on surplus materials and the administrative difficulty in 
securing this information from Crown Assets Disposal Corporation. 


_ The Chairman then called Mr. Richard, President of Crown Assets Disposal 
Corporation, who made a statement in connection with the information 


_ The questioning of Mr. Richard being concluded, the witness was permitted 
| to retire. 
ah ‘a 
’ The Committee resumed its consideration of the Auditor General’s Report 
for the year ended March 31, 1962. 


_ On paragraphs 90 to 96 inclusive: Messrs. Long and Henderson commented 


a On paragraph 92: On the suggestion of Mr. Winch, this paragraph was 
allowed to stand and the Committee agreed to hear witnesses later from the 
{Department of National Revenue, Customs and Excise Branch. 


HES 


i i The questioning of Messrs. Henderson and Long still continuing, at 11.00 
.m., the Committee adjourned until 9.30 am. on Tuesday, June 16, 1964. 


M. Slack, 
Clerk of the Committee. 
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THURSDAY, June 11, 1964 


The CHAIRMAN: Gentlemen I see a quorum. We will now convene this 
ing. 
_ Before we do anything else, I should like to advise the committee that I 
e here tabled, as requested at our last meeting, two sets of the regulations 
onnection with damage claims and methods of proceeding where public 
perty has been damaged through the unauthorized use of vehicles. I think 
that is necessary is to table these, making them available to the members 
this committee. They are fairly voluminous and I hope that we will be 
ntent to have them tabled and available so that they will be used, if neces- 
y, before we proceed with this matter. 


Gentlemen, there is one other matter we should deal with before we carry 
You may recall that at our second meeting Mr. Winch raised a question 
respect of Crown Assets Disposal Corporation and its relationship to the 
mates. At that time it was suggested that Mr. Henderson might come back 
the next meeting and make a statement in answer to questions, to the 
ant that he had information available. This was done. This committee then 
ide the suggestion, which I consider was in effect a request to Mr. Henderson, 

he prepare a more detailed statement to bring to this committee and 


st 


now in regard to his reasons for this inability. Mr. Richard, the president 
id- general manager of the Crown Assets Disposal Corporation, is also present 
| when Mr. Henderson has completed his statement I am going to ask Mr. 
rd also to comment on this particular issue. 

Mr. WincH: Mr. Chairman, I gather from what you have said just now 
espect of my request through you to Mr. Henderson that the Auditor 
eneral is not able to obtain that information. I hope he will give us some 
il in that regard. 


‘Mr. A. M. HENDERSON, (Auditor General of Canada): Yes, indeed. 


‘The CHAIRMAN: I believe that is the basis of Mr. Hendreson’s statement 
s time. 


. HENDERSON: Mr. Chairman, I might remind the members that at last 
’s meeting Mr. Winch inquired as to the extent to which the audit office 
VS through purchase of equipment and stores originating in departmental 
ates to their ultimate use. He was particularly interested as to the extent 
hich such public stores and materials might be declared as surplus and 
ined over to Crown Assets Disposal Corporation for sale. In considering this 
ion, members of the committee expressed interest in noting the reasons why 
lic stores and materials of this character would be declared surplus and to 
Ow how much in fact would have been realized on disposal of such surplus 
compared to the original cost of the material. 
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In my statement to the committee last Thursday, I referred to the Auditor 
General’s responsibility in examining accounts relating to public property and 
how the audit office discharges that responsibility. I took the fiscal year 1962-63 
and by reference to the annual report of Crown Assets Disposal Corporation 
cited the corporation’s reference on page 6 that during that fiscal year 12,061 
reports of surplus were received. I explained that of this number, some 8,500 
separate declarations of surplus material had been made by the Department 
of National Defence. Of this number, approximately 2,600 declarations covered 
new or otherwise usable materials having an aggregate cost to the Deparne 
of National Defence of $39,500,000. 

The committee asked me to undertake a special examination of these 2,600 
declarations for the purpose of determining the nature of the material, date and 
amount of its original cost, the reasons for its declaration as surplus by the 
department to Crown Assets Disposal Corporation, and how much the corpora- 
tion collected from its disposal. I agreed to undertake this special study esti- 
mating that it could be completed within three weeks or by June 30, with th 
assistance of senior officers and staff both from the Department of National 
Defence and Crown Assets Disposal Corporation. 

The work must be started from the records of Crown Assets Disposal 
Corporation because it is only from these records that we can identify the 
declarations making up the 2,600 national defence ones we are seeking and 
thus determine how much the corporation realized on disposal. However, it 
appears we are faced with administrative difficulties in extracting this infroma- 
tion from the records of the corporation under the timetable I gave to the 
committee last week. It is for this reason that Mr. Louis Richard president of 
Crown Assets Disposal Corporation, wishes to discuss the matter with you 
this morning. 


Thank you. 


The CHAIRMAN: Thank you Mr. Henderson. I am not sure that Mr. 
Richard, the president and general manager of Crown Assets Disposal Corpora 
tion, is known to all the members of this committee. He has appeared at my 
request after a discussion, not to deal with the main issue which will be 
referred to later but with what I might call a preliminary problem which has 
now arisen and which I think has been accentuated by what Mr. Henderson 
has said today. 


Mr. Richard, would you mind discussing this problem with the committee? 


Mr. L. RicHArRD(President and General Manager—Crown Assets Disposal) 
Corporation): Mr. Chairman, Mr. Henderson has approached us recently | 
ascertain to what extent we can carry out such a study, and I assured him 
that we would be pleased to co-operate and provide all the information we) 
could from our records, but that the difficulties which arose were primarily, 
those of time and staff. We are particularly pressed at this time of the year 
and it would be quite a strain to undertake a detailed study. However, i 
something else must suffer we will do so. 


s to Panteh our recoras with those 2,600 declarations ea appear in the 
Department of National Defence records. The difficulty in this regard lies in ar 
effort to match up these 2,600 with those which appear in our records, and that 
is where the time would be consumed. . 

I have suggested that in view of the figures which have been produced 
by Mr. Henderson, perhaps we could approach the problem from a study of the 
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declarations which are in our records. We will produce the number, the original 
cost which is covered by these declarations, and they should be substantially 
the same as the others. However, we will not have to match up all these 
declarations of the Department of National Defence with our records. Under 
these circumstances the work would be much more simplified and would pro- 
duce substantially the same information, or the same type of information, if 
the members of this committee and Mr. Henderson are agreeable. 
The CHAIRMAN: Thank you Mr. Richard. Are there any questions? 

3 Mr. ForsBEs: I should like to ask one question for clarification. What does 
Mr. Richard mean by “declarations”? Does he mean invoices in respect of the 
‘material? What does a declaration consist of in this case? 

2 Mr. RicHarD: A declaration represents the first step. It is the receipt of 
the surplus from the Department of National Defence. After that it goes through 
all our different processes and ends up with an invoice to the customer. 


a Mr. Forses: The declaration then has nothing to do with the quantity of 
material? 
Mr. RICHARD: Yes. 
\ Mr. Forbes: It is an invoice then? 

Mr. RICHARD: Both the declaration and the invoice include the quantity of 
“material involved. 
kb Mr. WINCH: In order to pinpoint this a little bit, Mr. Chairman, because I 
‘realize the difficulty involved in going through 2,600 declarations, could Mr. 
Richard give us some general indication in respect of the sale of this new 
equipment and the amount received as compared with the original cost? I 
understand you show that information also on the declarations? 


_ Mr. RicHarD: You are asking us if we can cite the average percentage of 


“recovery we make? 
__«-‘Mr. Wincu: Yes, in respect of the equipment turned over to you. 


ef Mr. RICHARD: We do not compute information of that kind, Mr. Chairman, 
and the prices vary to such an extent the information would mean nothing 
in any event if we did compute it. 

Mr. Wincn: Iam sorry, did you say that if you had approximate informa- 


a 


; tion regarding the amount received in respect of new equipment compared with 
the original price that information would not mean anything? 


a Mr. RicHARD: That information would be based on so many thousand 
declarations that even if it was 10, 20, 40 or 50 per cent it would not mean 
anything. 

Mr. Wincu: I am sorry, I do not wish to put Mr. Richard on the spot but 
I cannot understand what he means when he suggests that information in 
respect of a comparative figure regarding the cost and recovery price of hun- 


dreds of thousands of dollars worth of equipment would not mean anything. 


Be Mr. RicHarD: That information certainly would mean something to the 
taxpayer but it would not indicate anything to us. 


Mr. Manpziuk: Mr. Chairman I am also interested in Mr. Richard’s answer 
to my colleague. Perhaps if Mr. Richard cannot give us a figure regarding the 
resale price of the new equipment, surely the Crown Assets Disposal Corpora- 
tion balances its books at the end of the year and Mr. Richard can give the 
members of this committee information regarding the book value of assets 
received as surplus and the final receipts for the same after disposal? Are 
there no bookkeeping systems in effect in the Crown Assets Disposal Corporation 


lat all? 


Mr. RicHarp: We do not record the original costs. 
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Mr. WincH: The original cost is indicated on the declarations. 
Mr. MAnpzIukK: You do not have to record the original cost because, as my 
colleague has pointed out, that cost appears on the invoice or declaration. 
Mr. RicHarD: The cost appears on the declaration, that is right. ws: 
Mr. Manpziuk: Do you record the price you receive for the material when 
it is sold? q 
Mr. RIcHARD: Yes. 


Mr. Manpziuk: We should like to know those two figures. We do hav 
the figure of $39,500,000 and we should like to have the other figure whether 
it is $500,000 or $2 million, so that we know where we stand. 


Mr. RIcHARD: We will have a record of the amount of proceeds we have 
received, but even then that figure will not be broken up as between new 
and scrap material or otherwise. 

Mr. Manpziux: I fully realize the difficulty involved in breaking up that 
figure between new and old equipment. Perhaps that is an impossible task but 
I am just as interested as Mr. Winch in knowing what the comparison is ir 
order that perhaps the impression generally throughout the country that 
regardless of whether this surplus is new or used it is sold for practically 
nothing can be dispelled or confirmed. I think it would be well for us to have 
information in this regard. 

Mr. Hates: Mr. Chairman, I apologize if I repeat some of the questions 
that have been asked, but as I understand the situation, there has been 
$39,500,000 worth of new equipment bought by the Department of National 
Defence and turned over to the Crown Assets Disposal Corporation for resale. 


Mr. WincH: Both new and used ‘equipment is represented by the $39 
million. 


Mr. HALES: This committee would like to know how much of the new 
equipment was sold by Crown Assets Disposal Corporation and at what price. 
Mr. Richard has informed us that there are invoices or declarations 
existence. Perhaps he could produce one of those declarations so that we may 
see what it is. | 

As I understand the situation, a declaration lists the item and the original 
cost. We should like to know what the item was sold for. Apparently the 
Crown Assets Disposal Corporation does not break down the receipts as betweer 
new and used equipment, and if that is not being done now perhaps the 
Auditor General’s department could set up a bookkeeping system as a result of 
which these items could be divided into new and used so that at the end of the 
year by adding up the original cost column and the price column, representing 
the amount received when the items were sold, we would have an answer to 
the question Mr. Winch has asked. 


The CHAIRMAN: Do you have a declaration available Mr. Richard? 


Mr. WincH: I have seen hundreds of those declarations and on the 
declaration there is an indication regarding the equipment being new or used. 
I think there is an indication on the declaration that the equipment is 
guaranteed new but not warranted. 

Mr. RecAN: Mr. Richard, as I understand the situation, the reason your 
department does not keep track of whether the equipment is new, or the 
original cost, is that the concern and purpose of Crown Assets Disposal Cor- || 
poration is to dispose of goods which are handed to you by the varioms is 
departments; it is not your concern whether the department should have had 
the materials in the first place, and it is not your concern why the department 
handed the material over to you; is that right? I understand your concern 
is to get the best possible price for the material, and in view of the fact you 
dispose of the material on a competitive tender basis the original value is of no. 
particular consequence to your information; is that a correct assumption? 
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knowing what percentage of the original value of this equipment the 
ernment has recovered in order than we can determine whether this is an 


ssets Disposal Corporation. The purpose of that organization is to dispose of 
2 surplus equipment by competitive tender. 


Mr. WincH: May I point out by way of comment that as a result of 
_Richard’s evidence and my perusal of certain of these declarations I 
yw that the new price is known. 


Mr. REGAN: Yes, I realize that the original price is knbvon but what 
. Richard is saying is that it is not the purpose of the Crown Assets Disposal 
poration to prepare a list of thousands of prices in respect of these items. 
e individual inventory shows the original price and those prices are listed 
that purpose, but these records are not compiled into difference groups. 
that right Mr. Richard? 

Mr. RICHARD: That is correct with one qualification. We do not always 
ve the original cost price on the declaration. We do have that price in the 
najo ority of cases but somes cases do exist in respect of which we have not 
[he got that information. Moreover, in respect of goods which are otherwise coded, 
ia probably 100 per cent of tern we do not have the original cost. 


Mr. HENDERSON: Perhaps I might speak in regard to Mr. Regan’s point. We 
lize that Mr. Richard’s concern might not be with the original cost of the 
terial, and that is why I discussed this problem both with Mr. Richard and 
deputy minister of national defence, on the basis that using the records of 
-Crown Assets Disposal Corporation as a starting point we would pick out 
‘ appropriate number of the 2,600, which would account for the largest 
‘tion of the $39,500,000 and then sit down and examine them. Mr. Armstrong 
as already designated a senior officer and staff to sit down with us to go over 
se in order that we can furnish explanations regarding why the items were 
rchased in the first place, the dates and the costs and why they were declared 
plus. That seems to us to be a very integral part of your question. We must 
ie a starting point and to all of us that starting point lies in Crown Assets 
posal Corporation records. 

_ Mr. Recan: Beyond that, Mr. Henderson, is it not true that we can under-_ 
tand why the Crown Assests Disposal Corporation has not been particularly 
terested in original prices since it is operating on a tender basis? If we make 
me determination in this regard we will then go back to the Department of 
tional Defence to find out why these goods were purchased in the first place, 
y they were disposed of and whether in some cases the items were bought 
an unused condition so that we can decide whether the taxpayer is receiving 
.e largest amount possible in respect of the disposal of these goods? Surely the 
nformation we are interested in receiving from Crown Assets Disposal Corpora- 
n has regard to the size of the lots of goods which are being put up for sale 
tender, how they determine whether new items should be tendered sepa- 
ely or not or whether this is done on a lot basis with a great number of 
rent types of commodities included. I think we are also interested in 
wing who is allowed to compete for these commodities and what the 
aera 1 overhead or operating costs of Crown Assets Disposal Corporation are. 


ere egal TS AES 
ivn *. mee rt els 


y 
tn: 


122 STANDING COMMITTEE 


planning memorandum on this assignment? What we hope to get from the 
records of the Crown Assets Disposal Corporation are the reasons for the 
declaration as surplus to the corporation, the method of sale by the Crown 
Assets Disposal Corporation—that is the type of method you described—the 
date the articles were sold and the prices obtained, and in a final column a 
calculation of the final profit or loss in each case, which would then give us the 
disposition of the material in dollars and cents. I think that is the essence of | 
your question. 

Mr. REGAN: The method of sale I presume would cover a wide field? 


Mr. HENDERSON: Yes, and there will be a considerable amount of addi- 
tional information supplied with the resultant dollars and cents calculation. 


Mr. CarpirF: Is all this material being sold by advertisement tender or is 
it sold individually? How is this material sold? 


Mr. HENDERSON: Perhaps Mr. Richard could answer that question. 


Mr. RicHARD: This material is sold by offer to dealers in the trade. We 
request those dealers to put in their bids and the material is sold to the highest 
bidder. The material is offered to dealers in the trade. 


Mr. WINCH: It is offered to the dealers in the trade who are on your 
mailing list at their request; is that right? 


Mr. RIcHARD: We offer the material to the dealers in the trade who are on 
our mailing list. I should like to point out that our mailing lists are not 
restrictive at all but are prepared in order that when we have a specific ite 
of goods to offer the list is readily available and we can mail out circulars 
asking for bids. It is sold by what is normally referred to as tenders or bids. 


Mr. TarpiIF: It appears to be the consensus that the committee would like 
to know just how much of this unused material is sold and what is the difference 
in price between cost and sale. I do not see what great problem would be 
created if the department did go to the trouble of keeping at least a list of 
new materials; it would only be an additional few bookkeeping entries, I 
would think. 

You could also find out whether that restrictive list that was talked about is 
not more restrictive than it should be. I know people who wanted to bid on 
some material which was declared surplus who were not only not invited bu 
whose bids were not accepted by the department. I am wondering whether thi 
restriction the department puts on by not accepting bids from anybody willing 
to bid and willing to pay with legal Canadian currency is not too limited, and 
am wondering whether, if we did have a compilation of new material that is 
sold and the difference in price, it might not induce this committee, for instance 
to make recommendations that might be put into effect next year that would 
be an improvement over the present system. 


Mr. McMiuuan: Mr. Chairman, I would like to know the meaning of the 
words “new material”. Does it mean unused material or does it mean material 
bought recently? 

Mr. HENDERSON: It generally means material which has not been used. 

Mr. McMILLAN: Even though it is 10 years old? 

Mr. RIcHARD: There are various conditions of material. It could mean 
to go to the extreme, material that is new, has never been used, has been in 
the original packing cases but has been there for years. 


Mr. McMILuAn: Could some of this material included in these 2,600 
declarations called “new material” have been purchased some years ago? 


Mr. RICHARD: Yes. 
Mr. McMILLAN: Not necessarily recently? 
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Mr. RICHARD: No, sir. 

* Mr. WINcH: I am very glad that Mr. McMillan raised this question. I 
; personally know of equipment from the Department of National Defence that 
_ was put up for tender two months ago in Vancouver and, to my knowledge, 
_ because I am in the construction industry, has been out of date for 15 years, 
and yet on the tender it was warranted as having been unused. So, this is all 
part of the problem. 

While I am speaking, sir, although it is the general picture that we are after 

on what can be done, I was most interested in a remark of Mr. Richard a 
moment ago, that all declarations do not necessarily give the purchase price, 
although the majority do. I, therefore, have what I think is a logical question. 
When you put that up for tender, not having known what the department 
paid for it, how do you decide whether you will accept or reject that tender? 
Mr. RIicHARD: Largely on the experience of the past when we have offered 
similar goods to the trade and we know the recoveries we have made in the 
past. We can determine from that whether the highest bid is acceptable. 

The CHAIRMAN: May I interrupt here? Have you that declaration Mr. 
Richard? Possibly the messenger might pass it around. Some of the members 
- did express interest in it. 

Mr. WINCH: There is one further question that I have, Mr. Chairman. 

Mr. HALES: Wait until we have this declaration. Have we one or have we 
not? 

The CHAIRMAN: I was going to ask Mr. Richard if he is in a position to 

comply with the request of the committee. 
eo Mr. WincH: I would like to ask now that I am certain that Mr. Richard 
has an idea what the committee has in mind and what is the type of information 
which we feel as a committee we should have on a most important matter 
whether he can now, in his opinion, work out with Mr. Henderson a plan 
whereby it will be possible, at least in a basic sense, to get the data which is 
required by this committee? 

. The CHAIRMAN: Maybe you could postpone your answer to that, Mr. 
- Richard, until we find out about the declaration. 

: Mr. RicHaRD: Just before I left my office, Mr. Chairman, I picked up half 
a dozen files which are not very representative. I would hesitate to circulate 
‘any of them to the committee. 

Mr. Haues: I simply asked for a blank declaration form so as to see the 
the standard form. Have you a blank declaration form? 


Mr. RicHArRD: No. 


Mr. Hates: I am amazed that the witness would come to this meeting 
without this material. 


Mr. RICHARD: I was not asked to bring any. 


| Mr. Hates: We had better not waste any more time on this particular 
question. I would think the committee has made a request for the information 
which they want, the Auditor General is prepared to supply the informa- 
tion to the committee if he has the co-operation and support of Crown Assets 
Disposal Corporation, and I think the committee is entitled to know if the 
Auditor General has this support, and if not, why not, and then we will 
proceed with another matter. 


The CHAIRMAN: Before we go on, I will go back to Mr. Winch’s questions 
' to which we did not get an answer. We should dispose of this question which 
may be of consequence later. Is your position, Mr. Richard, that you feel you 
_ should not disclose the terms of the declarations which have been made, or 
te it just because the declarations are not representative? I am not concerned 


a 


_ Winch. What we are now discussing is the fact that Mr. Henderson feels 
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about today, but when you appear ae we should probably wette this ernie. 
in advance. What is your view, as president of the corporation, on your rights 
and duties with regard to presenting to the committee declarations which the 
may wish to examine following Mr. Henderson’s comments? 


Mr. RicHarD: I would be glad, if the committee desires, to produce a 
representative sample of declarations. a 


Mr. WINcH: That is not the request of this committee. The request of this. 
committee is that this matter is of such vital importance to all members of the 
committee because of the disclosures which are now coming to our attention 
that, as the public accounts committee of the House of Commons, we want to 
make a thorough examination. We do not want to have any specific or in- 
dividual copies; we want to know what is the basis of, let us say, one depart- 
ment declaring surplus $393 million worth of equipment of which, according 
to Mr. Richard, a great deal was unused. What is the cost and what was 
it sold for? We want that information right down the line, from beginning to 
end. I think this is one of the most serious questions that has come to the 
attention of the public accounts committee in the 11 years that I have been a 
member of it, and we would be shirking our responsibility if we did not insist 
ona complete study and an answer in order that we can do our duty in 
making our report to the House of Commons. 


The CHAIRMAN: It comes down to this, Mr. Richard. This is a prelim- 
inary discussion now, but during the course of the main discussion, as 
understand the feeling of the committee, they may, and probably will, require 
the production of such declarations as they feel are necessary to continue their 
study and examination. I think it might be best to settle at this time what yo 
views are. Are you in a position where you feel you must refuse to produce 
those, and if so on what basis? 


Mr. RICHARD: Certainly not, Mr. Chairman. 


The CHAIRMAN: So that if the committee calls for any particular declara 
tions, you would be in a position to produce them? 


Mr. Scott: Should we not be asking for something further than has been 
asked for? It is my understanding from the discussions that the question we 
are putting to the witness is whether he is prepared to make all files available 
for Mr. Henderson’s examination, not just a representative number, or an 
unrepresentative sample which he brought today, by his own words. Are you 
prepared to produce all files in question for examination? 


Mr. RICHARD: Yes, sir. 


bal 


Mr. Rock: Mr. Chairman, I came in late, as you know. I want to know 
what item we are on, and is it in the 1962 report? 


The CHAIRMAN: No, Mr. Rock. This is going back to a matter which was 
discussed at our second meeting, at which time Mr. Winch requested that Mr 
Henderson appear at the next meeting to answer a question he raised on the 
relation between estimates and assets which had been disposed of under the 
aegis of the Crown Assets Disposal Corporation. Mr. Henderson appeared at 
the next meeting, and our committee then arranged, as I think it was virtually’ 
an understanding, that Mr. Henderson would prepare a preliminary state- 
ment for the use of the committee, and when that statement was ready then 
Mr. Richard and the deputy minister of national defence would both appear | 
here, and with the aid of a statement prepared by Mr. Henderson we would | 
have then a full discussion of this whole problem which was raised by 


he has been unable to prepare the statement because he and Mr. Richard have 
not been able to get together on the materials Mr. Henderson feels he requires 
This is what we are discussing now. 
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nat any member now can have any beef whatsoever and bring it up to 
committee? 

The CHAIRMAN: No, Mr. Rock. This is a matter which was properly raised 
saling with the matter that came up in Mr. Henderson’s follow-up report. 
The discussion was properly initiated and quite relevant at that time. 


_ Mr. Rock: What was it all about, where is this report and on what item 
was it? 
Mr. STEFANson: If you had come in earlier you would have known. 


i om The CHAIRMAN: It appears in the second item in the follow-up report which 
Mi Henderson dealt with. 


Mr. Rocx: Last year? 


_ The CHAIRMAN: No, of the follow-up report which is produced by Mr. 
Henderson and which deals with the extent to which the departments of the 
government have complied with the request which we made last year. We 
started with that. Mr. Winch asked a proper and relevant question. We agreed 
iat Mr. Henderson should answer that question at the next meeting. As a 
sult of his answer the committee then decided that, following the preparation 
f the preliminary report, there would be a further meeting some time in the 
re at which a representative from the Department of National Defence, Mr. 
chard and Mr. Henderson, would be here. Now, we have arrived at an 
npasse. In order for Mr. Henderson to prepare a statement which the commit- 
asked him to prepare, he wants certain information from Mr. Richard, 
the inability to secure that information prompted him to come to me as 
hairman of this committee. I asked Mr. Richard to appear here so that the 
committee, which is the proper place to discuss and decide this, should hear 
b oth Mr. Henderson and Mr. Richard and come to a decision on it. It is a 
reliminary point on a matter which the committee has dealt with, and a point 
a study later on in the course of our proceedings. 


Mr. RicHARD: May I interject here, Mr. Chairman? You speak of the in- 
bility of Mr. Henderson to obtain this information. Might I say that we are 
erely pointing out how large a task it is going to be and how difficult it is 
) prepare this information on this basis. I would rather use the basis that we 
et from our own records rather than the records of national defence. 


Mr. Hates: I should like to speak to this point. I think the committee has 
; Bought up a good suggestion for future comparison, and maybe the books of 
rown Assets Disposal Corporation could be set up on the basis that it would 
only a matter of ending a column at end of each six months or the end of 
le year so that in future these figures would be available. 

_ While I am speaking, Mr. Chairman, let me say that I think we have 
ieved what we wanted, that is to get this on the rails so that the final report 
can be made. I would just like to say, through the Chairman, that perhaps 
0 ne way of seeing these declaration forms is to have an appendix attached to 
the report, or else have a blank declaration mailed to the members of the 
“committee so that we can study it. 


The CHAIRMAN: Could you forward a blank of one of these declarations? 
We can have it appended to our proceedings and printed in today’s proceedings. 
Would that be possible, Mr. Richard? 


Mr. Ricuarp: Yes. 
_ Mr. Wincu: And a number of specimen copies of tenders. 
_ Mr. Ricwarp: Yes. 


| 
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The CHAIRMAN: This would be useful background material when we have 
our further discussion. We now come to the question raised by Mr. Winch. 
Would you be able to repeat your question? 


Mr. WincH: As a result of Mr. Richard hearing the discussion—and I appre- 
ciate his appearance here this morning—he must now have a pretty clea 
understanding of what is in the mind of the committee and why we want this 
information. Does Mr. Richard now think, as a result of this discussion 
these last forty-five minutes, that he and Mr. Henderson can now get together 
so that between them this committee can have the information desired? : 


Mr. RicHarD: Mr. Chairman, it is a matter of time and of sufficient staff 
to prepare this information. 


Mr. WINCH: Can you do it in a month? 


Mr. RICHARD: We certainly feel that Mr. Henderson and I can get together 
and prepare the information. 


Mr. WIncH: That is all we need. 


a 


Mr. HENDERSON: May I speak to that, Mr. Chairman, and say this. I think 
Mr. Richard has agreed with us right along that this job can be done the way 
you want. However, if we follow the method he described, it would not, 
the view of my officers and myself, give you the end result you want. 

Now, the real key to this is if he made available a senior man and sufficient 
staff to enable this material to be taken out of his records. If he is in the posi- 
tion to furnish me with a senior man and the necessary staff to get it rolling, 
the same way as Mr. Armstrong proposes to do on his side for the Department 
of National Defence, then we can get the thing under way. 

As for the timing, I had hoped that it could be brought to you for yo 
meeting on June 30. What do you think about that, Mr. Richard? Do you feel 
we can do it in two weeks? 


Mr. RicHarD: I am not prepared to state any period of time. 


Mr. WincuH: I think we can end it in this way. As I originally raised the 
question, I can say that we know how important all departments are. We have 
a definite understanding on how shorthanded the Auditor General’s staff is. 
I am quite certain, as a member of the defence committee, that the defence staff 
is pretty busy. However, in view of the fact that the Department of Nationa 
Defence is prepared and has agreed to allocate a senior man and staff, also 
in view of the fact that Mr. Armstrong although he is so shorthanded, as we 
have heard from the Auditor General, is prepared to do that, I am therefore 
quite confident that, despite all the problems that Mr. Richard has, he will 
find it possible to tie in with the other two departments and to make a senior 
man on his staff available. I am quite certain of this, and I have every con 
fidence in you. 


Mr. HaALes: Just so that we will not overlook the point when we come to 
make our recommendation at the close of our session, let me say that it has 
been intimated that these declarations do not all have the original cost on them. 
I would think this committee would like to make a recommendation that a 
declarations must have the original cost on them. 


Mr. WINcH: You mean on new equipment? 
Mr. Hates: Yes, on new equipment. 


Mr. WrncH: It would be impossible to have it on all of them in view 
of the hundreds of thousands of items of Crown Assets Disposal Corpora- 
tion. 

Mr. HENDERSON: May I make a further observation on that interesting 
point, Mr. Hales? I have wondered for some time, and your comment has 
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1 Teer on it, why, in the annual report of Crown Assets Disposal Corpora- 
there could not in fact be a statement with respect to government prop- 
that is being sold during the year which was declared surplus, with some 
tation of its original cost, so that from year to year you would see in the 
blished accounts of the corporation what loss has in fact been sustained 
ring that year’s operation. This may not be the end responsibility of the 
own Assets Disposal Corporation as such, but it would provide a very 
iseful disclosure of pertinent information for the government as a whole to 
he members of the house, I would think. 


Mr. PILon: You mentioned the profit and loss statement. Do you not think 
that it would be very difficult to reconcile the cost price and the residual value 
after 10 years? 


Mr. HENDERSON: I would think the statement that might be inserted in the 
ccounts would carry some descriptive breakdown indicating that aspect. 


Mr. WincH: Why there is a declared surplus of unused equipment that 
as been held for 10 or 20 years would be a phase of our investigation which 
Joes not come under Mr. Richard. 


The CHAIRMAN: Any more questions? 


Mr. REGAN: Only to comment that when this information is available from 

r, Richard we will be able to look at the original cost and what was realized 
d we might then want perhaps to ask questions about the method of sale 
d the size of lots, and so on. 


89. Release of goods under Customs Collector’s permission. Sub- 
section (1) of section 22 of the Customs Act, R.S., c.58, reads as fol- 
' lows: 


Unless the goods are to be warehoused in the manner by this 
act provided, the importer shall, at the time of entry pay down, or 
cause to be so paid, all duties upon all goods entered inwards; and 
the collector or other proper officer shall, immediately thereupon, 
grant his warrant for the unlading of such goods, and grant a per- 
mit for the conveyance of such goods further into Canada, if so re- 
quired by the importer. 


In addition, section 79 of the act reads: 


No person shall make, nor shall any officer accept, any bond, 
note or other document for the purpose of avoiding or deferring the 
actual payment of duties legally accruing on goods imported into 
Canada, or arrange for deferring payment of such duties in any way, 
unless such goods are entered for warehouse, and duly deposited 
therein according to the laws and regulations governing the ware- 
housing of such goods. 


Notwithstanding these statutory directions, it has been the practice 
of the department for many years to release perishable goods prior to 
the passing of a customs entry and payment of duty, providing the im- 
porter has posted a bond or security as a guarantee of payment of duty. 
The term “perishable goods” has gradually been extended and now 
includes a wide range of goods. 
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There seems little doubt that the practice being followed facili 
the clearing of goods through customs, and benefits both the departm 
and the importer. However, sections 22 and 79 of the act quoted above 
appear specifically to prohibit what is being done and the act should pe 
amended if the practice is to be continued. . 


Mr. HENDERSON: I am going to ask Mr. Long if he would continue bringing 
these next few paragraphs to your attention because you may recall at the last 
meeting he had already commented on several of them. wl 
Mr. G. R. Lone (Supervisor, Auditor General’s Office): Paragraph 90 deals 
- with the sale of goods unclaimed at customs. Again, this note refers to a practice 
which has undoubted merit from the revenue point of view, but nevertheless 
there should be an amendment to section 23 of the Customs Act if it is to be 
continued. The views of the members of the committee would be appreciated 
on this principle. A 

The CHAIRMAN: Is there any discussion on this point? 

Mr. Hates: I do not understand the problem. 


Mr. Lonc: When goods are unclaimed at customs the law requires that if 
they can be sold for a sufficient amount to cover the duty and any storage 
charges which have accumulated, they may be sold. If they cannot be sold for 
this amount, they must be destroyed. Sometimes the addition of storage 
charges would mean that goods would be destroyed which are worth something, 
and they could be sold, bringing revenue to Canada. The department has taken 
the practical view that as long as they get the duty, it is wise to sell rather 
than to destroy. 

Mr. Hates: Sold by auction with a reserve bid. 

Mr. Lona: I am not sure of the exact detail there, but we have never seen 
anything to indicate that the department does not follow the proper practices 
in selling. J 

Mr. Wincu: All you are asking actually, if I read it correctly, is that 
consideration be given to statutory authority being obtained on what is now 
a custom. Is that basically what it is? 

Mr. Lonc: The custom is really contrary to the wording of the act now, 
but it is a reasonable custom. 

Mr. Wrncu: Is it that the statute be changed so that they are not doing 
something illegally which is the proper thing to do? 4 

The CHAIRMAN: Thank you. Are there any further questions? 


Mr. Hates: Just before we leave this paragraph I should like to ask 
whether any of this equipment is destroyed? 


Mr. Lone: Unless the equipment can be sold for a sufficient amount to 
cover the duties and taxes it cannot be allowed to go into use in Canada and 
must be destroyed. The department has taken the view that if it recovers the. 
duties and taxes then it is good sense to do so rather than destroy the goods. 


Mr. SoutHam: Mr. Chairman, it has been pointed out that the practice 
followed in this regard does not comply with the act. If the practice followed 
satisfactory to the Auditor General, and I think most of us will agree that t! 
practice as outlined is the most practical method, then perhaps it is desirable 
recommend an amendment to the act giving legislative authority for this 
practice. 

The CHArRMAN: Thank you Mr. Southam. Your suggestion is, in view of 
what has been pointed out by Mr. Long, the consequential amendment shou 
be made making legal what is a practice. This is something perhaps we cam 
deal with when we come to the considertaion of our report. 


i 
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Mr. Scorr: I just wonder whether you can give us some idea regarding the 
amount of money involved? Is this a large item? 


Mr. Lone: The sales result in $60,000 per year revenue. 
Mr. WINCH: Have you any idea of the value of goods destroyed? 
Mr. Lone: We would not have any record in that regard. 


Mr. McMiLuan: Does the actual physical destruction of certain goods 
take place? I happen to be aware of an incident regarding a citizen of the 
United States who moved to Canada and intended to bring his car some.months 
later, but rather than pay the high duty he left the car at the customs office. 
Would that car actually be physically destroyed? 

Mr. Lona: I suppose the answer in that regard is that if the ear could 
not be sold as a usable car it would be sold to a junk dealer as scrap. It would 
have to be taken away from the customs house because it could not be left 
there. 

Mr. McMILuan: I understand it must have been sold at the customs house 


at some time because it could not be sold to a junk dealer for less than the 
cost of the storage. 


Mr. HALEs: Mr. Chairman, would it be sold through the Crown Assets 
Disposal Corporation? 


Mr. Lone: No. 

Mr. HaLEs: Does the customs department have authority to sell such an 
item? 

Mr. Lone: Yes. 


Mr. RecANn: I do not quite understand the reason for the principle that 
if an article cannot be sold for a sufficient amount to pay the duties and other 
charges it cannot be brought into the country. The original owner has forfeited 
the goods and does not receive anything from the sale, as a result of which any 
revenue realized from the sale of an article would be revenue for the depart- 
ment. Why does the amount that it is sold for necessarily have to be sufficient 
to cover the duty and charges? 


Mr. Lone: If we permitted an article to be used in Canada without having 
collected the duties applicable to such an item we may be allowing an individual 
to avoid paying the tariff on importation. 

Mr. REGAN: You certainly would not allow an importer to operate a 
profitable business in this way because he would have to forfeit the goods 
and would not then receive anything as a result of the sale. Only the customs 
department would receive anything from the sale of such an article. How do 
you dispose of these goods? I assume you sell them on tender? 

_ Mr. Lone: The original owner may well turn out to be the highest bidder 
at something less than the duty. 

Mr. TarpiF: If an article was sold for an amount greater than the charges 
against it would the importer receive the difference? 


Mr. REGAN: No. 


Mr. TarDIF: Would the total amount of the sale be confiscated by the 
rown? 
_ Mr. Lone: If the importer made such a request I understand he would 
‘eceive anything over and above the duties and charges. 


Mr. TarpiFr: Is there any possibility that an article may be sold for an 
mount greater than the duties and charges against it? Are these goods not 
yut up for sale subject to the duties and charges against them so that if anyone 
vishes to buy them that is what would have to be paid? Is that not the case? 
Mr. Lone: The goods are sold by tender. 
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Mr. Wincu: Are the goods sold on tender or auction? : 
Mr. Lone: They are sold by auction and could be sold for more than the 


duties and charges. ea 
Mr. Tarpvir: I take it a reserve bid is placed on the articles? 4 
Mr. Lone: The amount of duties and taxes must be recovered. a 
Mr. Scorr: The chance that an article will be sold for more than the duties 
and taxes is almost nonexistent when you only list against the article the 
charges of storage and taxes, is that right? i 
Mr. Lonc: When these articles are being sold at an auction the price offered 
depends on the individuals buying and how interested those individuals are im 
acquiring the articles. f 
The CHAIRMAN: Are we now satisfied with that item? Shall we move now 
to paragraph 91? q 
Mr. CarpirF: I think this material should be sold by public auctiot 
rather than sold to any particular group of dealers. I think the articles should 
be advertised for sale so that if someone desires to purchase the article as ai 


individual he has an opportunity of doing so. I do not think the sale should be 


confined to a certain group of dealers, but rather they should be sold to th 
general public in order that the department can recover the greatest amo Mn 
possible. q 

Mr. McMituan: Are these sales well advertised? I realize there are 
number of sales which take place in the Niagara Falls area but I have not see 
advertisements in regard to these sales appearing in the local newspapers. - 


Mr. Lonc: I think the sales are advertised locally only. ; 


Mr. Hates: I suggest that a member of our committee, Dr. McMillan, go 
the next auction and report back to this committee in respect of the bargain 
available. q 

The CHAIRMAN: I do not know whether we have any funds to autho rize 
him to bid for us. P| 

Mr. REGAN: I do not favour the idea that these articles should be destroye 
if any revenue can be realized from them. I assume that most of the goo 
involved are goods brought into Canada from the United States and seized % 
the border. Is there any procedure in existence whereby, if an article is 
such a nature that you cannot realize the cost of the duties and taxes throu 
a sale in Canada, they can be disposed of in the country of origin such as 
the United States? . 

Mr. HENDERSON: The fact is that the goods at that point have been I 
at the customs house and are unclaimed, and the customs department is j 
terested in those goods to the extent of the unpaid charges and duties. T 
officers make the best deal they can, and will not permit these goods to come 
into Canada through the normal channels. They will not allow a car, 1 
example, to travel on Canadian highways. 

Mr. Lone: I think you must remember that these things will not bi 
abandoned if there is any possibility of receiving very much for them. I] 
not think there is very much value to the Canadian taxpayer involved. 


Mr. HENDERSON: We have no criticism of the department’s handling 
this situation but merely of the rigidity of section 23 of the act which, as Mi 
Winch has suggested, might well be amended, or considered for amendmen 
at the first opportunity. I gather that is the consensus of the committee. 


The CHAIRMAN: May we now move to paragraph 91? 
91. Duties and taxes on surplus United States government prope 


sold in Canada. By international agreement United States gover 
property located in Canada which becomes surplus to requirement 


f 


i 


i( 


é 
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disposed of by Crown Assets Disposal Corporation on behalf of the 
United States government. Much of this property came into Canada 
without payment of duties or taxes and therefore becomes subject to 
the applicable duties and taxes when sold in Canada. Because of the 
great variety of goods and materials, frequently located in remote areas, 
it is considered administratively impracticable to apply the customs 
tariff and the normal customs appraisal procedures to these sales. The 
Department of National Revenue accordingly annually establishes a 
composite rate (currently 15.25 per cent) which is applied to the pro- 
ceeds of all sales of the United States government property by Crown 
Assets Disposal Corporation, the rate being based on the average rate 
of duty on all imports from the United States for the last completed 
year for which statistics are available. 

The practice being followed seems to be a practical way to meet the 
problem but, as there is no statutory authority for the establishment 
of such a composite rate, even with the approval of the Governor in 
- Council, authority should be provided by Parliament if the practice is 
to be continued. 


Mr. Lone: Paragraph 91 deals with the collection of duties and taxes on 
' surplus United States government property sold in Canada. 

| The practice described in the audit appears to be a practical way to meet 
_ the problem but as there is no statutory authority for the establishment of the 
' composite rate referred to, even with the approval of the governor in council, 
_ authority should be provided by parliament if the practice is to be continued. 
: Here again comments of the members of this committee would be ap- 
‘| preciated. 


Mr. WINCH: I gather the situation in respect of this paragraph is exactly 
_ the same as that in respect of the previous paragraph. The practice followed 
_ is the correct one but it has no statutory authority. 

fe Mr. HENDERSON: That is precisely the situation. 


\ Mr. WINCH: Perhaps we should make some recommendation in this regard 
‘as in the case of the previous paragraph. 


Ha 


Mr. Scott: This is the second indication we have had that a practice is 
being followed by a department for which there is no statutory authority. Now 
‘does this situation occur? Do the officials in these departments just make up 
their own rules for dealing with these situations and then after the rule be- 
comes the practice do they come to us for legislative authority? Is any attempt 
/made to find out in advance whether there is any legality for a specific 
' method? 

bs Mr. Lone: I think the answer to your question probably is that some 
of these sections in the customs act are very old. This particular situation only. 
-arose when the United States government closed bases in Canada and the 
Crown Assets Disposal Corporation disposed of the material for the United 
| States government. Who is to go and assess the customs duties on hundreds of 
thousands of dollars worth of material and equipment which is United States 
owned and has been brought into Canada without being subject to duties and 
taxes? 


Mr. Scott: I am not being critical at this time but, as you have suggested, 
this is the practical method to be adopted and I am curious to know how long 
this situation has existed. 


| Mr. Lone: I assume this situation has existed since this section of the act 
was last considered by parliament. 


le Mr. HENDERSON: We have had some correspondence, Mr. Scott, with the 
| 
| 


deputy minister regarding this practice, and you might well be interested in 
2096223 
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some of the observations he made at that time. He pointed out that a great 
variety of goods did naturally involve this type of disposal and that it is 
practically impossible to appraise these goods in the normal way. To ac-— 
complish this he felt would involve a great expenditure of money which in 
his opinion would constitute a waste of public funds. Accordingly he felt 
that his department had exercised common sense, which indeed they have, in ~ 
establishing this composite rate representing duties and taxes, notwithstanding © 
the regulations of the customs act on duties. Accordingly you might feel — 
that this is another case where parliament might want to consider an amend-_ 
ment to the customs act in order to give statutory authority to the practice. — 

Mr. SoutHAM: As I understand it, Mr. Chairman, this is a comparatively 
new practice, and up until this time the officials have not had any pattern to | 
follow. I think Mr. Henderson is quite right, that for our own sake and for 
the sake of the department, as well as everyone else, something specific should — 
be established in the act to cover this situation so that this composite rate of 
fifteen and one quarter per cent which is practical is included in an amendment 
to the act. 

Mr. HENDERSON: If that would commend itself to the members of this 
committee it might be the subject for your recommendation. 7 

Mr. SoutHam: It certainly commends itself to me, Mr. Chairman. Mr. 
Henderson certainly seems to be agreeable to this suggestion. Has the deputy 
minister indicated his feelings regarding this method being a practical or 
appropriate one to adopt? 

Mr. HENDERSON: We feel this would be a practical way of meeting the 
problem. You might feel that you should invite the deputy minister of customs > 
and excise as a witness. I may say that the next point Mr. Long will deal 
with falls in the same class and you may wish to reserve your view until we 
have heard what he has to say about that paragraph. 

Mr. Scott: I do not feel strongly enough to make an issue about this situa- 
tion because in the cases with which we have dealt the practice appears to be 
the practical one. There is a great danger involved in allowing departments 
to make rules in the first instance and then come to parliament for legislative 
authority. I feel that the legislative authority should precede the practice, and 
if changes in the statutes are needed to provide legislative authority for gov- 
ernment departments’ actions it seems to me that the logical way of proceeding 
is to grant that authority before the action is taken. The cases with which we 
have been dealing are not serious but if we endorse such a procedure I think 
we leave ourselves open to serious criticism as a result of certain unauthorized 
practices adopted in the future. I feel that at some stage we should make our 
feelings known in this regard. 

The CHAIRMAN: Mr. Scott, I suppose in some cases the officials of the 
departments who depart from the authorized practice are not aware of the 
situation until the Auditor General and his officials make an examination and 
bring it to light. 

Mr. Scortr: I have sufficient confidence in the ability of the officials to 
suspect that they know whether or not they have authority or not. 

The CHAIRMAN: I was not apologizing for them. 

Can we proceed to paragraph 92? 

Mr. HENDERSON: Mr. Chairman, I have referred to these situations for ex- 
actly that reason, because it is my duty to do so. 

Mr. CAmeERon (High Park): What has the deputy minister said in respect 


of an amendment to change the situation? Is the deputy minister prepared to 
recommend to his minister that such an amendment be made, or is there any 


argument in this respect. 
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Mr. HENDERSON: I believe the deputy minister has the matter under con- 


_ sideration with his minister. We have had certain correspondence with him in 


this regard over the past several years. I do not have any progress to report 
at the moment. 

Mr. McMILLAN: Does the 15 per cent composite rate apply to the depreciated 
or appraisal value? 


Mr. Lone: That per cent would apply to the sale price. These articles again 
are sold by tender. 


Mr. McMiuuan: I see. 
Mr. Lone: The price would be considered as including all customs duties. 


It would not be practical to do this in any other way. The Canadian government 
receives 15.25 per cent of the sale price. 


Mr. HENDERSON: You might be interested in the deputy minister’s comments 
to me on this particular subject as they appear in a letter dated October i3; 


1960 in which he replied to me about this composite rate. Quoting from that 


letter the deputy minister states: 


As previously indicated, this is a rather abnormal situation, and 
it may well be that an amendment to the customs tariff could be given 
study to take care of any doubt that may exist as to authority for the 
_procedure. 

Amendments to the customs tariff, as you are aware, are only con- 
sidered on the recommendation of the Minister of Finance and, in the 
circumstances I am bringing our correspondence to the attention of the 
deputy minister of that department for such consideration as he may feel 
can be given this suggestion. 


I believe that is the last word we have had on the matter, Mr. Chair- 
man. 
The CHAIRMAN: We are now on paragraph 92, which reads: 


92. Determination of “sale price” for sales tax purposes. In paragraph 
59 of the 1960 report, reference was made to the requirement of section 
30 of the Excise Tax Act that sales tax be calculated on the “‘sale price” 
of goods produced or imported into Canada, with certain stated ex- 
emptions, and it was noted that for some classes of goods sold under 
certain circumstances to other than wholesalers, the Department of Na- 
tional Revenue had authorized the manufacturers, by regulation, to com- 
pute the sales tax on less than the actual sale price. We expressed the 
opinion that specific authority by parliament is required if the tax is to 
be computed on less than the sale price of the goods. 

The public accounts committee considered the matter during its 
sittings in 1961 and included in its fifth report of that year (paragraph 
56) the recommendation ‘that the existing method of valuation be 
provided with statutory sanction’’. 

No action has yet been taken to provide the statutory authority thus 
recommended. However, the royal commission on taxation established on 
September 25, 1962 has terms of reference sufficiently broad to permit 
consideration of this matter. 


Mr. Lone: Paragraph 92 deals with the determination of sale price for 
sales tax purposes. This matter was referred to on November 15, 1963, when the 


committee considered my follow-up report on the committee’s 1961 report to 
the House of Commons. 


It will be noted that the public accounts committee went on record in 


| 1961 that they believed the existing method of valuation should be provided 
_ with statutory sanction. However, no action has been taken yet to provide 
such statutory authority. 
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It may be of interest to the members to know that this recommendation 
was made in 1955 by the special sales tax committee appointed in that year 
under the chairmanship of Mr. Kenneth Le M. Carter, F.C.A., to review and 
advise upon certain technical questions relating to the administration of sales 
tax. In their report dated January 12, 1956, the committee stated: : 


The act does not appear to authorize the minister to vary actual 
selling prices or to impute wholesale prices where they do not exist 


With respect to this, the committee recommended that the existing scheme 
of valuation be continued for the present with statutory sanction. — q 

It is stated in the note that the audit office is of the opinion that the royal 
commission on taxation established on September 25, 1962 has terms of 
reference sufficiently broad to permit consideration of this matter. The deputy 
minister of customs and excise has also expressed the view that he believes 
this to be under consideration by the royal commission on taxation. 

Mr. WincH: I am most interested in this paragraph 92 and I think that 
what I have in mind will come under here. I would like to request that 
paragraph 92 either stand, or that it be determined now that we shall have 
before us the deputy minister responsible for the administration of the sales 
tax. I say that, sir, because I have now completed what I think is about one 
year’s study of certain angles of this determination of sale price for sales tax 
purposes, and I deem it of such importance that I would like to have the 
committee give a most thorough examination to this, because I think I ar 
sufficiently prepared to be able to prove that for 40 years the department has 
been following a practice which not only is not permitted by the act on sales 
tax but that there are two court decisions that it was illegal, and yet the 
practice is still continuing. I think it is in line with what was mentioned by 
Mr. Regan a few moments ago. This is a matter of a very serious nature and 
this is the only place in which I can raise it. I would like therefore to give 
notice that I would like the permission of the committee to go into this 
matter in a great deal of detail at some future meeting. : 

The CHAIRMAN: I may say that when we considered it in the follow-ug 
report last year, we did not complete our study then because we did think 
we would have the deputy minister of national revenue before us, but unfor- 
tunately time did not permit it. 

Mr. Wincu: As it is a most complex matter, it has taken me over 
months to study it, perhaps I should get in touch with the Auditor General 
so he can get a clear idea of what I have in mind. 

Mr. HENDERSON: That would be most helpful. I might add that while ou 
comment here indicated that it was thought the royal commission on ta € 
tion, of which incidentally the same Mr. Carter is the chairman, had had this 
matter under consideration, it is my understanding at the present time that 
this is not being considered by the royal commission. 4 

Mr. Wincu: I do not want to go into it now but I want to make it clear 
so that there will be no misunderstanding, that I am in agreement with wha 
the department has been doing, but when they have been doing somethin; 
without the authority of parliament and have been doing it for over 40 years 
although there are two court decisions against it, then I think it is a matte 
for the public accounts committee to go into in detail. - 

The CHAIRMAN: Mr. Winch has suggested that this matter might stan 
until we have the opportunity to discuss it with the deputy minister of natione 
revenue. That would be the appropriate department, would it not? 

Mr. HENDERSON: Yes, the customs and excise division. ; 

Mr. Scott: Who did you want to have called, the head of the custon 
and excise division? a 
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Mr. WINCH: Whoever is in charge of doing something on the federal sales 
tax when the law says it cannot be done and two courts say it cannot be done 
and they are still doing it. 


Ion 
& The CHAIRMAN: We will see that it is placed before the Department of 
National Revenue. 


ey) 


Mr. WINCH: I think the practice is right but let us get the authority of 
parliament for doing it. 


The CHAIRMAN: Is it agreed that we stand it under those conditions? 
2a We will now go on to paragraph 93. It reads: 
93. Reporting of remissions. Section 22 of the Financial Administra- 
tion Act empowers the governor in council, on the recommendation of 
the treasury board, ‘“‘whenever he considers it in the public interest’’, to 
remit any ‘‘tax, fee or penalty”, and further provides, in subsection (8) 
that: 
A statement of each remission of one thousand dollars or more 
granted under this section shall be reported to the House of Com- 
mons in the public accounts. 


b Ay! Since this act came into force in 1952 it has been the practice to report 
: remissions with an annual total of $1,000 or more in the form of a list- 
ing of names of recipients and annual amounts in the public accounts. 
This is a continuation.of the practice previously followed by the Auditor 
General pursuant to the requirement contained in the Consolidated Rev- 
he enue and Audit Act, 1931, that “the Auditor General shall call at- 
bbs tention to every case in which. ..a refund or remission of any tax, duty 
; or toll has been made on the authority of any act of parliament’. 


This was used as a precedent but we believe that subsection (8) of 
section 22 of the Financial Administration Act, quoted above, in calling for 
“a statement of each remission” (a “statement” was not called for by the 
earlier act) contemplates the inclusion of a comment giving the particu- 
lars with respect to each remission—as is presently done in the cases of 

_ remissions to charitable, educational or other non-profit organizations. 
Hee We feel that explanatory statements are essential if parliament is to have 
i) a clear understanding of the nature of the remissions. 


An illustration of the inadequacy of the present method of listing re- 
missions is given in the following paragraph. 


_ Mr. Lone: Paragraph 93 deals with reporting of remissions. This note in 
1962 expressed our view that explanatory statements, called for by subsection 
1 (8) of section 22 of the Financial Administration Act should be provided in 
‘the public accounts of Canada with respect to each remission in excess of 
$1,000 granted during the fiscal year. This is essential if parliament is to have a 
clear understanding of the nature of remissions. As I mentioned at the time 
‘we were considering the follow-up report, we were pleased to say in our 1963 
‘report under paragraph 75 that the Department of National Revenue took note 
‘of this observation in the 1962 report and accordingly reported remissions 
granted in 1962-63 in greater detail than in previous years, along with expla- 
nations enabling the reader to determine the manner in which the remission 
‘prerogative was exercised. 


hie Mr. HENDERSON: This was a case where the recommendation contained in 
my report was in fact adopted the following year, and I was happy to tell you 
f this at the time we considered the follow-up report. Presumably, you would 
t wish to spend any time on this. 
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to paragraph 94, as follows. 
94. Remission of sales tax on oleomargarine. At the time of the nego- 

tiations leading up to the entry of Newfoundland into confederation in 

1949, the following undertaking was given to the Newfoundland dele- 
gation with respect to sales tax on oleomargarine: 4 

The Canadian government will be prepared to submit to parlia- 

ment legislation designed to exempt oleomargarine sold in New- 
foundland from the federal sales tax in the same manner as basic 

foodstuffs in other parts of Canada. 


There has been no such legislation but the governor in council, on the 
recommendation of the treasury board, has followed the practice of re- 
mitting, under the authority provided by section 22 of the Financial Ad 
ministration Act, the sales tax on all oleomargarine sold in the prov- 
ince of Newfoundland. 1 

The remissions thus granted, when in excess of $1,000 in a year for 
each manufacturer, are included in the public accounts’ listing of re- 
missions (public accounts, Volume II, section 37), referred to in the 
preceding paragraph, under the names of the manufacturers concerned, 
but there are no statements to indicate that the remissions are in respect 
of tax on sales of oleomargarine in Newfoundland. In other words, 
there is no indication that the discretionary authority provided the ex- 
ecutive by the section referred to above has been used to render a tax, 
applicable elsewhere in Canada, completely inoperative in one province 


Mr. Lone: Paragraph 94 deals with remission of sales tax on oleomargarine. 
The details given here respecting this particular remission, pointed up the 
inadequacy of the old method of showing remissions in the public accounts. 

However, there is a further point suggested by our note here and that is 
the question of rendering a tax, applicable eleswhere in Canada, completely 
inoperative in one province, a subject members of the committee might care to 
discuss. 

The CHAIRMAN: Is there any discussion on this? 

Mr. Scott: How can they do this? 

Mr. CAMERON (High Park): They made the improvement in this particu- 
lar remission so as to give us more details. 

Mr. HENDERSON: Yes. It is disclosed this year; you can see in the public 
accounts what is taking place, but at the time this particular note went into 
our 1962 report we were arguing the case for that disclosure, and this was a 
good example of the sort of thing which would be brought to light. 

Mr. Scort: It seems to me that this is a case where a discretionary 
authority has been used in a legislative sense. Discretionary authority is now 
being exercised in effect in a legislative capacity. What they neglected or de- 
clined to do by legislation they mean to do by discretionary authority. This 
again is a dangerous principle to which to accede to, and perhaps the committee 
should consider making a pretty strong recommendation that they change the 
legislation or desist from what I think is a misuse of the discretionary power. 


Mr. RYAN: Certainly the undertaking has not been carried out to sub 
parliament with appropriate legislation. 


Mr. Scott: I cannot understand why. 
The CHAIRMAN: Is there any further discussion on this? 


Mr. HALES: Maybe we would include this with the other recommendation 
under the principle which Mr. Scott has been speaking about. 


ms 29 
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The CHAIRMAN: This is a good idea. 


Mr. Lone: There is a little complication here and I am not sure that mem- 
bers are aware of it. At the time this undertaking was made we did not have 
margarine in Canada, but we now have it and it is subject to a sales tax, so there 
undoubtedly is a problem there. It is being remitted on all the Margarine sold. 

Mr. Ryan: It is a 15 year old undertaking. 

The CHAIRMAN: We are now on paragraph 95, which reads: 

95. Access to taxation collection files refused. In December 1961 the 
treasury board approved the withholding of amounts payable to three 
taxpayers to be applied towards reduction of their indebtedness to the 
crown with respect to income tax for the years 1954 to 1960. As such a 
step indicated a failure of normal collection procedure, we requested the 
relative head office collection files for audit examination. On the instruc- 
tions of the Minister of National Revenue these files were not made 
available to us by the taxation division and we were informed that the 
minister intended seeking the opinion of the Department of Justice 
with respect to our right of access to such files. Up to the date of this 
report we have not been advised regarding any such opinion although we 
directed enquiries to the taxation division on two subsequent occasions. 

Our request for access to the files in question was based upon section 

66 of the Financial Administration Act, subsection (1) of which reads as 
follows: 

Notwithstanding any act, the Auditor General is entitled to free 
access at all convenient times to all files, documents and other 
records relating to the accounts of every department, and he is also 
entitled to require and receive from members of the public service 
such information, reports and explanations as he may deem necessary 
for the proper performance of his duties. 


In paragraph 7 of this report, reference is made to the statutory 
responsibility resting on the Auditor General to ascertain that “all pub- 
lic money has been fully accounted for, and the rules and procedures 
applied are sufficient to secure an effective check on the assessment, col- 
lection and proper allocation of the revenue”. It is for this reason that 
examination of collection files is an integral part of our audit in any 
department whose operations result in moneys accruing to the crown. 


Mr. Lone: Paragraph 95 deals with access to taxation collection files 
refused. The subject matter of this note was discussed by the committee in 
February, 1963 and dealt with by the committee in its final report to the house 
on February 5, 1963 when the files in question were made available to the 
Auditor General. 

Mr. HENDERSON: There is no point in discussing this one. 

The CHAIRMAN: We are now on paragraph 96. 

96. Questionable charge to Vote 306. This vote, which provided 
funds for the national museum of Canada, was charged with an outlay 
of $5,000 in connection with a preliminary investigation into proposed 
archaeological work associated with the salvage program being carried 
out under UNESCO leadership, for the preservation of artistic and his- 

| torical treasures in that part of Egyptian and Sudanese Nubia which 
will be flooded by the lake formed by construction of the High Aswan 
dam. Canada’s proposed contribution would be an expedition, sponsored 
by the national museum and a Canadian university, to search for relics 
of prehistoric man in the area. 
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As the duties, powers and function listed in the ‘Department of 
Northern Affairs and National Resources Act, 1953-54, c. 4, restrict work 
in the archeological field to Canada, the regularity of the charge made 
to Vote 306, in connection with the Nubian salvage program, seems 


questionable. 


Mr. HENDERSON: Paragraph 96, Mr. Chairman, is a case where the Depart- 
ment of Northern Affairs and National Resources, under their act which restricts | 
work in the archaeological field to Canada, was extended to take care of an out-— 
lay of $5,000 paid in connection with work in Egypt. Vote 120A of the supple-— 
mentary estimates for 1962-63 extended the purposes of the national museum — 
appropriation for that year to include payments with the approval of the gover- 
nor in council in respect of archaeological investigation in Egypt in connection 
with Canada’s participation with UNESCO in preserving Nubian antiquites. — 
You will appreciate it is my responsibility to report cases of this type to you, 
although the amount in this instance was not large. ; 

The CHAIRMAN: Are there any questions on this? 

Mr. Tarpir: Do they specify at what time they want to go on this expedi- — 
tion? I presume it is during the holiday season. 

Mr. HENDERSON: I do not think I have that record, but I think it was a 
contribution towards UNESCO’s team. Whether it was during the holiday > 
season, I do not know. 

The CHAIRMAN: As long as it was not in the parliament recess for the yea 
1964. Are there any further questions? 4 

Gentlemen, it is now 11 o’clock, which is the witching hour we fixed upon 
for our adjournment. The meeting is adjourned until 9:30 a.m. on Tuesday. 


a a Wy saath A iP 
each. 
iat a 
! HOUSE OF COMMONS 

a fp yay. Oe Deh Ress Cnc 

“/ i ie E : 
si) -Session—Twenty-Sixth Parliament 
Tareas i i ; Min, 

; oe | 1964 


- 


ON 


Chairman: Mr. G. W. BALDWIN 


No. 6 


TUESDAY, JUNE 16, 1964 


WITNESS: 


ROGER DUHAMEL, F.R.S.C. 
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY 
: OTTAWA, 1964 


STANDING COMMITTEE 


PUBLIC ACCOUNTS 


: MINUTES OF PROCEEDINGS AND EVIDENCE 


Public Accounts, Volumes I, II and III (1962) 


Dort of the Auditor General to the House of Commons—1962 


Mr. A. M. Henderson, Auditor General of Canada 


STANDING COMMITTEE ON PUBLIC ACCOUNTS 


Chairman: Mr. G. W. Baldwin 
Vice-Chairman: Mr. P. Tardif 
and Messrs. 


Grafftey, Rinfret, 
Gray, Rochon, 
Hales, Rock, 
Harkness, Rondeau, 
n Lessard (Saint-Henri), Ryan, 
tie “Cowichan-The Islands), Loiselle, Scott, 
ewe cardiff, Mandziuk, Skoreyko, 
i Chap lin, McLean (Charlotte), Smith, 
eas (Chicoutimi), McMillan, Southam, 
McNulty, Stefanson, 
Muir (Lisgar), Tucker, 
O’Keefe, Valade, 
Ri’ Pigeon, Wahn, 
a Bruces, Pilon, Whelan, 
ua ‘Francis, Regan, Winch—50. 
_ Frenette, Richard, 
a eee, Ricard, 


M. Slack, 
Clerk of the Committee. 


MINUTES OF PROCEEDINGS 


TurEspay, June 16, 1964 


(7) 


Ch airman, Mr. G. W. Baldwin, presided. 

Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Cété 
icoutimi), Fane, Forbes, Hales, Harkness, Lessard (Saint-Henvri), Loiselle, 

Lean (Charlotte), McMillan, Pilon, Ricard, Rinfret, Rock, Southam, Stefan- 

, Tardif, Wahn, Winch (21). 


_ In attendance: Mr. A. M. Henderson, Auditor General of Canada, and 


Messrs. Long, Laroche, Crowley, Chapman, Millar, Douglas and Smith of the 
ditor General’s office. 


_ The Committee resumed its consideration of the Auditor General’s Report 
for the year ended March 31, 1962. 


Mr. Henderson reviewed paragraphs 97 to 140 inclusive, including the 
mary of Assets and Liabilities, and was questioned thereon, assisted by 
ssrs. Smith and Long. 


- Paragraph 98 was allowed to stand on the suggestion of Mr. Hales. 


On paragraph 103, War Veterans Allowances, Mr. Baldwin referred to a 
sr he received from Mr. W. T. Cromb, Chairman of the War Veterans 
wance Board, dated November 27, 1963. The Chairman suggested Mr. 
mb be called later when this item will be considered during the review of 
1963 report of the Auditor General. 


pit was agreed to defer consideration of paragraphs 101, 103, 106, 107, 108 
d 114 until the Committee reviewed the 1963 Report of the Auditor General. 


f On paragraph 115, Non-productive payments, the Chairman suggested that 
. Steering Committee study this matter to determine the witnesses to be 
od to elaborate on these payments. 


The questioning of Mr. Henderson still continuing, at 10.55 a.m., the Com- 
ee adjourned until 9.30 a.m. on Thursday, June 18, 1964. 


M. Slack, 
Clerk of the Committee. 
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EVIDENCE 


TUESDAY, June 16, 1964. 


__ The CHAIRMAN: Gentlemen, I see a quorum. We will now come to order and 
tinue our deliberations. I believe we adjourned our last meeting after 
ing considered paragraph 96 of the 1962 Auditor General’s report. We 
1 now proceed with our consideration of paragraph 97, but before doing so 
should like to mention the fact that I have a number of declarations and 
orts that Mr. Richard, president of Crown Assets Disposal Corporation, 
he would make available to us. I am going to ask that these be distributed 
he members of this committee and that we have one of each printed as 
appendix to our Minutes of Proceedings and Evidence. These will be 
ributed to you in order that you will have a copy in your files for examina- 


ee Mr. Henderson we will now consider paragraph 97. 


E 97. Rural mail boxes. For many years the post office department 
has provided mail boxes to its rural patrons at a price of four dollars 
each. The cost of manufacture and distribution of these mail boxes has 
steadily increased, with the result that the department now absorbs a 
considerable loss on each box sold. The cost of manufacture, which 
_ was $2.85 in 1950, had increased to $5.21 by 1961, and the addition of 
shipping, handling, storage and distribution charges would bring the total 
unit cost to approximately $7.50. In 1961-62, 18,310 mail boxes were 
sold, resulting in a loss to the department of approximately $64,000. 


Mr. A. M. HENDERSON (Auditor General): Continuing with the report, 
Mr. Chairman, we come next to paragraph 97 appearing on page 43 of the 
62 report. The subject matter of this note shows that rural mail boxes 
ich were being sold by the Post Office Department for $4 each were 
point of fact costing something in the order of $7.50 to have manufactured. 
uld mention, however, that this situation has since been effectively dealt 
| by the Post Office Department itself because on April 1 of this year it quit 
business of having these rural mail boxes manufactured and distributed. 

It may be of interest to the members of this committee to know that 
ail stores are currently retailing these mail boxes at more than twice the 
ce formerly charged by the Post Office Department and, therefore, the 
s to which I refer will not occur in future. 


Mr. Forbes: This is another indication of the farmers being treated badly 


_ The CHAIRMAN: This subsidy has been discontinued. 


_ Mr. Forses: If the farmers are not caught on income tax they are caught 
spect of mail boxes. . 

L The CHAIRMAN: This paragraph has been disposed of now. 

_ We shall now consider paragraph 98. 

a 98. Departmental publication printed without requisite treasury 
_ board authority. An Executive directive issued in 1951 permits the queen’s 
printer to accept requisitions for printing publications estimated to cost 
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in excess of $5,000 only when such requisitions have been approved by 
the treasury board either specifically or as part of a publications pro- 
gram. a 

In accordance with the foregoing requirement, treasury board 
authority was sought in April 1961 for the printing of 3,000 copies, to 
be sold at $5 per copy, of a publication entiled “Langage et Traduction” 
at an estimated cost of $8,000. The publication was to consist of a 
compilation of notes on translation prepared by a senior officer of the 
Bureau for Translations of the Department of the Secretary of State 
The treasury board did not approve of the proposal, concluding that it 
was not in the public interest to expend crown funds on a publication 
of this nature. 7 

Despite this injunction, however, the Department of Public Printing 
and Stationery proceeded to print 800 copies of the publication at a cost 
which, for the reduced quantity, was expected to approximate $4,000 
but which, in fact, reached $7,000. As the $5,000 limit had been exceeded 
it was necessary to obtain ex post facto authority from treasury board 
for the printing of the publication and this was given on March 29, 1962. 


Mr. HENDERSON: My comments appearing in paragraph 98 explain the 
circumstances under which the queen’s printer proceeded with the production 
of a publication notwithstanding the treasury board’s ruling that it was in 
the public interest to spend public funds on a publication of this nature. £ 
it turned out when we checked the outcome of this matter last December the 
demand was such that 4,800 copies were printed at a cost of $14,036 while 
sales of only 2,900 copies to that date had realized $15,800. I do not know 
whether or not any of the members have questions in respect of this item 
but it does point out the unrealistic nature of transactions of this type. 

Mr. Hautes: Mr. Chairman, I wonder whether we could leave paragraph 
98 open for further discussion as I should like to ask several questions at 
later time. I am not prepared to do so this morning. 

The CHAIRMAN: I do not think there will be any objection to that sug 
gestion, Mr. Hales. 

We will now consider paragraph 99. 


99. Payment of maintenance expenses of Civil Service Recreational 
Association Centre. The policy that grants or other forms of financial 
assistance to non-governmental organizations are made only fro 
parliamentary appropriations specifically provided or clearly intended 
for such purposes is one of long standing. Attention is therefore drawn 
to the following instance where the Department of Public Works ex- 
tended financial assistance to the Civil Service Recreational Association 
of Ottawa although neither the text of the vote involved nor the related 
details of services contained any reference to the assistance. 

The association, which was incorporated in 1941 for the purpose of 
providing athletic and other recreational facilities for its membership, 
constructed a centre, which was opened officially in October 1959 and 
acts as the operating hub of its activities. In February 1961 the Depa = 
ment of Public Works was authorized by the treasury board to assume 
the cost of maintenance of the centre, effective April 1, 1961, and 
during the ensuing year costs of approximately $25,000 were incurred 
for lighting, heating, water, snow removal, and repairs and upkeep, and 
charged to the appropriation for “Maintenance and Operation of Public 
Buildings and Grounds” (Vote 344). 
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Mr. HENDERSON: As the note says, this involved financial assistance provided 
_ to a non-government organization without specific provision being made for 
- such assistance in the appropriation involved. That is to say Vote 344 entitled 
- “Maintenance and Operation of Public Buildings and Grounds” did not provide 
specifically for this assistance. In my 1963 report under paragraph 79 at 
_ page 49, I refer to this same situation and perhaps we should dispose of that 
paragraph at the same time, Mr. Chairman. 


The CHAIRMAN: Yes. Paragraph 79 follows: 


79. Payment of maintenance expenses of Civil Service Recreational 
Association Centre. In last year’s report (paragraph 99) attention was 
drawn to financial assistance of approximately $25,000 extended in the 
form of maintenance services rendered by the Department of Public 
Works to the recreational centre operated by the Civil Service Recrea- 
tional Association, a privately managed staff organization at Ottawa, 
which provides athletic and other recreational facilities for its member- 
ship. The assistance was given with the concurrence of the treasury 
board, although neither the text of the appropriation involved nor the 
related details of services contained any reference to the assistance. It 
was pointed out last year that this was contrary to the long-standing 
policy that grants or other forms of financial assistance to non-govern- 

mental organizations are made only from parliamentary appropriations 

specifically provided or clearly intended for such purpose. 

£ During the year under review the public works appropriation for 
“Maintenance and Operation of Public Buildings and Grounds” (Vote 75) 
was charged with costs of approximately $31,600 in respect of lighting, 
heating, water, and repairs and upkeep in connection with the centre, 
while the appropriation for “Improvements Generally” (Vote 70) was 
used to meet the cost of $1,345 incurred for grounds maintenance. In 
neither instance did the text of the appropriation nor the associated 
details of services refer to the assistance to be thus provided. 


oe Mr. HENDERSON: In that paragraph I draw attention again to the continua- 
_ tion of this practice, the amount for the 1962-63 year being approximately 
_ $33,000. The vote text for the corresponding appropriation for the 1963-64 
_ fiscal year was extended through the medium of an item in the supplementary 
_ estimates, to provide for the maintenance and operation of public buildings and 
grounds, to extend the purposes of Vote 75 of the main estimates for 1963-64 
_ to include the W. Clifford Clark Memorial Centre in Ottawa. Specific provision 
for the same purpose is contained in the 1964-65 appropriations (Vote 5). 


The CHAIRMAN: Are there any questions in respect of this particular item? 


Mr. HaLes: There is apparently no ceiling on the amount of money given 
_ for this purpose. The item just states that it is for the operation and main- 
_ tenance of public buildings and grounds but does not refer to a ceiling. 


Mr. HENDERSON: Until this comment appeared in the report there was 
no indication in the vote wording to the effect that it was planned to include 
this non-government assistance. This is a non-government organization which 
charges fees for membership. However, in 1963-64 the words I have referred 

_ to were added to include the W. Clifford Clark Memorial Centre in Ottawa. 
The cost of the work that is done here will presumably vary within certain 
ranges. The amount was $25,000 in 1961 and has gone up now to $33,000. What 
is the nature of the work done in this regard, Mr. Smith? Does it not include 
maintenance of the grounds? 


Mr. D. A. SmitH (Supervisor—Auditor General’s Branch): This item . 
_felates to the provision of heating, lighting and power but not to cleaning, 
and to the maintenance of the grounds and general repair work inside the 
centre. 


é- 
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Mr. ForsEs: Who owns this building? 


Association. A 
Mr. Forses: Why does that association receive a grant of $25,000 for 
maintenance? This is a private building for recreational purposes and I do 
not understand why the government is subsidizing that association to the © 
extent of $25,000. I think this situation is worse than that in respect of the — 
mail boxes. a 
Mr. HENDERSON: This was one of the points that I raised. I have here the © 
annual report of the association for the year 1961-62 which shows that the © 
operating profit for that year was $15,856 without presumably including the © 
things paid for by the government. The association charges fees for member- — 
ship and according to their certified accounts for that year their income from — 
membership fees, cafeterias, canteens and so forth exceeded their expenditures © 
by $15,856. 
Mr. WauN: Mr. Chairman, I should like to point out that the situation 
has not been improving and in view of the fact that centre is not publicly q 
owned the addition of the words which the Auditor General mentioned will — 
not improve the situation either. As I understand the situation the vote is” 
for the maintenance and operation of public buildings and grounds and a 
building owned by a private recreational association certainly cannot be con- 
sidered to be publicly owned. , 
Mr. HENDERSON: By the addition of the words I have quoted to the text 
of the vote parliament will be advised of the nature of the buildings that are 
going to be included and consequently approval might then be said to cover ; 
the cost of the upkeep of this particular building. : 
Mr. Waun: I think the wording is misleading because it perhaps suggests - 
that the building is publicly owned whereas in fact it is privately owned. : 

Mr. HENDERSON: Yes. I think you have made a good point. 

The CHAIRMAN: Perhaps I could interject at this moment for the purpose > 
of advising those members of this committee who have just arrived that we 
are now dealing with paragraph 99 of the 1962 Auditor General’s report, asa 
well as paragraph 79 covering the same item as it appears in the 1963 Auditor 
General’s report. 

Mr. SoutHAM: There is one other thing that occurs to me in respect of 
paragraph 99. This paragraph refers to one specific expense involving a civil 
service organization. I think a continuation of this practice will lead to the 
establishment of a dangerous precedent because civil service organizations in 
other areas when they become aware of this practice will likely make applica- 
tion and expect to receive the same kind of treatment. 

Mr. HENDERSON: This is an organization which charges fees to its members 
and provides benefits. Presumably it is intended to be a non-profit making 
organization but as a result of its financial position at the end of the year to 
which I referred I felt I should bring this situation to the attention of the 
members of the committee. 

Mr. Forses: Apparently this organization is being subsidized by the govern- 
ment. 

Mr. HENDERSON: Yes. 

Mr. ForBES: What possible reason could the government have for assisting 
this association in the construction and maintenance of a recreational facility? 
We all know that some civil servants belong to the Hunt Club but I should not 
think that organization is eligible for a grant on the same basis. q 


Mr. TarpiIF: Surely there is a responsibility on this employer to its em- 
ployees as there is in respect of private industry. If this organization is not 
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sidized to some extent by the employer that responsibility will fall on the 
city. Why should the taxpayers in the city of Ottawa subsidize civil servants 
even though they form the major proportion of the population? I personally 
feel that this amount is being provided because of responsibility on the part 
of the employer to the employee. 


_ Mr. Forses: I do not believe that either the city or the government has 
any responsibility in respect of a recreational centre for employees. 


? Mr. Tarpir: Mr. Chairman, surely an employer has responsibility in respect 
_of the welfare of his employees, whether the employer be in private industry 
or government. The dominion government has a greater responsibility because 
of the fact it has a greater number of employees concentrated in a smaller 
section of the country. 


_ Mr. Forbes: Would you suggest Mr. Tardif that the federal government 
_ should construct a recreational centre here for you and other members so that 
| we can curl, swim and so on? 


_ Mr. Tarpir: I would make that suggestion but it would not be popular in 
| my riding. 


_ The CHAIRMAN: Are there any further comments in respect of paragraph 
_ 99 and paragraph 79 of the 1963 report? 

Shall we now move to a consideration of paragraph 100? 

_ Mr. HALES: Before we move on Mr. Chairman, I think that if we are 
going to leave the situation as it now exists we should make some recommanda- 
_ tion regarding a ceiling on the amount to be granted. 

‘The CuarrMan: Yes. 

oe Mr. McMILLAn: Mr. Chairman, are we now considering paragraph 100? 
The CHAIRMAN: We are now considering paragraph 100. 

Mr. WINCH: In respect of this civil servants recreational association what 


Mr. HENDERSON: I do not believe membership is restricted. 


_ Mr. Tarpir: Any one who is employed by the civil service can belong to 
that association, and the members of the family of members can belong. A great 
number of individuals enjoy the facilities provided by this association and the 
- amount of money that the federal government contributes is very negligible in 
_ comparison to the service rendered. 


ae Mr. WINCH: The point I was making is that there might be a difference in 


| my attitude toward this contribution if membership was restricted to a 
"particular class of civil servant. It would be an entirely different situation if 
_membership is open to all civil servants at every wage level. 

Ne 


_ Mr. HENDERSON: I understand membership is open to all civil servants. 
It is commonly known that this association carries out excellent work and 
rovides excellent facilities. The basis of my criticism here lies in the fact that 


_ this contribution was not authorized under the vote, but perhaps by the change 


to be made in the wording of the vote you may or may not feel that what is 
_to be done commends itself to you as an effective departure from proper 


_ practice. 


Ai 
3 


_ Mr. Tarpir: Unless changes have been made during the last year the fee 
charged to members is fifty cents per year and $6 per year for a family unit. 
For that fee the association provides swimming facilities, bowling, recreational 
halls, meeting halls, libraries and many other services. I suggest that it would 
» a good idea for the members of this committee to visit the centre at some 


Mr. HENDERSON: Mr. Long informs me that it is his belief that the fee is 
ents per month. 


1961-62. 


A oe, as = ee is 
ee er aes Aer eae 
as ig ead ee ie a by eles 
a ees a ‘Ate GS ab, sis ¥ 
146 STANDING etc la Re ’ oe a 


Mr. TarpirF: I am a member of the association and lest year I paid ie for 
my family. I know that individual members last year paid 50 cents 
membership. ‘ 
Mr. HENDERSON: I have before me the annual report of the association for 


Mr. TarpiF: I think the 25 cents per month covers the fee for a fomiee 

Certainly the fee is not very high. 

The CHAIRMAN: Are there any further questions in respect of this para- 
graph? 

Shall we now consider paragraph 100? 3 

Dr. McMillan, I think you had a question regarding this paragraph, which 

reads: 

100. Route facility fees receivable from airlines. Reference is made 

to the comments on this subject contained in paragraph 79 of last year’s 

report where it was mentioned that ten airlines were indebted to the 

Department of Transport to a total $1,284,000. 

During the year under review, resistance to the payment of the 

route facility fee continued to be encountered by the department, with 

most of the airlines which had originally paid the fee having stopped 

doing so. At March 31, 1962 the records of the, department showed that 

17 airlines owed amounts totalling $3,239,000. Legal action has bes 

instituted against two of the major airlines involved. 


Mr. McMILLAN: What were the results of the legal actions instituted twa 
years ago as referred to in this paragraph? Was any of the money involved 
collected from the two major air lines? 

Mr. HENDERSON: I do not believe any of the money was collected. Is that 
a correct statement, Mr. Smith? 

Mr. SmiTH: The legal action was discontinued on the advice of the Depart- 
ment of Justice which indicated that the regulations under which the fees 
were being assessed were not valid. 

Mr. HENDERSON: The amount of money involved increased to $5,500,000 a 
of March 31, 1963 with 22 air lines involved. The Department of Justice, 
however, doubted the legal validity of the regulations under which the fee 
was being assessed, and an order in council last October authorized the remis- 
sion of fees paid or payable. 

Members may recall that last December the Minister of Transport intro- 
duced a measure, Bill No. C-117, an act to amend the Aeronautics Act which 
in part was intended to provide authority for the charging of such fees. I do 
not believe that measure has been proceeded with yet. } 

Mr. HarKNESS: The air lines involved are mainly foreign air a is 
that right? 

Mr. HENDERSON: Yes, that is correct. This involved air lines operating air 
craft across the country. 

Mr. CarpDIFF: Why is it that some air lines have paid these charges while 
others have not? You indicate in this paragraph that there are 17 air lines 
involved owing an amount totaling $3,239,000. 

Mr. HENDERSON: As of March 31, 1963, that figure has risen to $5,500,000 
with 22 air lines involved. Some air lines have made payments. 

Mr. CarpirF: Some air lines have made payments while others have not 
and yet others have stopped making payments altogether. 

Mr. HENDERSON: The order in council to which I referred authorized the 
remission of moneys paid by those air lines. The government intends t 
introduce legislation designed to put this situation on a different footing. 
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et - Mr. Carpirr: If one air line is required to pay this fee, then they all 
_ should be required to pay it. 

-——s Mr. ~Harxness: The basic situation involved the Department of Justice 
indication that there was no real authority for collecting these fees as I 
understand it. 


t 


Ph Mr. HENDERSON: The Department of Justice questioned the validity of the 
regulation. 
‘2 Mr. HARKNESS: Therefore the money collected was paid back to the air 


_ lines; is that right? 
Mr. HENDERSON: That money was remitted to them. 


Mr. HARKNESS: This is not then really a collectable debt under these 
circumstances? 


Mr. HENDERSON: That is right. 
Mr. HARKNESS: Why do you make reference to it in your paragraph? 


Mr. HENDERSON: The amount was considered to be collectable at the time 
this report was written. As of March 31, 1962 the Department of Justice had 
not delivered itself of any ruling on the matter and this amount stood as a debt 
? and was so recorded in the books. As of March 31, 1963, the same situation 
| prevailed and the debts then amounted to $5,500,000. In October of last year 
| this order in council was passed, presumably as a result of the view of the 
Department of Justice, and it constituted authority for the remission of the 
fees paid to the air line companies who had paid them. Two or three months 

after that, in December, the Minister of Justice introduced a measure in the 
| House of Commons dealing with this situation but that measure was not 
_ proceeded with at that time. 


Mr. HARKNESS: I suppose this situation resulted from the fact that under 
international air agreements foreign companies considered that there was no 
legal right on the part of Canada to collect this money? 


ie Mr. HENDERSON: I think that is correct, sir. The air line companies protested 
and engaged legal counsel. The larger international air carriers were the 
_ principal companies opposing the collection of this fee as I recall. 


' 


ee Mr. McMiuian: Do our air line companies pay for similar services in 
| foreign countries? 


é Mr. HENDERSON: I do not have an immediate answer to that question. Do 
| you know the answer, Mr. Smith? 


Mr. Smitu: I do not have an immediate answer to the question either but 
| I do know two or three years ago Britain considered the matter of assessing 
a charge. Whether Britain proceeded with that measure or not I do not know. 


‘ The CHAIRMAN: So that the record will be complete Mr. Henderson, I 
should state that the legislation to which you referred was introduced last 
- December but was not passed. 


Mr. HENDERSON: I do not think the government has completed this matter 
_ by any means. 

The CHAIRMAN: I believe the session ended before that measure could 
be considered. 


/ Mr. HENDERSON: That is right: I believe the government intends to bring 
| this situation to conclusion. 


le Mr. Wiwcu: As far as this committee is concerned there is no real problem 
involved? 
4 
Mr. HENDERSON: That is correct, sir. 
The CHAIRMAN: May we now move to a consideration of paragraph 101? 


§ 
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101. Expenditure incurred without Treasury Board approval. The 


i 


Department of Transport obtained treasury board approval to enter into. 
a contract for the supply and installation of furnishings for the publi “i 
areas of the terminal building at the Montreal Airport at a cost of | 
$475,000. The accepted tender included $35,000 for a work of sculpture 
to be located in the lobby of the building. When provision for this work > 
was cancelled the department used the resulting saving to order extras 4 
in the form of additional drapes and other furnishings not provided for — 
in the original specifications. In doing so it took the stand that, because — 
the total cost incurred was within the financial bounds set by the original — 
treasury board authority, it was unnecessary to seek the board’s approval 
for the procurement of the extras. a 
On communicating with the secretary of the treasury board, we 
were informed that “the deletion of the work of sculpture involved a _ 
significant change in scope of the proposed furnishing program and not 
a substitution of one item for a comparable item”, and that the saving © 
arising from the deletion of the work of sculpture should not have been — 
used for the extra items. The department has advised us that it does | 


not share this view. 


Mr. HENDERSON: This paragraph relates to the manner in which the Depart- 
ment of Transport, on the cancellation by treasury board of provision for a 
work of sculpture for the Montreal international airport, used the resulting 
saving to obtain extras in the form of additional furnishings not provided for 
in the original specifications. As the note describes the treasury board was of. 
the opinion that its authority should have been sought for the extra items under — 
these circumstances, but the department did not agree and went ahead regard- | 
less. I felt this was a matter which should be brought to the attention of the 
members of this committee although there is little that can be done about it- 
at this stage. ‘ 

Mr. Tarpir: I think this is a very irregular way of doing things. 

Mr. HENDERSON: That is the thought I had, sir. 

Mr. Tarpir: Even though we cannot do anything about this particular 
situation at this time I think we should make some recommendation so that 
a similar situation will not occur again. I do not know the amount involved, 
and even though it may be small, we should make some recommendation or sug- 
gestion so that this situation will not reoccur. Under the present circumstances a 
department could propose an excessive estimate in respect of a specific project. 
and then use the money for some other purpose. 

Mr. HENDERSON: The amount involved in this item is $35,000. 

Mr. Wincu: I should like to know whether anyone can tell me if it is 
permissible for a department to overrule the treasury board? ’ 

Mr. HENDERSON: That is not usual, Mr. Winch. In this particular case a 
lengthy argument ensued and it will be quite clear to members how the treasury 
board made efforts to economize. This item represented a savings which the 
treasury board wished to effect. 

Perhaps we can leave this paragraph in abeyance until we reach a con- 
sideration of the Montreal international airport as a whole, as referred to in 
the 1963 report, wherein we deal with the ultimate cost of that job. 

This refers to one of the smaller items relating to that building. We will 
be considering the Montreal international airport construction costs when you 
examine the 1963 report. 

The CHAIRMAN: Does that view commend itself to the members of this 
committee? ; 
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Some hon. MEMBERS: Agreed. 


The CHAIRMAN: We will reserve our right to deal with this subject when 
we reach our consideration of the 1963. report dealing with the Montreal inter- 
national airport. 


nat We will now consider paragraph 102. 


102. Inadequate recording of subsidy in the accounts. In June 1959 
the Department of Transport entered into a contract for the construction 
of a vehicular and passenger ferry at an estimated cost of $1,113,578 for 
use, by charter, on the Bell Island-Portugal Cove, Newfoundland ferry 
service. The final cost of the vessel which was completed in the spring 
of 1960 and commenced operations in August of that year has not yet 
been determined, although costs of $1,158,000 were recorded to March 31, 
1962. With the approval of the governor in council the vessel, named the 
“John Guy”, was chartered under an agreement dated September 8, 1960 
, to the Newfoundland Transportation Company Limited, operators of the 
Bell Island-Portugal Cove ferry service, for one year to August 15, 1961, 

and the agreement was subsequently extended for a further year and 
from year to year thereafter. 
The rate of charter hire payable under the agreement is calculated 
= as follows: 
(i) depreciation in accordance with the straight line method of 
4 per cent per annum based upon the actual cost of construction 
of the vessel as determined by the minister, and 


(ii) interest at 52% per annum upon the unrecovered cost of the 
construction of the vessel as determined by the minister, 


The charter hire fee payable, calculated on an interim cost for the vessel 
; of $1,200,000, for the year ended July 31, 1961 amounted to $117,000 and 
fs for the period August 1, 1961 to March 31, 1962 it was $75,354, or a total 
ea of $192,354 to March 31, 1962. 


On July 27, 1961 the treasury board approved the payment of sub- 

i sidies of up to $274,414 to the Newfoundland Transportation Company 

Ry Limited for the period from August 1, 1960 to March 31, 1962, and at the 
same time waived payment of the charter hire fees of $192,354 for the 
period. The amount actually paid by the Canadian Maritime Commission 
under this authority was $274,385, and this amount was recorded as a 
charge to the appropriation for “Steamship Subventions for Coastal Serv- 
ices, as detailed in the Estimates” (Vote 450). 


In the circumstances described it would have been more appropriate 
from the accounting point of view to have shown a gross subsidy of 
$466,739 as a charge to the appropriation, and to have recorded the 
charter hire fee of $192,354 as revenue, Moreover, such a presentation 
would have been consistent with that used in the Public Accounts in 
relation to the “Lord Selkirk” which has been chartered for several years 


to Northumberland Ferries Limited for the Prince Edward Island-Nova 
Scotia ferry service. 


Mr. HENDERSON: This note describes the nature of the subsidy paid to the 
_ transportation company for the ferry service, but is critical of the manner in 
which the amount was shown in the public accounts. In other words, instead of 
the amount of $274,385 being charged on a net basis to vote 450, the gross sub- 
_sidy of $466,739 should have been shown as a charge to this appropriation and 
the charter hire fee of $192,354 recorded as revenue. We have a precedent here 
in the case of the Lord Selkirk chartered for many years for the Prince Edward 
Island-Nova Scotia ferry service. 


2 


$150,200 was recorded. However, our criti 
provision for a subsidy of $279, 
and to credit revenue with the charter hire 
comments here, the recording, beginning in 
made so that I think this is now on track. 
Mr. WincH: The matter has been satisfactorily handled. 
The CuarrMAN: Are there any further questions on this paragrap 
we will proceed to paragraph 103, which reads: 
103. War Veterans Allowances. The War Veterans Allowance Act, 
R.S., c. 340, sets out the rates of allowances payable to veterans, widows © 
and orphans eligible for assistance and prescribes that allowances paid, 
together with other income of the recipient, shall not exceed established 
ceilings. It also provides that applicants may not qualify for an allowance 
if they own personal property in excess of $1,250 if eligible for single > 
rates, or $2,500 if eligible for married rates. The act empowers the 
minister, with the approval of the governor in council, to make regulations © 
which among other things define “income”, “casual earnings” and “per- 
sonal property” for purposes of the act. Attention is now drawn to two 
anomalies in the application of this legislation: : 

1. “Personal property” as defined in the regulations includes cash in 
hand or in bank, negotiable bonds and marketable securities, but 
mortgages and agreements for sale are not mentioned. As a result, 
the allowance is made available to some whose sizeable holdings in 
mortgages and agreements for sale would preclude their qualifying 
for assistance were their assets in another form, for example negotia- 
ble bonds or securities. In an extreme case, an allowance was awarded 
an applicant who sold his fruit farm for $30,000, taking $9,000 - 
cash (most of which was reinvested in a new home) and retaining a 
$21,000 mortgage, repayable as to principal and interest at the rate 
of $1,200 per annum. 

2. The regulations prescribe that, for one year from the date of sale or 
until any of the money is used for a purpose other than to purchase 
another residence, whichever is earlier, the proceeds from the sale 
of a recipient’s or applicant’s residence up to an amount of $9,000 | 
is not personal property, and over that amount is income in the © 
amount of 5 per cent of the excess. The purpose is to give the recipient | 
or applicant who sells his home a reasonable opportunity to buy a 
new home without having his allowance cancelled or denied because 
of excessive personal property. In some Cases, however, the pur- | 
chase of a new residence takes place within a comparatively short 
period and the recipient is, therefore, while in possession of residua 
cash and personal property in excess of the maximum permitted under 
the act, continued on allowances until the anniversary date of the sale 
of the former residence. 

The War Veterans Allowance Act and the supporting regulations 
provide for penalties by way of fine or imprisonment or both to any 
person who, for the purpose of obtaining an allowance, knowingly makes 
a false or misleading statement or fails to disclose any material fact or 
who, subsequent to becoming a recipient, fails to report immediately any 
pertinent information which might have a bearing upon the amount of 
the award. On the basis of a test examination of files during the year, 57 
cases, most involving undisclosed income, in which there were false state- 
ments or failure to disclose material facts, were referred to the war vet-. 
erans allowance board. In one case the recipient, on two occasions, had 


fee. Accordingly, as a result of our. 
the years 1963-64, will be correctly | 
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failed to disclose material facts: on the first occasion the allowance was 
discontinued and an overpayment of $1,077 established in 1954; and on the 
second occasion an overpayment of $4,289 was established when it was 
disclosed in the audit that the veteran’s wife had been employed almost 
continuously since shortly after the veteran again came on allowance in 
July 1957. In another case, a single veteran was granted the allowance in 
November 1961, along with a continuing monthly grant from the assist- 
ance fund, upon his statement that he was not working, that he had no 
prospects of employment and only $50 in assets. In April 1962 the allow- 
ance was discontinued when the department discovered that the veteran 
was employed as a full time federal civil servant with a salary of $6,540 
and had been so at time of application—in fact since April 1960. 

Following the practice of recent years, no legal action was taken to 
invoke the penalties provided by the act in any of the cases noted because 
it was considered that such action was uneconomic and accomplished 
little. Unless the act is amended to provide heavier penalties which the 
board is prepared to enforce, deliberate deceptions of this type can be 
expected to continue. 

The legislation establishing war veterans allowances was predicated 
on the assumption that war veterans pre-age the general civilan popula- 
tion by some ten years. Thus, aside from providing assistance to those who 
because of physical or mental disabilities or economic hardships are 
unable to maintain themselves, its main purpose was to provide financial 
assistance to veterans of limited means at age 60 rather than at 70, the 
eligible age for an old age pension. In consequence, recipients on becoming 
eligible for the old age pension had their war veterans allowances adjusted 
downwards so that total annual income remained within the ceiling 
prescribed in the War Veterans Allowance Act. 

There was a departure from this long-established principle when an 
amendment to the War Veterans Allowance Regulations, approved by 
the governor in council, directed that from February 1, 1962, $10 of the 
old age pension be considered as exempt income for purposes of the War 
Veterans Allowance Act. This action was taken notwithstanding the fact 
that by amendment to the act, assented to on June 22, 1961, the maximum 

- monthly allowances and the annual income ceilings of recipients had been 
increased by 20 per cent effective June 1, 1961. Consequently, this 
exemption of $10 of old age pension had the effect of augmenting the in- 
come of a group of war veterans allowance recipients whose incomes 
had by statute been adjusted substantially just eight months previously. 


The CHAIRMAN: In respect of paragraph 103, last year, in the expectation 


that this might be coming up, I was in touch with Mr. Cromb, the chairman 
of the war veterans board. He wrote a letter, addressed to me, dated November 
27, 1963. This matter is brought up again in the 1963 report of the Auditor 
General and is dealt with quite extensively there, including the items referred 
to in his 1962 report. Possibly, with your approval, I might have this letter 
printed in due course and have comments from Mr. Henderson on the letter, 
so that when we come to the 1963 report the committee will have the benefit 
of the views of both parties. At that time I hope we will have Mr. Cromb 
here to discuss the matter. 


Is that agreeable to the committee? 
Some hon. Members: Agreed. 
The CHAIRMAN: We will now proceed to paragraph 104, as follows: 
104. Veterans hospitals and institutions. Hospitals and institutions 


operated by the Department of Veterans Affairs, originally provided to 
take care of veterans requiring treatment for war service disabilities, 
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are at present being occupied to a considerable extent by domicilli 
care cases and war veterans allowance recipients. The latter, who 


tively, of all patient days in departmental hospitals and institution 
whereas disability pensioners accounted for only 17 per cent. Duri 
the year the average per diem cost of maintaining patients in activ 
treatment hospitals where 38 per cent of the occupied beds were taken 
up by domiciliary care cases was $18.76 compared with $9.63 in non- 
active treatment centres where occupancy is predominantly by 
domiciliary care cases. a 

The cost of operating departmental hospitals and institutions for 
the fiscal years 1956-57 and 1961-62 was $34,596,693 and $46,771,192, 
which, based on total in-patient days of 2,750,651 and 2,574,509, resu 
in costs per in-patient day of $12.58 and $18.17—an increase during the 
five year period of 44.4%. In addition, capital expenditures, mainly for 
improvements and equipment, averaged approximately $4.5 million per 
year during this period. "| 

The introduction of provincial hospital insurance plans under which 
war veterans allowance recipients are insured, the declining numbers 
of pensionable disability cases being cared for in departmental hospitals, 
the rising cost of operating the hospitals and the increasing use of 
expensive active treatment facilities for housing domiciliary care cases, 
all indicate that a reappraisal of the department’s role in the operation 
of hospitals would be desirable. We understand that this has been the 
subject of a detailed study carried out by the royal commission on 
government organization, although no report or recommendations have 
yet been made. , 


Mr. HENDERSON: This note on veterans’ hospitals and institutions gives 
facts and figures regarding the cost to the Department of Veterans Affairs of © 
operating the departmental hospitals and institutions, which over the five yeal 
period through 1961-62 has risen over 44 per cent. My comments here were 
supported by the results of the detailed studies carried out by the royal com- } 
mission on government organization. 4 | 

In my 1963 report, under paragraph 90 on page 58, I have updated this 
situation for the information of the house. 

Subsequent to the tabling of the 1963 report last February, as you kno 
the Minister of Veterans Affairs has made a number of statements in the house 
and action has been taken toward implementing a number of the recommenda 
tions made by the commission. In view of this changing situation at the present 
time, you may not feel that any useful purpose would be served by callin; 
witnesses. But, if there are any questions Mr. Douglas and I would be pleased > 
to deal with them. 

The CHAIRMAN: Are there any questions in respect of paragraph 104? If 
not, could we pass on to paragraph 105, which reads: 

105. Disposal of Veterans’ Pavilion and surplus equipment, Ottawa. | 
Following the construction of the Defence Medical Centre in Ottawa, the 
Department of Veterans Affairs no longer required the veterans’ pavil 
which had been constructed some 20 years ago on the grounds of 
Ottawa Civic hospital at a cost, including equipment, of approximately 
$330,000. j 
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The pavilion was built pursuant to an agreement between the Depart- 
ie, ment of Veterans Affairs and the hospital trustees, approved by the gover- 
a nor in council in May 1942. This agreement was later replaced by a new 
agreement effective April 1, 1948, section 7 of which reads: 


This agreement shall continue in full force and effect so long as 
may reasonably be required by the department, at the end of which 
time, or at such intervening date as may be agreed upon between 
the said parties, the department shall hand over to the trustees the 
said pavilion and such equipment as will not be further needed by 
the department, at an independent appraisal value, should the 
trustees so desire. 


When approached by the department in 1961 the trustees expressed. 
their unwillingness to purchase the pavilion at a price based on an in- 
dependent appraisal (or, indeed, at any price), and the department even- 
tually agreed to turn over the pavilion, including surplus equipment, to 
them at a nominal value of $1. As the transfer was effected without refer- 
ral to Crown Assets Disposal Corporation or approval by the governor in 
council, there is doubt as to its legality. 


Mr. HENDERSON: In paragraph 105 we describe the circumstances under 
| which the veterans’ pavilion at the Ottawa Civic hospital was constructed 22 
‘years ago on the grounds of the Ottawa Civic hospital at a cost of approximately 
$330,000 and how, notwithstanding an agreement made in 1948 that the Depart- 
‘ment of Veterans Affairs would hand it over to the trustees at a price based on 
an independent appraisal, it was turned over to the trustees at a nominal value 
,of $1 in 1961. 


Mr. Tarpir: Mr. Chairman, in my opinion, the statement which Mr. Hender- 
son made is not quite correct because I was a member of the Civic hospital board 
at the time the agreement was made with the Department of Veterans Affairs 
when the possibility of this pavilion being turned over to the city was discussed. 
And, there was a need of a great deal of repairs on it at that time and there was 
a tentative intention by the department to demolish it. Because there was a great 
shortage of hospital beds at that time the department agreed to make some 
‘repairs on it and the hospital agreed to make some as well, with the understand- 
ing that in a period of time after the new wing would be added to the hospital 
;proper and some arrangements were made to look after veteran patients that 
this pavilion would be turned over to the hospital for $1, even though there was 
not an agreement on the original understanding when the pavilion was built. 

Mr. Henprerson: I think the point I make here is that the transfer was 
effected without reference to the crown assets corporation or approval by the 
governor in council, and we felt we must express doubts as to the legality of 
the transaction. We referred the matter to the deputy attorney general of Canada 
for an opinion, but this opinion was only received after this 1962 report was 
issued. In point of fact, on December 14, 1962, in his letter to me the deputy 
attorney general expressed the view that the transfer of the pavilion and equip- 
‘ment therein was lawful. 


Mr. Tarpir: The only mistake that could have been made, if in fact there 
was one made, would be that the officials appointed by the Department of 
‘Veterans Affairs at that time to meet with the hospital board made the wrong 
deal. Although that could be, actually I know it was done in an orderly fashion 
‘because I was chairman of the finance committee at the Civic hospital at that 
time and I helped convince the department this should be the solution. 


Mr. ForBes: Do you mean you took advantage of this situation? 
209642 
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Mr. Tarvir: I do not like the words “took advantage of”, Mr. Chairma 
and I hope you do not put that in the minutes; but that, in effect, is what I 

The CHAIRMAN: In any event, the deputy attorney general approved your 
position. 4 

Mr. Wincu: Mr. Tardif, are you censoring our transcripts before they 
come out? 

Mr. Tarpir: That could be. 

The CHAIRMAN: We will now proceed to paragraph 106, as follows: 


106. Employment of part time doctors by Department of Veterans 
Affairs. Department of Veterans Affairs hospitals are staffed partially 
by full time medical personnel who are civil servants but to a consider- 

ably greater extent by medical practitioners, retained on a part time 
negotiated fee basis, whose terms of employment have never been clearly 
defined. The part time doctors have always insisted on their right to bill 
the patients they treat who have been admitted to the hospitals on a 
paying basis. This has caused a number of administrative problems, ; a 
major one being the status of the funds derived from the billing of these 
paying patients. The department, while permitting the doctors to make 
these billings, has encouraged them to use the proceeds for purposes t at 
will benefit the hospitals in which they are employed. a 

The part time doctors hold the view that these receipts are not 
public moneys and the department sees some justification for this view 
in that (i) when their employment on the negotiated fee basis was first 
instituted, paying patients were almost unknown (it was only as the 
treatment regulations were broadened and the volume of paying pa- 
tients became larger that the problem of fees for medical services arose); 
and (ii) the services which they provide in return for the fee paid te 
them by the department should be only in respect of patients for whom 
the department is responsible. 

The department now proposes that the best solution to the problem 
is to create a special fund under its control to which will be credited 
the proceeds from billings for services rendered paying patients by the 
part time and also the full time doctors. The proceeds would be used 
for purposes specified by the department, including the purchase of books 
for the hospital library and payment of expenses incurred by the hos: 
pital staff while attending scientific or similar meetings of benefit te 
the hospital. 

The audit office takes the view, however, that the funds derived 
from the treatment of paying patients are public moneys because (a) 
full time doctors are public servants, (b) there is no evidence that the 
annual negotiated fee for part time doctors is limited to services ren. 
dered to patients entitled to free treatment, and (c) moneys collected” 
by these doctors arise from services undertaken in departmental hos- 
pitals using departmental facilities. We do not, therefore, consider that 
the department’s proposal will meet the requirements of the Financia 
Administration Act regarding the disposition of public moneys. 

We directed the matter to the attention of the treasury board a 
the general problem and the department’s proposed solution are pres S- 
ently under study by the Board. 


Mr. HENDERSON: Here we explain the basis on which part time doctors 
are employed in veterans affairs hospitals on a part time negotiated fee basis 
and at the same time are permitted to bill the paying patients they treat. The 
audit office view has been that the funds so derived from the treatment of 
paying patients are public moneys because there is no evidence that the annual 
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egotiated fee for part time doctors is limited to patients entitled to free treat- 
ent, and the moneys collected by these doctors arise from services under- 
ken in departmental hospitals using departmental facilities. 

JI deal with this situation again in paragraph 91 of my 1963 report. at 
Jage 59. 

a As a result of my 1962 comments the governor in council acted in June, 
| 1963, to leave the part time doctors in the position, however, of still being 
‘able to bill patients under the payments section. However, the arrangement 
in some respects is not administratively practical. 

_ We will be glad to deal with any questions at this time or, in the alter- 
native, the committee may feel that when it is considering my 1963 report 
| they might like to call the director of medical services of the Department of 
Veterans Affairs before the committee. 

ee Mr. WINCH: Mr. Chairman, I suggest that we follow that procedure. 

| The CuarrmMan: Then we will leave this until the 1963 report is considered. 


_ Mr. Tarpir: If you wish to leave it until the 1963 report is considered 
‘Ido not disagree with that, but this agreement with the doctors at that time 
jeame about because there was a shortage of doctors and the doctors were ina 
| 


‘position to make their own conditions. Because of that I think the department 
considered at that time this was one way of enticing the doctors to do the 
/extra necessary work. 


Wha 


raph until it comes up again? 
_ Some hon. MEMBERS: Agreed. 
The CHAIRMAN: We shall now deal with paragraph 107, which reads: 


107. Awards under the Pension Act. Paragraph 72 of the 1960 
report referred to (1) the audit difficulty in determining whether or not 
certain payments made under the Pension Act, particularly those in 
respect of discretionary and compassionate awards, conformed to the 
- authorizing provisions, (2) certain administrative practices which it 
was thought warranted parliamentary attention, and (3) apparent in- 
consistencies in the act. 


inva The standing committee on public accounts after studying these 

hes comments recommended in its Fifth Report, 1961 (paragraph 62): 

Ish ; (a) that in any case in which a pension overpayment has resulted due 
i to failure of the pensioner to disclose income, the amount of the over- 

payment should be made a matter of record in the accounts, and 

deleted therefrom only with appropriate statutory authority; 


(6) that in determining the amount of pension to be awarded dependent 
parents, the commission should recognize the responsibility of the 
ae surviving children to assist their parents, and take into consideration 
Hh their ability to do so; 
my (c) that, having regard for subsection (2) of section 40 of the Pension 
| bs Act, consideration should be given by the Canadian pension com- 
x mission to the legality of cases where, as mentioned in the final 
subparagraph of paragraph 72 of the Auditor General’s report, one 
death can result in payments being made concurrently to a widow 
(under section 37), children (under section 26) and parents (under 
section 38). 
After considering these recommendations the chairman of the pen- 
sion commission advised the audit office concerning recommendation (a) 
_ above, that when the commission rules there is an overpayment. this 
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is made a matter of record in the accounts and, if uncollectable, t 
amount is deleted therefrom only with appropriate statutory author: 
However, no action has been taken to record and collect overpayme 
in the type of case referred to in the 1960 report (paragraph 72) as 
follows: d 
Since the amount awarded to an applicant in a dependent condition 
is based upon the additional income he requires to maintain himself, 
it follows that if the applicant had failed to disclose income, this 
would result in an overpayment. However, in a number of instances 
in which undisclosed income was noted and drawn to the attention 
of the commission, the pension was simply adjusted currently and 
no overpayment was considered as having occurred. 


With respect to recommendation (b), the pertinent section of the 
act (section 38(6)) was amended in 1961 to provide that the commission 
might deem any children residing with the ‘dependent parent” to be 
contributing to his or her support not less than $10 a month, but the 
commission feels that there is no obligation for them to take into account 
the ability of other children to assist and no cases were observed where 
this was done. 

Concerning recommendation (c), the commission reports that it has 
carefully considered the legality of cases where one death results in 
more than one pension and is of the opinion that such payments are 
legal and in accord with the act. It pointed out that the present section 
40 was contained in the original act of 1919 and has continued un- 
changed since then although certain other sections, such as 38(2), were 
inserted to make provision for classes which were otherwise excluded 
The commission is of the opinion that, as the act provides definite 
authority for these pensions, the general directions of section 40 co 
not be considered to fetter sections 26, 37 or 38. It would seem that 
consideration should be given to amending the legislation with a view te 
eliminating these inconsistencies. 


Mr. HENDERSON: Paragraph 107 shows how this committee in its fifth res 
port, 1961, made certain recommendations designed to improve this adminis: 
tration. 

However, in my 1963 report, where I dealt with it again under paragraph 
92, you will have noted that no satisfactory action has been taken on the 
committee’s recommendations and that the defects and inconsistencies noted. 
have in fact increased. 

It is not clear to us if decisions of the type described in these notes are 
in accord with the intent of parliament and, again, when we consider the 196¢ 
report you may wish to call the chairman of the Canadian pension commission 
as a witness. | 

The CHAIRMAN: For the record, Mr. Henderson, in what paragraph is it 
considered in 1963? 

Mr. HENDERSON: Paragraph 92, beginning at page 60. 

The CHAIRMAN: Shall we follow the same procedure, gentlemen and leave 
this paragraph until we come to the 1963 report? 

Some hon. MempBers: Agreed. 

The CHAIRMAN: Paragraph 108 is next. 

108. Educational leave costs. The practice of granting educatio ral 
leave to employees, without special funds having been provided by 
parliament for the purpose, was referred to in last year’s report (para= 
graph 82). 
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It is again suggested that educational leave costs, including salaries, 
non accountable allowances in lieu of salary, living allowances, tuition 
fees, book allowances and travelling expenses of employees while on 
educational leave should be charged to an appropriation specially pro- 
vided for that purpose. The inclusion of such costs—the salary portion of 
which approximated $265,000 in the year under review—with the salaries 
and expenses of employees on duty in the various departments is not 
conducive to effective parliamentary control over the expenditure. 


Ape Se, 


Mr. HENDERSON: This paragraph deals with educational leave costs. 
The nature of these costs was originally descriebd in my 1961 report. As 
the suggestion made in this paragraph had not received any attention I 
updated the situation in my 1963 report under paragraph 93 at page 62. 

Our concern here is that under the procedure I have described parliament 
is not being informed of the total cost of educational leave and on the basis 
that you should be informed of that it would be helpful to us to know whether 
you feel that would be a desirable improvement. 


| There are considerable costs involved here and we are seeking to have 
them all put together in the one place so you can see the costs of tuition and 
leave paid each year to civil servants. 


The CHAIRMAN: Are there any questions on this paragraph or do you 
prefer that this be left in abeyance, to be dealt with when the 1963 report is 
being discussed? 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: The next is paragraph 109. 


109. Cost of gasoline used in departmental motor vehicles at Ottawa. 
As noted in last year’s report (paragraph 83) the feasibility of supply- 

ing gasoline and oil for all government vehicles in Ottawa from central 
supply points had been referred to the government motor vehicle Com- 
mittee for consideration. 


As the result of a survey completed by the committee in J anuary 

- 1962, it was estimated that the annual cost of gasoline purchased for 

crown-owned vehicles in the Ottawa area amounted to $73,700, of which 

$33,276 was for gasoline obtained from commercially operated service 

stations. On this basis, it was estimated that the cost would have been 

reduced by $14,000 if all gallonage had been supplied by crown-operated 
facilities. 


On September 28, 1962, we were informed that the study of this 
matter by the government motor vehicle committee was almost complete 
and that a presentation was to be made to the treasury board in the 
near future. 


Mr. HENDERSON: Paragraph 109 deals with the cost of gasoline used by the 
‘government in Ottawa. 


On November 5, 1963, we were informed by the secretary of the treasury 
board that the government motor vehicle committee was studying another 
alternative for supplying crown owned vehicles with gasoline requirements 
on a bulk basis which would produce a better price than that which is 
presently paid but would allow the provision of gasoline through service 
stations. Since then we have had no further information from the treasury 
‘board but we have noted in the audit that a special discount of three cents 
‘per gallon, which had been allowed on purchases by the House of Commons, 
was discontinued by the oil company on August 19, 1963. So, possibly as a 
result of that, we may not achieve the saving we set out to make. 
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this regard. 
The CHarrMAN: Are there any further comments on this paragraph. If not 
we will proceed to paragraph 110, as follows: 
110. Cost of advertising. In 1961-62 the total cost of advertisitit 
passed by the advertising unit of the comptroller of the treasu y's 
office, including agency and non-agency advertising, was in excess of 
$5,000,000. f 
Prior to 1954 there was an arrangement with the Canadian Daily 
Newspapers Association whereby government advertising enjoyed 3 
special rate, but this arrangement was allowed to lapse. During the 
course of tie audit we noted that a publisher had drawn the attention 
of a government department to the advantage of entering into a contract 
for classified advertising, pointing out that there was a difference of 
twelve cents per line between the contract rate and the casual rate— 
from 34 cents to 46 cents. The minimum annual usage to qualify for 
the contract rate in this case would be 2,000 count lines whereas the 
department had used 2,624 lines of classified advertising in the previous 
two months. 
We suggested to the Department of Finance on April 13, 1962, tha i 
the field of government advertising might usefully be reviewed in the 
interests of greater economy. The department replied on September 17 
1962, that the treasury board several months earlier (on May 23, 1962) 
had approved our suggestion in principle and that officers of the) 
treasury board were currently looking into the matter. 


Mr. HENDERSON: In respect of paragraph 110, cost of advertising, a treasury 
board circular letter of May 28, 1963, directed that departments and agencies 
placing advertising in daily newspapers are to negotiate the purchase of 
advertising with certain newspapers in accordance with the current volum 
rate shown in a schedule attached to the circular. 5 


In July of last year treasury board issued a circular, in which the 
secretary stated a number of difficulties had been encountered in negotiating 
the rates outlined in the schedule, some newspapers insisting that forma 
contracts covering the minimum amount required to qualify for the volume 
rates are prerequisites to the granting of the volume rate to any one department), 
or agency. He said that consequently for the time being departments ai 
agencies should merely endeavour to negotiate at the best rate possible 
keeping in mind the volume rates outlined in the schedule. He advised thai 
the matter would remain under review. 


The matter has, in fact, been reviewed as recently as January, 1964. It is 
our hope that there eventually may be a contract to cover all governmen 
departments. If this does not materialize I shall refer to the matter again In 
my next report to the House of Commons. 


There is an appreciable saving to be made here, and that is the reason 
I have been pursuing this matter. 


The CHAIRMAN: On a percentage basis this would be the difference between 
46 cents and 34 cents. 4 


Mr. TarpiFr: Is this 36 cents per line? 


Mr. HENDERSON: The circumstances are described in a section in paragraph 
110. Prior to 1954 there was an arrangement with the Canadian Newspapers 
Association whereby government advertising enjoyed a special rate, but t 
arrangement was allowed to lapse, and during the course of the audit we noi 
that a publisher had drawn the attention of a government department to th 
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antage of entering into a contract for classified advertising, pointing out 
t there was a difference of 12 cents per line between the contract rate and 
he casual rate. The minimum annual usage to qualify for the contract rate 
a this case would be 2,000 count lines, whereas the department had used 
,624 lines of classified advertising in the previous two months. 


Mr. TARDIF: It would eppear to me that ie cost of ae per line, 


Mr. HENDERSON: Do we have aN idea of the current rate? 


Mr. Greorce Lone (Acting Assistant Auditor General): This particular 
ease concerned Montreal, I believe. 


Mr. HENDERSON: This concerned Montreal. 


Mr. Tarpir: This must be the price per line per newspaper. Actually, I 
ould be curious if someone would obtain for our next meeting the rate of an 
ttawa newspaper for a similar type of advertising. I think you will find there 
-a great deal of difference. 


‘Mr. HENDERSON: I think so. However, this was a Montreal case. But, if 
ey did do it on a bulk basis there would be a larger saving. It seemed to us 
| to be somewhat anomalous to have the supplier pointing out to the government 
-how the government could save money in this way. 


_ Mr. Tarpir: I agree that a contract should be entered into which would 
-over all newspapers in Canada. 


Mr. SterAnson: Mr. Chairman, does this item come up in the 1963 report? 
Mr. HENDERSON: No. 


Mr. STEFANSON: I was going to suggest in respect of any item which ap- 
ears in the 1963 report we should leave it for the time being because we have 
almost 100 items left in the 1962 report and we have 182 items in the 1963 
report. If we are ever going to catch up we will have to proceed faster than 
| we are now. 


A Mr. Henperson: If I may say so, I think we are moving along very well 
; and, as we get into the further sections in this report we could group them 
together unless you have specific questions you want to bring out in the 1962 
report. I think we should be into the 1963 report very soon. 


i The CHAIRMAN: Is there any further discussion. Did you want some in- 
, formation on this, Mr. Tardif? 


ei Mr. Tarpir: Mr. Chairman, I think it might be a good idea to ascertain 
what the rate in Ottawa is for a similar type of advertising. I do think it would 
be helpful. 


Mii 
| -Mr. HeNpERSON: We can find that out for you. 


ie vs 


ig Mr. Tarpir: I do not agree that the items in the 1962 report should be 
passed over quickly in order to reduce the amount of time it will take us to 
Teach the 1963 report and do the job we are expected to do. 


ane, 
Va The CHAIRMAN: Mr. Tardif, we will try and obtain that information for 


Wie Mr. McLean (Charlotte): I note that it speaks about the newspaper asso- 
| ciation; would that include all papers in Canada? Could a rate be negotiated 
with all the newspapers if a contract is made? 


Mr. HENDERSON: Well, there had been a rate prior to 1954 with the Cana- 
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Mr. HENDERSON: Well, a special rate was negotiated by them with the 
government for all departments which, on account of the volume situati 
resulted in a lower rate. Perhaps there is the possibility this can be revived 
now. « 
The CHAIRMAN: We will proceed to paragraph 111. 
111. Losses reported in the public accounts. Section 98 of the 
Financial Administration Act directs that “every payment out of the 
public officers guarantee account and the amount of every loss suffered 
by Her Majesty by reason of defalcations or other fraudulent acts or 
omissions of a public officer, together with a statement of the circum- 
stances, shall be reported annually in the public accounts”. 


The statements of losses included in the public accounts for 1961-61 
were examined and it was ascertained that every loss during the yea 
which had been observed in the audit as being of a nature requiring . 
be reported in the public accounts in accordance with the foregoing 
direction, had been included in the listings. Losses in departments other 
than the post office numbered 18 and amounted to $60,588. Of these, 
12 involving $9,829 were recovered in full during the year, and partial 
recoveries of $8,007 were obtained in other cases. Losses suffered by the 
post office department numbered 97 and amounted to $63,536. Of these, 
68 to a total of $32,469 were recovered in full and partial recoveries 
totalled $8,505. 


Mr. HENDERSON: Paragraph 111 is an informational comment contained in 
my report each year having to do with losses reported in the public accounts. 


I do not think anything would be gained by discussing this, unless you 
wish. 
The CHAIRMAN: Paragraph 112 is next. 
112. Over-commitment of appropriations for the purpose of facilitat- 

ing winter works programs. During the latter part of 1961 the treasury 
board considered detailed proposals for winter works programs sub- 
mitted by a number of departments (which would be additional to the 
main winter works program provided for by vote 614 under the Depart- 
ment of Labour). Approval was given to numerous projects which 
were recognized by the board as useful and acceptable supplementary 
elements of normal departmental programs, which would involve sub- 
stantial wage costs in relation to their total costs and which could be 
mounted quickly in order to generate employment during the winter 
months, particularly in areas of severe unemployment. 


The board was aware of the fact that in some instances existing 
appropriations would be inadequate to finance approved programs, and 
realized also that section 30 of the Financial Administration Act was 
a statutory obstruction to proceeding expeditiously with the projects. 
This section provides that no contract shall be entered into or have any 
force or effect unless the comptroller of the treasury certifies that ‘‘there 
is a sufficient unencumbered balance available out of an appropriation 
or out of an item included in estimates before the House of Commons 
to discharge any commitments under such contract that would, under 
the provisions thereof, come in course of payment during the fiscal year 
in which the contract was entered into’. 


With a view to avoiding delay, the comptroller was asked by the 
board to record commitments on a provisional basis beyond the amounts 
provided by existing appropriations “until such time as the additional 
provision is appropriated.” Concurrently the board provided lists of — 
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“allowable over-commitments” to the departments concerned, informing 
if them that: “the comptroller of the treasury has been asked to allow 
|. - over-commitment of your existing appropriations on the understanding 
| that the board is willing to submit supplementary estimates up to those 
amounts to parliament later in the year”. This was regarded by the 
comptroller as authorization to departments to enter into contracts in 
amounts in excess of the balances available in the particular appropria- 
tions without the certificates required by section 30 of the act. 
Notwithstanding the importance of facilitating winter works pro- 
grams—or any other urgent executive plan—the audit office view is that 
over-commitment of appropriations in the manner described above is 
contrary to what is contemplated by the Financial Administration Act. 


Mr. HENDERSON: Paragraph 112 deals with the overcommitment of appro- 
'priations for the purpose of facilitating winter works programs. 

There is an important principle embodied in this note; namely that not- 
withstanding the importance of facilitating winter works programs, any other 
| urgent executive plan for that matter, the audit office view is that it weakens 
parliamentary financial control if over-commitment of appropriations is coun- 
tenanced in the manner described, which is contrary to what is allowed under 
the Financial Administration Act. I would be interested to know whether you 
do not feel that is the case, after noting this paragraph. 

You see, the exception is made for a perfectly good reason but, however, 
it does tend to weaken parliamentary control. 


The CHAIRMAN: Is this carried on in the next report? 


| Mr. HENDERSON: No. This is a one time note of something which took place 
in 1961. 


| The CHAIRMAN: Is there any comment on this paragraph? If not, we will 
| proceed to paragraph 113. 


113. Unpaid accounts carried forward to new fiscal year. In last 
year’s report (paragraph 84) attention was directed to instances where 
accounts remained unpaid at the year-end and were required to be 
recorded as expenditure in the succeeding fiscal year because Parlia- 
ment had not been asked for supplementary appropriations to provide 
the additional funds required, although it had become apparent before 
the year-end that existing appropriations would be inadequate. 

No instances were noted this year where there had been a failure to 
seek supplementary parliamentary appropriations in such circumstances. 
However, as in previous years, there were cases where amounts provided 
by main and supplementary appropriations fell short of requirements and 
unpaid accounts had to be carried forward to the succeeding fiscal year. 
An example is the appropriation for “construction or acquisition of build- 
ings, works, land and major equipment” for the Royal Canadian Air 
Force (Vote 240, as supplemented, $267 million) which was insufficient 
to meet all accounts that came in course of payment in the fiscal year, 
and accounts totalling approximately $12 million were carried forward 
| and charged as 1962-63 expenditure. 


| 


Mr. HENDERSON: Paragraph 113 primarily is an informational note for the 
‘members of the house and, again, I do not think we need to take time on it. 
The CHAIRMAN: Paragraph 114 is next. 

114. Identical tenders. In paragraph 77 of last year’s report it was 
brought to notice that the Department of Public Works had called for 
tenders for the supply of incandescent lamps and fluorescent tubes to 

{ meet the needs of various federal buildings throughout Canada during 
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Mr. HENDERSON: Paragraph 114 deals with identical tenders. This was d is- 
cussed in detail in December, 1963, and I would suggest we might pass ty i 
over because we do refer to it in the 1963 report. 


The CHAIRMAN: Is that agreeable? 
Some hon. MEMBERS: Agreed. 
The CHAIRMAN: Paragraph 115 is next. 
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the fiscal year 1961-62 and that, based on the application of unit p: 
to estimated quantities, identical bids of $301,191.16 were received 
the three companies submitting the lowest complete tenders. This. 
the third instance of identical bids for lamps during the preceding ft 
years, and the treasury board authorized placing the order with a 
pany other than the one which had held the contract during the 
previous fiscal years. 


During the year under review the Department of Public Works cal 
for tenders for the supply of incandescent lamps and fluorescent tu 
which it was estimated would be required during the two year per 
commencing April 1, 1962. It was hoped that the longer term contr 
might result in a more competitive set of quotations and in one fi 
quoting lower than the others. When the tenders were opened, it v 
found that the same three firms which had submitted the identical low 
bids for 1961-62 had again submitted identical low bids in the amount 
of $645,264.16. After placing the facts before the combines branch of the 
Department of Justice, as had been done in previous years, the Depa 
ment of Public Works obtained treasury board authority to award the 
contract to the company which offered products manufactured wholly 
by itself, which offered as part of its tender a bonus type lamp and 
which had not had the order in the preceding year. 


During the course of our examination of departmental records 
during the past year, we noted, in addition to the above “repeater” ca 
involving incandescent lamps and fluorescent tubes, approximately rot 
cases of identical tenders having been received by government depart: 
ments. In practically all of the instances, which covered a number of prod. 
uct areas, details were furnished by the departments concerned to the 
combines branch. : 


We are informed that the combines branch is continuing its practice 
of scrutinizing and accumulating such evidence in the event that the in 
formation “may ultimately become relevant and useful should evidence 
of collusive practices be disclosed’. In the course of reviewing our d- 
ings regarding government purchases, we have suggested to officers” roy 
the Branch that it might be desirable were all identical tenders receivet 
by government departments, crown corporations and other agencies list ed 
each year by the combines branch in the annual report made by th 1€ 
director of investigation and research to the minister of justice undel 
section 44 of the Combines Investigation Act. ii 


115. Non-productive payments. paragraph 71 of the fifth report 
1961, of the public accounts committee reads: 


The committee gave consideration to the extent to which it felt. it 
would wish to be informed regarding non-productive payments 
future. Although it recognized the difficulty that would be involve 
in defining a ‘non-productive payment’, it came to the conclusion tha 
information regarding such payments would be of value, and it 
cordingly requests the auditor general, in his future annual reports 
to the House of Commons, to include listings of any such payment 
that might have come to his notice in the course of his audit. 
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In accordance with the request contained in the foregoing observation, a 


listing is given below of the payments that, in the absence of a precise 
definition, might be regarded as non-productive in character which were 
observed in the course of the audit of departmental expenditures for the 
fiscal year 1961-62. 


ie 


Payment for loss of revenue by pipe line company, Cold Lake, Alta. 
In May 1959 the Department of National Defence entered into an 
agreement with a pipe line company to supply natural gas to the 
air force station at Cold Lake on an annual ‘take or pay’ minimum 
consumption basis, to take effect on November 1, 1960, when an 
additional boiler which was in the planning stage would be installed. 


A contract for the manufacture of the boiler was awarded in Sep- 
tember 1959, and foundation drawings and shop drawings were 
made available in due course to a consultant firm which was to 
proceed as quickly as possible to provide plans and specifications in 
order that a contract for the construction of an extension to the 
central heating plant to house the new boiler could be awarded, but 
no date was specified by which the plans and specifications were 
actually to be produced by the consultant. 


Normally the construction work would have been carried out in 
the fall of 1959 and the boiler would have been installed and in 
operation in the fall of 1960. Due mainly to delays on the part 
of the consultant in producing the plans and specifications, the 
construction contract could not be awarded until September 1960 
and the new boiler did not become operational until the middle of 
July 1961. 

Because of the failure of the crown to have the additional boiler 
capacity ready on the agreed date and its inability to take the quan- 
tity of gas made available by the pipe line company, the latter suf- 
fered a loss of revenue which the crown remedied in part by an 
ex gratia payment of $20,000. 


. Printing of official history of the Canadian army, French edition. In 


October 1956 the Department of Public Printing and Stationery, on 
behalf of the Department of National Defence, awarded contracts for 
the printing of 3,000 copies each of the French edition of volumes 
I and II of the official history of the Canadian army in the Second 
World War, a translation of the earlier English edition. 

Mainly because of delays in processing, including numerous changes 
in translation, delivery of volume I was not made until April 1959, 
while volume II did not become available until October 1960. Firm 
prices were not established with the contractor and during the four 
years which elapsed between the initial stages of composition and 
final publication there were increases in printing, labour and 
material costs. 


As a result, when final payment was made in 1961-62, publication of 
the two volumes cost $26,060 more than the original estimate of $28,983. 


3. 


Exterior painting of housing units, Camp Shilo, Man. In July 1959 
a contract in the amount of $24,362 was awarded by Defence Con- 
struction (1951) Limited for the exterior painting of 149 permanent 
married quarters at Camp Shilo, under the general supervision of 
the army works service. The contract, which was to have been 
completed in the fall of 1959, was not finished until a year later 
and substantial losses were incurred by the contractor, who claimed 


164 


. Construction of outside services, Royal Military College, Kingston, 


. Construction of reservoir, Point Edward naval base, Sydney, NS. 


. Construction of aircraft hangar, Bagotville, P.Q. The construction 
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that (i) the selected colour scheme was not in accordance with tl 
departmental standard practice; (ii) houses previously painted w 
dark colours were required to be painted with light colours, th 
necessitating additional undercoating; and (iii) approximately 90 
per cent of all window sash was required to be painted a different 
colour from that used for the window frames, involving additional 
work. For its part, the army works service claimed that the losses 
were largely attributable to factors for which the contractor wa 
responsible, but the contractor was nevertheless paid an additional 
$11,371 in settlement of his claim during the fiscal year. 


Ont. A contract for electrical distribution systems, sewer connections, 
roads, curbs and miscellaneous outside services at the Royal Military 
College was awarded in April 1959 by Defence Construction (1958) 
Limited, in the amount of $488,671. 


The contractor planned to install the electrical distribution systems 
and sewer connections concurrently, thereby employing the same 
excavation equipment for both these phases of the work. However, 
at an early stage he was requested to rearrange his work sched 
to make an immediate start on the electrical distribution work i 
the sports field area, one-half mile from his planned starting poll 
This required the use of additional excavation equipment and. 
additional costs were thus incurred. The contractor was also re- 
quested to reschedule certain other phases of the work and to 
postpone the use of certain equipment in order not to interfere with 
the academic timetable or disrupt scheduled ceremonial functions 
of the college. Further delay was occasioned by changes in the 
design of the electrical distribution services and transformer vaults. 


As a result of the rescheduling of work and the delays mentioned 
above, the contractor incurred further costs and he was paid an 
additional $66,591 during the fiscal year. 


In August 1959 a contract for $328,000 was awarded by Defence 
Construction (1951) Limited for the construction of a reinforced 
concrete reservoir at the Point Edward naval base. The contractor 
ordered equipment and had it shipped to the site for incorporation 
into the project, but the crown company’s engineer, in interpreting 
the contract specifications, demanded the use of a type of equipment 
other than that purchased by the contractor. The contractor there- 
upon took steps to replace the equipment but there was a delay 
of two months in doing so and this extended the work until winter 
conditions had to be faced. 


The contractor claimed for the additional costs thus occasioned and 
was paid $4,339 during the fiscal year under review. 


of an aircraft hangar at the air force station at Bagotville involved 
a sub-contract for the fabrication and erection of structural steel 
in the amount of $168,450. This sub-contract was awarded in January 
1956 with the intention that steel erection would be completed by 
the end of August of that year. Defence Construction (1951) Limited 
had undertaken to supply working drawings but due to the large 
number of modifications to the standard design required by the ail 
force, the task of preparing the drawings was given to the contractor 
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In the meantime, some two and a half months elapsed before fab- 
rication of the steel was proceeded with, the result being that steel 
erection did not commence until October 1956 and was not completed 
until May 1957. 


The delaying of steel erection from the summer of 1956 to the winter 
of 1956-57 caused the work on the project as a whole to be prolonged 
into the winter and, as a result, the prime contractor claimed addi- 
tional costs of $89,552. The crown accepted responsibility for part 
of the delay and made settlement in the amount of $23,822; ini 
1961-62. 


. Construction of aircraft hangar, Summerside, P.E.I. In July 1961 
Defence Construction (1951) Limited awarded a contract for an 
extension to a cantilever hangar at Summerside, requested by the 
Department of National Defence in April 1961. In anticipation of 
this, a contract for $295,340 had been awarded in March 1961 for 
the fabrication and erection of structural steel, and this contract 
stipulated that fabrication commence June 1, 1961 and that erection 
commence August 24, 1961 and be completed by November 30, 1961. 
Due to the delay in the awarding of the main construction contract 
(July 7, 1961) foundations which should have been in place ready 
for the erection of steel by August 24, 1961 were not finished until] 
December 1961. As a result, steel that was scheduled to be erected 
during the fall was erected under winter conditions with the con- 
sequence that additional costs of $8,250 were incurred by the 
contractor, and he was reimbursed accordingly. 


. Installation of radio equipment, air force station, Trenton, Ont. In 
September 1959 a firm price contract of $29,960 was awarded by 
the Department of Defence Production for the ground-to-air radio 
facilities at the air force station at Trenton, the installation to be 
in accordance with air material command specifications and installa- 
tion directives. However, at the commencement of the work it be- 
came apparent that the drawings were inaccurate and that there 
were errors and omissions in the specifications. 

The contractor submitted a claim for the extra work resulting from 
these conditions and was paid a sum of approximately $30,000 over 
and above the firm price mentioned above. 


- Operational tests on divers’ recompression chambers. In February 
1959 a contract in the amount of $58,042 was awarded by the De- 
partment of Defence Production on behalf of the Depart- 
ment of National Defence for two recompression chambers, four 
air-cooled compressors and other components, along with shop trials 
of the equipment at firm hourly rates. On receipt of some of the 
units from a sub-supplier, the contractor advised the two depart- 
ments that he was unable to proceed with the shop trials due to the 
fact that certain equipment necessary for them had not been in- 
cluded in the order and was not readily available. Three months 
later, after requisite approval had been obtained, the equipment 
was ordered with a delivery date of 90 days following receipt of 
the order. In the meantime, the contractor, in need of working 
space, was forced to dismantle the compressors, store them outside 
his shop and then re-assemble them for the shop trials. 


The file indicates that had the equipment referred to been included 
in the order, it would have been supplied at no charge and the shop 
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trials could have proceeded without delay; as it was, the contrat 
additional costs of $2,686 were paid during the fiscal year u 
review. a 


Security seals. After considerable research and testing by 
Royal Canadian Mounted Police in collaboration with a pr. 
firm, a dry seal was developed to replace the sealing wax method for 
securing paper envelopes containing classified national defence docu- 
ments and correspondence. The seal was approved by the depart t- 
mental security committee and in November 1960 an order wa: 
placed with the firm for 500,000 pairs of serially numbered se 
to cost $31,130, and in due course the seals were produced accordi ng 
to specifications and delivered to the department. 
Up to the time of our examination none of the seals had been uset 
because, for a time, it appeared that two pairs instead of one wot ild 
be needed to provide adequate security, and subsequently one 
Service declined to put the seals into use. Consideration is currently 
being given to the need for seals of this type in the public servie 
generally. : 


Cost of expropriation of property for Trans-Canada highway. th 
order to acquire a right of way for the Trans-Canada highway in) 
Banff National Park in 1955, the Department of Northern Affa 
took expropriation proceedings in connection with a number 0 
properties in the former townsite of Anthracite. Settlements we 
made with 7 of the 12 former owners, a total of $1,950 being val 1i¢ 
for their land. Before agreements had been reached with the others, 
it became apparent that the expropriation proceedings had been 
invalid as they should have been taken under authority of th 
National Parks Act, R.S., c. 189, rather than the Expropriation 
AG ARS. 0c. LO6> "tie necessary concurrence of the governor i 
council to expropriate under the National Parks Act was receiv ed 
in 1958 but the registrar of land titles at Calgary declined to act or 
the grounds that the title to the land had been vested in the crow 
since 1955. In order to resolve the problem, it was necessary for 
Department of Justice to seek a court order requiring the sec 
registration, which was obtained through the supreme court ©! 
Alberta in 1961. 
At the suggestion of the Department of Justice, all lands involved 
were then re-appraised, with the result that an additional $5,978 
was paid in 1961-62 for the property acquired from those who haé 
already accepted settlement in 1955. 5. 


Construction of Surveys and Mapping Building, Ottawa. In A 
1958 a contract was awarded by the Department of Public Wo 
for construction of a surveys and mapping building in Ottawa 
at a fixed price of $7,840,000 for the Department of Mines and 
Technical Surveys. In February 1959 the contractor was instruc 
to suspend work in the south wing area of the building due t 
the lack of detailed information regarding certain mechani 
equipment that had been ordered by the Department of Mines 
Technical Surveys, for which the contractor had to supply mech 
and electrical services. In the folowing September work was 
stopped in the north wing area as changes to permit the addi 
of press rooms were contemplated. The final plans for the two wil 
were not confirmed until November 1959 and the contractor we 
then ordered to proceed. 
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The contractor was paid $141,392 in March 1962 to cover additional 
costs incurred as a result of delay caused by the work stoppages 
referred to above. 


. Construction of breakwater, New Haven, N.S. In September 1958 


the Department of Public Works was authorized to enter into a 
contract for the construction of a breakwater at New Haven. The 
estimated cost of $125,050 was based largely on fixed unit prices 
for estimated quantities of quarry-run rock core and protective 
armour stone, and the specifications stated that suitable stone for 
the purpose could be obtained from a crown-owned quarry adjacent 
to the site. 


Although the contractor tried various quarrying methods, he was 
unable to obtain the required armour stone from the quarry. In 
April 1959, after departmental officers had confirmed that the 
contract could not be performed as specified—and after efforts had 
failed to persuade the contractor to use armour stone to be extracted 
from nearby privately-owned quarries, except on a cost-plus basis— 
the contract was terminated by the department. The contractor was 
reimbursed $121,399, of which $94,920 was paid during the year 
under review, for direct costs incurred by him in his largely abortive 
effort, plus an allowance for overhead. 


In May 1960 a contract was entered into with another company 
to complete construction of the breakwater (slightly larger than 
originally specified) and it was completed at a cost of $134,854. The 
required armour stone was obtained from two privately-owned 
quarries within a mile of the work. 


After making allowance for the value of the core stone which was 
still in position when the second contract was undertaken, and work 
which had been performed in the construction of an access road, 
it was estimated that the total outlay of $256,253 included a non- 
productive cost of approximately $95,000, sustained because the first 
contractor was misled with respect to the availability of armour 
stone in the specified quarry. 


- New wharf and shed facilities, Corner Brook, Nfld. The Canadian 


National Railways requested that new wharf and shed facilities 
be provided at Corner Brook to service an enlarged coastal vessel 
fleet. A survey of possible sites resulted in the selection of a location 
along part of an area that was being filled by the railways for 
expanded yard facilities. The railways were advised of the selection 
in July 1958 and notified the Department of Public Works in the 
following month that the site was acceptable, and it was assumed 
by the department that this concurrence would automatically sus- 
pend further filling operations. However, following the award of 
a contract for the construction of the new wharf and shed in 1960, 
it was found that an additional 15,000 yards of fill had been placed 
by the railways after the original survey. The removal of this 
material, which was necessary in order that the wharf alignment 
coincide with required berth grades and railway track alignment, 
was carried out by the contractor at an additional cost of $66,750, 
which was paid during the year under review. 


. Cost of maintaining unused office space, London, England. In 1959 


the Department of Public Works was assigned responsibility for 
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the provision and management of office space for Canadian govern 
ment departments in London, including office space previously cor 
trolled by other departments. ; 

One of the properties involved had been acquired in 1953 by the 
Department of Citizenship and Immigration under a leasehold agree 
ment extending to 1994. As a result of a consolidation of Canad 
government offices in London, the main building on the prope 
was vacated in September 1961, with only the courtyard and out- 
buildings being used subsequently. ‘ 
The cost of renting and maintaining the unused premises approx 
imated $18,000 during the last half of the year ended March 31, 
1962. Up to the date of this report, the Department of Public Works 
had been unable to dispose of the residue of the leasehold interest 
in the property on satisfactory terms. 


Repairs to public wharf, Bayfield, N.S. In January 1961 a contrac’ 
was entered into by the Department of Public Works for repairs t 
the outer section of a public wharf at Bayfield. Shortly after wor. 
had been commenced by the contractor, local fishermen expresse 
concern over the possibility that the wharf would not be in a usable 
condition during the lobster season and that the repair work would 
have an adverse effect on the impounded lobsters. As a result, the 
contractor was ordered to suspend work until the beginning of July 
He was subsequently paid $5,910 to cover costs incurred by him as 
a result of the suspension of the work. 


Delay in proceeding with construction of building addition, Stephen 
ville, Nfid. Late in 1958, when the Department of Public Works wa: 
contemplating an addition to a crown-owned building at Stephen 
ville, the municipal council informed the department that a building 
permit would not be granted unless arrangements were made fi 
adequate parking facilities. Although the matter had not been re 
solved, the department called for tenders and on March 2, 198§ 
the successful bidder was notified that his tender of $65,292 ha 
been accepted. On March 12 he informed the department that he 
had been refused a permit because of the parking situation. It 
not until August 25, following extensive negotiations between 1B 
municipality and the department, that the municipality consented 
to issue a permit, and work commenced on the following day. 
During the year under review the contractor was paid an additiona 
$5,136 to compensate him for expenses incurred as a result of the 
delay in proceeding with the work. 


Construction of housing units, Fort Smith, N.W.T. In August 1959 
the Department of Public Works entered into a contract in th 
amount of approximately $370,000 for the construction of a numbél 
of housing units at Fort Smith. Although the specifications required 
the contractor to arrange with the electrical supply authority 10 
connection to its lines, a local representative of the departm 
undertook to make the necessary arrangements and in due co 
informed the contractor that power would be available on Septem 
21, 1959. As the department’s representative was remiss in comp 
ing arrangements, power was not made available until October 16 
Due to the lack of power, it was not possible to operate the heating 
units in the houses and carpenters and sub-tradesmen were un 
to work, or did so with reduced efficiency, until power becam 
available. 
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In January 1962 the contractor was paid $3,556 to compensate him 
for the additional costs thus incurred. 


Architectural services re proposed R.C.M.P. building, Markham, Ont. 
In 1958 the Royal Canadian Mounted Police was authoribed to 
acquire a site at Markham on which to construct a divisional head- 
quarters. The cost of acquisition was $127,500, including $52,000 
for the provision of water services. In December 1959 a firm of 
architects was engaged by the Department of Public Works, acting 
for the Force, to prepare plans and specifications and to supervise 
construction of the proposed facilities. In April 1960, following a 
review of the suitability of the Markham site, the conclusion was 
reached by the Force that it was too remote from downtown Toronto 
to provide a satisfactory base for divisional operations. The consult- 
ants were accordingly ordered to stop work on the project pending 
further instructions. In the year under review they were paid 
$9,439 calculated in accordance with the “abandonment of work” 
clause of the terms of engagement. No action has been taken for 
the disposal of the property. 


Construction of dwellings, Kenora, Ont. In September 1959 the De- 
partment of Transport advertised for tenders for the construction 
of three double dwellings, a single dwelling and related work at 
Kenora. Before a contract had been signed, the lowest tenderer, 
whose bid was $120,000, claimed that the plans and specifications 
provided for plumbing, heating and mechanical equipment on one 
side only of each of the double dwellings and that his price had 
taken this into consideration. He offered to do a complete job for 
$133,200. When efforts to induce him to proceed at the original 
tendered price were not successful, a second call for tenders was 
made in June 1960 after the plans and specifications had been 
modified to remove any possible ambiguities. The same contractor 
Was again the low tenderer and his bid of $141,712 was accepted. 
The work was completed during the year under review at a total 
cost of $142,096. 


The additional cost which thus indirectly resulted from the defi- 
ciencies in the plans and specifications used when inviting tenders 
is a matter of conjecture, but a reasonable assumption is that it was 
in excess of $8,000. 


Architectural services re proposed air terminal building, Victoria, 
B.C. In July 1960 the Department of Transport was authorized to 
engage a firm of architects to design and supervise construction of 
an air terminal building and associated facilities at the Victoria 
International airport. Early in 1961, when it became evident that 
traffic in and out of the airport had declined sharply, a reassess- 
ment of space requirements led to a decision to abandon the original 
proposal. The architects were paid $4,195 for work completed on 
sketch plans, and were instructed to prepare new plans based on 
reduced space requirements. In March 1962, because of circum- 
stances which it was felt might have a further adverse effect on 
traffic, the department decided not to proceed with the second 
proposal and the architects were paid $24,281 for services rendered 
in the preparation of the related sketch plans and working drawings. 
As they were also paid $1,184 in reimbursement of travel expenses, 
a total of $29,660 was paid to them during the year under review 
in connection with abandoned plans. At the year-end the same 
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architects had been engaged to prepare plans for a still more 
project. ve 


22. Architectural services for air conditioning system at air termina 
building, Halifax, N.S. The Department of Transport requested 
consultants who had been engaged to perform architectural ser 
in connection with the construction of the terminal building at 
Halifax international airport, to prepare sketch plans and wor 
drawings covering the design of an air conditioning system for 
building. When it was decided to postpone the installation of 
system in favour of a future installation of more modest des 
the architects were paid $14,480 for work already done in conne¢ 
tion with the unused plans. 

FA. 
Summary of Assets and Liabilities a 


116. The Statement of assets and liabilities as at March 31, 1963 
with comparable figures at the end of the preceding year, prepared h 
the Department of Finance for inclusion in the public accounts ane 
certified by the auditor general in accordance with section 64 of th 
Financial Administration Act, is reproduced as appendix 2 to this report 


Mr. HENDERSON: Paragraph 115 on nonproductive payments stems from é 
standing instruction I have received from this committee which I quote. 
committee wishes to be informed regarding nonproductive payments to the 
extent that we encounter them through our work. 

Now, in the fiscal year ended March 31, 1962, we encountered these 2 
cases, which I felt members would wish to note. Of these 22, eight stem TO} 
the Department of Northern Affairs, five from Defence Construction (1951 
Limited, three from the Department of Transport and lesser numbers from the 
departments of national defence, public works and so on. e. | 

Now, the total amount of money involved in these 22 cases, which run 
over to the end of page 60, is $627,000. . | 

You might be interested in knowing very broadly the nature of these 
The sum of $275,000 of these nonproductive payments involved seven ases 
caused by faulty drawings or goods delivered which were not suitable, and the 
type of thing. 

An equal amount, $275,000, stemmed from extras arising as a result of 
delays, winter conditions; in other words demands by contractors over anda. 
above the contract terms which, in its wisdom, the government found it had 
to pay. That accounts for $550,000 of the $627,000. The remainder consists of 
four cases where no value was received at all; they were in the category 
ex gratia payments, and they accounted for $53,000, and outright extra clai 
by contractors accounted for the balance by another four claims. ‘ 

That, very broadly, is a quick summary of what is contained here. We have 
a similar and longer list in the 1963 report and if you wish to dwell on 
particular one, I will be glad to answer any questions which are put tor 
would say to you again, as I have done before, that every organization, busi 
or government, runs into this sort of thing. We have endeavoured to set out 
circumstances giving rise to each case, why the money was paid, and we Ca 
deal with any questions members may have on these specific items. 

Mr. CarpirF: Mr. Chairman, I have a question in respect of subparagrap. 
number 2. This was a contract that was let for the printing of the official his 
of the Canadian army, French edition, for a contract price of $28,983, ar 
overran the estimate by $26,060, which is almost double. I do not think 
is any sense or reason for that kind of contract. Surely if a man takes a contrac 
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should have enough sense and knowledge when carrying it out not to charge 
vice as much as the contract price. As I say, I cannot see any sense or reason 
o this. 

_ Some hon. MEMBERS: Agreed. 


__ Mr. HENDERSON: There is an undoubted waste here in a number of the 
areas covered which indicate bad management as well as other reasons. 


_ Mr. Carpirr: I would think that a firm that was given a contract to print 
something would have certain standards to go by so that they would know 
‘how to proceed and would not make a lot of unnecessary mistakes. In my 
opinion, that is their fault. 

Mr. HENDERSON: Of course, the fault there is that firm prices were not 
established. 


__ Mr. Tarpir: Then, that is the responsibility of the officer who gave out the 
contract. 
__ Mr. HEeNDeERSon: That is right, sir. 


i Mr. TaRpDIF: Well, if he does things like that what action is taken by the 
department so that it does not happen again? Is the official told he must not do 
it again or does the same situation apply here as in the case of private industry, 
where he is fired? 

Le Mr, HENDERSON: Well, I would have to give you a specific answer on a case 
like that by running it down and finding out what the queen’s printer did in 
that respect. That same question would apply to each of the cases. 


_ Mr. Tarpir: Practically in every one of these items. 


Ve Mr. HENDERSON: Yes, that is right. There are some other quite heavy 
losses. 


th I would suggest we might pass on, Mr. Chairman, and revert to this when 


we deal with what is a very much longer list in 1963. 
_ Mr. CarpirF: It is just about time they were stopped. 


ib Mr. Tarpir: Subparagraph no. 4 of paragraph 115 probably was the 
lecision of someone in the military college, who said: “We want to play a 
game on such and such a date” and requested that the work schedule be re- 
wranged to make an immediate start on the electrical distribution work in 

le sports field area, regardless of what it cost. Now, this is not efficiency and 
e people responsible for this type of situation should be told so. Or did he 


Fak 


t a promotion to colonel. 


an 
hae Mr. Forbes: There appears to be another problem in respect of sub- 
aragraph 11, where the government acquired some property by expropriation, 


ettled for it and then discovered the title was not properly registered and 
hey had to pay for it all over again, involving an additional $5,975, in 
‘espect of a little piece of property for a right of way. It would appear to me 


nere has been a lot of carelessness or negligence in this respect. 


_ Mr. HENDERSON: Well, you may feel that you wish to make a comment or 
iecommendation when you deal with these in the 1963 report because we have 
any more for that year. In fact, there were so many we had to put them in 
in appendix at the back of the report. We ended up with 37. 


lat Mr. ForBes: It looks as though the legal advisers were not too efficient in 
anding out advice. 

| Mr. HENDERSON: Well, it is always hard to pinpoint the blame. I know 
can be placed on the doorstep of some official but it is not an easy thing 
ometimes to pinpoint it under the form of government organization which 
cists. 
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- We do come up with many more than we put in here, but we endeavour 
screen them out. There are a number which are repetitions and, as a rest 
we show the difference types for your perusal. In the case of 1963, where we 
have 37, we started off with something like 50 but we screened them out and 
just left type examples. 4 

Mr. Tarpir: Your report in no way shows the total cost to the government 
of this phase of activity. 7 

Mr. WincH: There might well be more involved than you have indicated. 

Mr. HENDERSON: That is true because our work is done on the basis of 
test verification and we only list those we encounter in the course of our test 


work. 
Mr. WrincH: The situation may be far more serious than is indicated 


5 


here? 
Mr. HenpERSON: That is quite true although this is representative however 
as you suggest, the volume will be greater and in fact must be greater. 


Mr. McMiLtaNn: In connection with this particular subject, Mr. Henderson 
has suggested that there were 40 odd came to light in 1963. Perhaps we should 
call some of the officials as witnesses to testify in respect of the more glaring 


cases. 

The CHAIRMAN: I intended to suggest to the members of this committee 
that perhaps between now and the time we reach our consideration of the 
1963 report members who wish to call certain of these to our attention cam 
indicate to me the number and I will pass the information along to Mr 
Henderson so that he can make the information available at that time. 


Mr. Henperson: Perhaps if the members read the 1963 report as well as 
the 1962 report in respect of these items they will be able to indicate tI 
number of the ones on which they would like further information. Presuma 
we will be able to make arrangements to have the officers responsible appea 
as witnesses at one of our next meetings. 

Mr. McMinuLan: I think we should follow that suggestion. 


Mr. HenpERSON: If you select the ones in respect of which you would like 
further examination and indicate the numbers to me that would be very. 
helpful. / 

The CHAIRMAN: If the information in respect of these items is given 10 
me I will pass it along to the steering committee and we can then make sure 
there is no duplication and pass the information along to Mr. Henderson s0 | 
that he can arrange to have the appropriate witnesses present at the appropriate) 
time. 

Mr. Tarpir: I imagine there are very reasonable explanations for some 
of these items? } 

Mr. HenpvEeRSoN: That is true. I want to be quite fair in this regard. These 
things will occur in the best conducted business. 

We had an interesting discussion in this committee some years ago when 
you made this formal request that I set this information down in my rep 
and I was bold at that time in arguing with you about the extent to w 
I should be required to bring these items forward, bearing in mind that 
are not unusual in business. I have sought to be scrupulously fair in t 
presentation. There have been some plain boners while others occurred as 
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a result of situations in which contractors were faced with certain costs which 
| have been recognized, although the government did not receive value. 
Mr. Tarpir: Surely some situations have developed after the contract job 
has commenced. 

Mr. HENDERSON: Yes, and winter conditions have caused certain of these 
_ situations, and you are familiar with the case where noise at the Royal Military 
College interfered with the academic timetable. There is a considerable story 
in respect of each one of these items and I think it would be very helpful to 
have the officers concerned present to deal with these items once you have 
| selected them. 

Mr. WINCH: Perhaps we could select one or two for further examination. 
The CHAIRMAN: I suggest that one or two be selected for further examina- 
tion by the steering committee in co-operation with Mr. Henderson in order 
that a suitable illustration can be made for the benefit of the members of 
this committee. 

Can we move to a consideration of the next paragraph, paragraph 116: 


Summary of Assets and Liabilities 


116. The Statement of Assets and Liabilities as at March 31, 1962, 
with comparable figures at the end of the preceeding year, prepared by 
the Department of Finance for inclusion in the public accounts and 
certified by the Auditor General in accordance with section 64 of the 
Financial Administration Act, is reproduced as appendix 2 to this report. 


Assets 


117. The following table lists the assets at March 31, 1962 by main 
headings in the statement of assets and liabilities (Appendix 2) in com- 
parison with the corresponding balances at the close of the two previous 
fiscal years: 


March 31, 1960 March 31, 1961. March 31, 1962 


‘Current ASSELSM ere ie Rue Aes $ 862,147,000 $ 784,348,000 $ 1,246,016,000 
“Advances to the Exchange Fund 
CSUR, Se ere 1,960,000,000 2,024,000,000 1,793,000,000 


‘Sinking fund and other invest- 
_ ments held for retirement of 


mmimatunred debt. o...... bene. 85,272,000 17,018,000 19,432,000 

Loans to and investments in 
Crown corporations.......... 3,437,663,000 3,614,188,000 3,985,330,000 
‘Loans to national governments. . 1,414,528,000 1,378,196,000 1,339,797,000 
‘Other loans and investments.... 943,470,000 1,035,651,000 993,863,000 
Securities held in trust........ 30,612,000 30,042,000 25,837,000 
MWeretred charges.............. 616,293,000 733,702,000 727,826,000 
Suspense accounts ............ 33,000 136,000 136,000 
(Inactive loans and investments. ; 93,539,000 94,825,000 94,824,000 
motalz Assets. fo... 9,443,557,000 9,712,106,000 10,226,061,000 


Less—Reserve for losses on real- 
Penon of asscts............ 546,384,000 546,384,000 546,384,000 


BroteAssetsy SL's. sf $ 8,897,173,000 $ 9,165,722,000 $ 9,679,677,000 
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118. Current assets. The balances included under this headin 


March 31, 1962, with the comparable balances at the close of the 


previous years, were: 


BSE a east 5g feces, pieces oer ets v's “ew ia awe $ 565,436,000 $ 486,760,000 $ 895,321,000 


Departmental working capital 
advances and revolving funds: 
Agricultural commodities sta- 


bilization account.......... 120,698,000 90,198,000 132,783,000 


Defence production revolving 


ee Sg TR na 20,667,000 15,651,000 27,297,000 
i NOE ge 54,645,000 65,234,000 63,300,000 
196,010,000 171,083,000 223,380,000 


Securities held for the securities 


investment account.......... 77,863,000 101,454,000 94,608,000 
Otherscurrent .assets.......... 22,838,000 25,051,000 32,707,000 


$ 862,147,000 $ 784,348,000 $ 1,246,016,00( 


The increase of $409 million in cash balances during the year unde! 


review may be accounted for as follows: 

Net increase in unmatured debt outstanding 
(see paragraph 135)........-...seeeeeeees 
Net amount received from other non-budgetary 
transactions (including net repayments of 
$231,000,000 of advances to the Exchange 


Ae eee ee eee ee 330,000,00 0 
1,208,000,000 


March 31,1960 March 31,1961 March 31, 1 


$ 878,000,000 


Deduct— 
Budgetary deficit—excess of expenditure over 4 
fevenue ‘for the (year iis Pages $ 791,000,000 p 
Decrease in cash in hands of collectors and 
AT METATIST Ga’. tis, pene cet oue ieivaa ate eke Mares Ula tottenels lcs 8,000,000 


799,000,000 


$ 409,000,000 


The $132,783,000 balance of the agricultural commodities stabiliza- 
tion account at March 31, 1962 was $42,585,000 (47 per cent) greate 
than the corresponding amount at the end of the preceding year, the 
difference being more than accounted for by the increase of $45,349,000 
in the inventory of butter held by the Agricultural Stabilization Board 
(see paragraph 181). 

The increase of $11,646,000 in the defence production revolving fune 
was more than accounted for by working capital advances of $14,295,000 
made to Canadair Limited for the production of five CL-44 aircraft. 

The decrease of $6,846,000 in the balance of the securities investment 
account was accounted for by (a) a decrease of $19,364,000 in the tem 
porary holdings of securities of Canada by the Minister of Finance un 
the authority of section 17 of the Financial Administration Act offset, 
part, by (b) securities of $12,158,000 (market value at December : 
1961) received by the Minister of Finance on February 21, 1962 on ass 
ment from the Canadian Arsenals Limited Pension Fund, with | 
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_ approval of the governor in council, upon the transfer to the public 
service superannuation account of the liability for the payment of pen- 
sions to pensioners and former contributors to the Fund. Under the terms 
of this transfer, the Minister of Finance is to credit the public service 
seh superannuation account with the proceeds to be derived from the sale of 
these securities. There were no sales during the period from February 21 
| to March 31, 1962, at which date the securities had a market value of 
Ne $12,091,000. 

_ Mr. HENDERSON: At page 60 we enter upon a summary of assets and liabili- 
ties and with your permission I will try to go through these fairly speedily. 

_ This is the standard presentation that appears in the report for each year. 
You may wish to stop me and ask questions in respect of certain sections. We 
are seeking here to show the position of the assets items on the statements of 
assets and liabilities, which in effect is Canada’s balance sheet. 

We start out first of all with the assets, and dealing with page 61, para- 
graph 117 show the components of the items which appear under the headine 
of assets and then, beginning at paragraph 118, take the current assets and 
‘show how they are made up. 


The CHAIRMAN: Paragraph 119 is next: 


119. Advances to the Exchange Fund Account. This account is 
operated by the Bank of Canada on behalf of the Minister of Finance, 
and advances are made by the minister from time to time within the 
maximum ($2,500,000,000 at March 31, 1962) authorized by the governor 
in council under eeeton 23 of the currency, mint and exchange fund 
Act, R.S., c.315. The advances to the account at each year-end are 
included in the statement of assets and liabilities at their total, less 
repayments, with a parenthetical note associated with the item giving 
the market value of the investments from the advances. Thus at March 
31, 1962 the amount shown for “Advances to the Exchange Fund Account” 
was $1,793,000,000, being the total of the advances less repayments, 

_whereas the market value of investments from advances was 
$1,759,690,000, indicating an unrecorded deficiency of $33,310,000. By 
ti comparison, the corresponding unrecorded deficiencies at the close of 
_ the two previous years were $154,042,000 at March 31, 1961 and 
-__- $213,695,000 at March 31, 1960 (see paragraph 141). 
A summary of the transactions in the Account for its financial year 
ended December 31, 1961 is included in paragraph 194 of this report. 


_ Mr. HENDERSON: We give some explanation and comment at page 62 . 
indicating the reasons for increases and decreases. I do not know that there is 
anything particular that I should pick out, but paragraph 119 deals with 
advances to the exchange fund account, later summarized in paragraph 194 
of this report. We then refer to the sinking fund and other investments held 
for retirement of unmatured debt. This is found in paragraphs 120 and 121 
as follows: 


ee 120. Sinking fund and other investments held for retirement of 
_-unmatured debt. This item represents the investments held for the 
. sinking fund maintained with respect to Newfoundland loans assumed 
under the terms of union. The $19,432,000 holding at March 31, 1962 
was $2,414,000 greater than the corresponding holding of $17,018,000 
at the close of the preceding year. 
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121. Loans to and investments in Crown corporations. The follo 7 
table lists these loans and investments at March 31, 1962, with 
comparable balances at the close of the two previous years: 


March 31, 1960 March 31, 1961 March 31, 1962 


Central Mortgage and Housing a 
SORDOGAULON es icc hh wviusle le eae $ 1,318,683,000 $ 1,510,711,000 $ 1,701,029,01 


Canadian National Railways ..  1,207,808,000 1,092,590,000 1,165,039,000 


The St. Lawrence Seaway Au- | 
AWC TETRA: See le tea oe ei 315,927,000 339,927,000 368,216,000 | 
Farm ‘Credit Corporation ...... 115,700,000 155,754,000 209,971,000 — 
National Harbours Board ...... 161,398,000 172,770,000 178,743,000 
Northern Ontario Pipe Line a 
Crown, (Corporation. =... ..... 121,500,000 123,750,000 119,035,000 
Atomic Energy of Canada Lim- | 
LNGIOY 3. 2 2 Ie ea le ce ee a 59,374,000 60,930,000 65,827,000 - 
Canadian Overseas Telecommu- bf 
nication Corporation ........ 22,590,000 31,686,000 37,918,000 
National Capital Commission .. 17,742,000 25,232,000 31,478,000 
Polymer Corporation Limited .. 30,000,000 30,000,000 30,000,000 
Northern Canada Power Com- P 
NET SSG Ce es Se a Se 25,586,000 26,463,000 26,158,000 


ier spalances: 2). seca ke 41,355,000 44,375,000 51,916,000 


$ 3,437,663,000 $ 3,614,188,000 $ 3,985,330,000 


The increase of $190 million in the amount shown for Central Mort- 
gage and Housing Corporation during the year ended March 31, 1962 
is largely accounted for by advances of $224 million during the year, 
pursuant to section 22 of the Central Mortgage and Housing Corporation 
Act, R.S., c.46, less repayments of $46 million in respect of advances 
made under this section in previous years. 


The increase of $72 million in the amount shown for Canadian 
National Railways was accounted for by (a) advances of $139 million 
under Canadian National Railways Financing and Guarantee Acts and 
by a further investment of $21 million in 4% preferred stock in the | 
Company pursuant to section 6 of the Canadian National Railways 
Capital Revision Act, R.S., ¢.311, less (b) reductions of $66 million and 
$7 million as a result of charging to expenditure the temporary loans 
made to the Canadian National Railways and Trans-Canada Air Lines, 
to meet their 1961 income deficits, together with a repayment of $15 
million in respect of previous years’ advances. 


Further loans of $14 million to the St. Lawrence seaway authority 
during the year under review, plus an additional $14 million for deferred 
interest on loans, accounted for the increase of $28 million during the 
year to bring the investment in the Authority to $368,216,000 at March 
31, 1962 (see also paragraph 178). 


The increase of $54 million in the amount for the Farm Credit 
Corporation is due to further loans of $52 million under the Farm Credit 
Act, 1959, c.43, together with an increase in the capital of the Corpora: \- 
tion from $6.4 million to $8.1 million. 
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i Me Paragraph 121 deals with loans to and investments in crown corporations 
| and indicates advances made by the government to its own instruments. You 
| will see noted the Central Mortgage and Housing Corporation, the Canadian 
| National Railways and others. There is indication of further loans of $28 million 
| made to the St. Lawrence seaway authority and further loans to the Farm 
| Credit Corporation. I now come to paragraph 122: 


122. Loans to national governments. The following is a listing of the 
balances of these loans at March 31, 1962 in comparison with the corre- 
sponding balances at the close of the two previous years: 


March 31, 1960 March 31, 1961 March 31, 1962 


RDM he es se se a $ 39,219,000 $® 36,912,000 $ 34,605,000 
PERCCT IG. dhs enc ete secs 152,100,000 143,650,000 135,200,000 
VIG i 33,000,000 29,546,000 24,831,000 
GUN GS 6) oe ec 79,177,000 74,013,000 68,850,000 
United Kingdom ....... 1,108,287,000 1,091,544,000 1,074,476,000 
Other countries ........ 2,745,000 2,931,000 1,835,000 


$ 1,414,528,000 $ 1,378,196,000 $ 1,339,797,000 


The reductions totalling $38 million during the year ended March 31, 
1962 were the result of the continued repayment of each of the loans 
as the instalments fell due. 


Paragraph 122 at page 64 indicates the composition of Canada’s loans to 
‘National governments which during the year were reduced by some $38 million. 
| Then paragraph 123: 


123. Other loans and investments. The balances comprising this asset 
item at March 31, 1962, with comparable balances at the end of the two 
previous years, were: 


March 31, 1960 March 31, 1961 March 31, 1962 


Subscriptions to capital 
of and working capital 
advances and loans to 
international organiza- 


BL ODS tRPMea ey csfocairie Sanchredse $ 605,175,000 $ 631,127,000 $ 659,936,000 
Veterans’ Land Act ad- 
WEDGES eo euaeee es eee 188,903,000 199,644,000 207,953,000 
Less—Reserve for con- 
ditional benefits .... 37,277,000 33,552,000 30,598,000 
151,626,000 166,092,000 177,355,000 


Loans to provincial gov- 

SARITA MISE Gare setae 99,396,000 98,372,000 97,879,000 
Balances receivable under 

agreements of sale of 


@rownreassetsi 3.00.2) 15,982,000 12,094,000 10,622,000 
Loans to Old Age Secu- 
| “UTS USTs (epee ee 28,001,000 17,283,000 10,622,000 
Loans to Unemployment 
Insurance Commission — 67,000,000 — 
| Other balances ........ 43,290,000 43,683,000 48,071,000 


|: $ 943,470,000 — $ 1,035,651,000 $ 993,863,000 


——S 
< > 
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Subscription to capital: 


Working capital advances and loams ..............0+eee00- 1,707,000 — 


Unamortized portion of 
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The following is a listing of the balances comprising the $659, 9: 
shown for the first item in the above table at March 31, 1962: 


TerNALLOn al, MVLOMe TAL Vi HAIG ete eens vinden sts toe eh als ale, oko tan $ 564,661,000 


International Bank for Reconstruction and Development .. 73,680,000 — 
International Development Association ..............++. 16,366,000 — 


International Finance Corporation ..........0.eee seer eee 3,522,000 a 


= 


658,229,000 
$ 659,936,000 — 


During the year ended March 31, 1962, Canada’s subscription to th 1€ 
International Monetary Fund was increased by $21 million through the 
issue of additional non-interest bearing notes following revaluation of 
the Canadian dollar portion of the subscription, based on the rate oi 
exchange for the United States dollar at January 31, 1962. 

Section 11 of the Old Age Security Act, R.S., ¢c.200, provides for 
the establishment of a special account in the Consolidated Revenitl ue 
Fund to which shall be credited the taxes levied by the Act, and pro 
vision is made for temporory loans to the special account. At March 31 
1960 the temporary loans amounted to $28,001,000. These were partially 
repaid in 1960-61 with the balance of the joaris being discharged du ng 
1961-62. 

The loans to the Unemployment Insurance Commission in 1960-¢ 6] 
were repaid in full during the fiscal year ended March 31, 1962 (see 
paragraph 200). : 


124. Securities held in trust. The $25,837,000 total of balances com 
prising this item in the Statement represents securities held for tk 
following accounts: contractors’ security deposits, $11,114,000; guarante 
deposits in respect of oil and gas permits, $4,728,000; guarantee depo si 
in respect of customs duties and excise taxes, $4, 273, 000; pilots’ pensior 
funds, $3,433,000; and other, $2,289,000. 


125. Deferred charges. The balances included under this heading al 
March 31, 1962, in comparison with the corresponding balances at ‘the 
close of the two previous years, were: 


March 31, 1960 March 31, 1961 March 31, 1962 — 


actuarial deficiencies— 
Canadian forces super- j 
annuation account ..$ 326,300,000 $ 326,300,000 $ 326,300,000 


Public service superan- 


nuation account 139,000,000 276,661,000 276,661,000 — 
Royal Canadian Mount- : 
ed Police superannu- 

Amon TACCOUNE sae -- — 3,533,000 
465,300,000 602,961,000 606,494,000 

Unamortized loan  flota- 
SION LEOSUS Sci) i's kia A ene 150,993,000 130,741,000 121,332,000 

$ 616,293,000 $ 733,702,000 727,826,000. | 


ath Le ny 


Pe » amounts appearing under the heading “unamortized portion 
f actuarial deficiencies” represent the balances of amounts set up in 


reasing the balances at credit of the relative superannuation accounts. 
_ In paragraph 144 the audit office view is again restated that these 
bookkeeping entries should not have been made. 

__-—«*The item “unamortized loan flotation costs” records the unamortized 
portion of the cost of discounts and commissions incurred in the issuance 
of loans. The following is a summary of the transactions for the year 
under review: 


meodlance, April 1,1961 ./........ $ 130,741,000 
Add: Costs incurred in issuing 
new loans during the year .... 36,224,000 


166,965,000 


# _ Deduct: 
: Amortization charges included 
in 1961-62 Expenditure ....$ 44,998,000 
Adjustments due to cancella- 
tions, exchanges and conver- 
DIGLIGNE WaltA aaah ad a hs ee Gs 635,000 
45,633,000 
i Balance, March 31, 1962 ........ $ 121,332,000 


126. Suspense accounts. The $136,000 shown for this item on the 
assets side of the statement represents the balance, unchanged during 
_ the year under review, of the Cheque Adjustment Account, which 
_ reflects the total of the individual balances that remained unadjusted 
Pin the process of reconciling payments to the chartered banks for 
__- redemption of paid cheques, with the totals of the relative cheques as 
_ subsequently determined. The balance includes amounts relating to 
_ the fiscal years 1942-43 to 1960-61. 


a 127. Inactive loans and investments. The $94,824,000 shown for this 
item in the Statement at March 31, 1962 comprised the following 
balances: 


Loan to China, in 1946, under the Export Credits 
STAGE. Cte Baer uate ee oak ea, ee eos aie $ 49,426,000 
Loans to Greece and Roumania, in 1919, for the 
purchase of goods produced in Canada .... 30,854,000 
a Balance arising out of implementation of guaran- 
% tee, given under the Export Credits Insurance 
ae Act, of loans by chartered banks to Ming 
bn Sung Industrial Company (carrying prior 


(som 


7 


“— guarantee by the Government of China) .. 14,470,000 


Loan to Province of Saskatchewan, in 1908, for 
cm tnerpurchaser ot seed erain Soe) iia 8S. 74,000 


$ 94,824,000 


au -ere were no changes in these balances during the year under review. 
“4 an ; 
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accounts when bookkeeping entries were made for the purpose of 


Water Sis ote ats t0 sea Meer on, 
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The $74,000 shown as a loan to the Province of Saskatchewan 
represents the balance remaining of advances totalling $861,000 made 
to the Province under the authority of Vote 281, Supplementary Esti- 
mates 1907-08. Under this authority, the federal government undertook 
to pay for seed grain supplied to settlers in Saskatchewan and the 
total amount advanced was to be paid back by the Province in 1909. 
In practice, however, the Province has remitted yearly only what i 
received from the farmer debtors. 


Paragraph 123 refers to other loans and investments and shows the size 
of our subscriptions to the capital and working capital advances and loans to 
international organizations. It also indicates Veterans’ Land Act advances, 
loans to provincial governments as well as loans to the old age security fund 
and the unemployment insurance commission. 

You will perhaps be interested in noting that at the top of page 65 there 
is a list of the balances comprising the $659 million representing subscriptions 
to the capital in the International Monetary Fund, the International Bank. 
the International Development Association and the International Finance Cor- 
poration. 

Mr. McLean (Charlotte): I should like to ask a question in respect of 
our subscription to the International Monetary Fund. Does Canada receive 
any interest on the deposits it makes to the International Monetary Fund? 

Mr. HenpEerRSOoN: Mr. Long can answer that question, sir. 

Mr. Lone: I am not completely familiar with the international transactions 
in this regard but I believe that things are handled on a non-interest basis. q 
believe they are handled on a cash or currency basis. 

Mr. HENDERSON: We point out here that during the year 1962 Canada’s 
subscription to the International Monetary Fund was increased again throug f 
the issue of additional non-interest bearing notes following revaluation of the 
Canadian dollar portion of the subscription. 

Mr. McLean (Charlotte): Do we have gold to put up in respect of the 
International Monetary Fund? 

Mr. Lone: There is some gold put up, yes. 

Mr. McLean (Charlotte): How much gold do we have in this regard? 

Mr. HENpDERSON: I do not think I have a figure in that regard, sir. 

The CHAIRMAN: Perhaps we could ask Mr. Henderson to obtain that 
information so we will have it when the peeaty. minister of finance appems 
before this committee. 

Mr. HENDERSON: We could make a statement in that regard if you wish. 

Mr. McLean (Charlotte): What do you consider to be current assets? 

Mr. HENDERSON: The things considered as current assets are shown In 
paragraph 118 to which I referred at page 61 including departmental work g 
capital advances and revolving funds, securities held for the securities invest- 
ment account and miscellaneous items. 

Mr. McMriuan: Does Canada only put up a fraction of the subscription 
and guarantee the rest? 

Mr. HENDERSON: I would have to give you a precise statement in that 
regard Dr. McMillan. I do not have that information at hand. 

The CHAIRMAN: If it is the desire of this committee Mr. Henderson and 
Fund? 

Mr. McMILLAN: Yes. 

The CHarrMaN: If it is the desire of this committee Mr. Henderson ar a 
his officials can obtain the full answer to that question. 
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Mr. HENDERSON: I will be happy to provide you with that information at 
our next meeting. 

Mr. McLean (Charlotte): In respect of the advances to the exchange fund 

I am wondering whether we have any reserves against our currency or do we 
have reserves against our foreign debts? 
Mr. HENDERSON: The exchange fund represents our advances and holdings 
in foreign currency, principally United States dollars, and gold which is the 
‘support for our currency. You may recall that a statement is being prepared 
by the Minister of Finance to be filed with this committee, outlining the opera- 
tion of that fund. This statement was promised to this committee last December 
and is due for tabling momentarily. When that statement is on the record 
I think many of your questions will be answered. 

Mr. McLEAN (Charlotte): I should like to know whether this gold and 
dollar exchange is held against our currency or held against our balance of 
payments. 

Mr. HENDERSON: It is related to both and would have to be related to both, 
but I would urge you to hold your questions in this regard in abeyance until 
the statement of the minister is presented. He has gone to great pains to 
prepare this statement. I hvae not seen th statement yet but I know what 
material has gone into it, and know that it is to be filed very soon. In fact I 
think Mr. Bryce has in touch with you, Mr. Baldwin, has he not? 

The CHAIRMAN: Yes. 
_ Mr. McLean (Charlotte): We will be given some explanation in this 
regard? 

Mr. HENDERSON: Mr. Bryce will attend a meeting of this committee to 
explain that statement. 

The CHAIRMAN: Mr. Bryce appeared before this committee last year at 
which time it was understood he would appear again when he had completed 
this statement in order to give us a complete explanation. 

Mr. COTE (Interpretation): Mr. Chairman, I am very interested personally 
in getting details regarding our reserves in the International Monetary Fund 
and I hope that the Minister of Finance or the deputy minister will be able 
to give us the necessary information in respect of this matter involving our 
international funds held in the International Monetary Fund and explain the 
fact that we accept money which is convertible in gold. I would be in favour 
of accepting non-convertible currencies. It seems to me this would help the 
present monetary exchange difficulties. 

(Text) 

The CHAIRMAN: Mr. Coté, Mr. Bryce will be appearing before this com- 
mitee and I am sure at that time he will be prepared to answer any questions 
in respect of this subject. 

Are there any further questions in respect of this particular group of 
paragraphs? 


i 
| 


Mr. HARKNESS: In respect of the loan to the province of Saskatchewan in 
1908 for the purcase of seed grain I thought arrangements had been made 
three or four years ago to write off this whole item. I note the item appears 
again at page 66 of your report under the heading “Inactive Loans and 
| Investments’’. 

Mr. Tarpir: That province certainly received long terms in respect of 
his loan, did it not? 
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Mr. Harkness: I understood arrangement was made for this whole 
to be written off in view of the fact that the individuals who received ined 
grain are at this stage either dead or betwen 80 and 90 years of age. I am 
sure whether arrangements were made to write off these loans but certainly 
discussions were held in this regard. : 

Mr. HENDERSON: I think during an earlier discussion, perhaps in 196 j] 
such a suggestion was made; the latest information we have is that contai 
in the paragraph at the bottom of page 66. In respect of writing off loans 0} 
this character, the government probably has good reasons for not wri ing 
them off the books. Although they may be inactive they like to keep them 
there because possible subsequent developments may enable them to effec 
some form of collection. 

Mr. HarKNEss: In my opinion, the printing of these things would involve 
a waste of money. Eighty five years of age would be about the minimum 
of any person who would owe money, if he is still alive. 

Mr. TarpiF: Is there a possibility of collecting that from the estate of so ne 
of these wealthy Saskatchewan farmers? 4 

Mr. HarKNEss: Any moneys which could have been collected from thei 
estate would have been collected many years ago. P 

As I said, Mr. Chairman, I think it is a waste of money to keep acco : 
on this and I think we should suspend our actions in this regard. 

Mr. ForBes: I should inform Mr. Tardif that when farmers die they tal ke 
their estates with them. 

Mr. HARKNESS: You see, the advances were made nearly— 


An hon. MEMBER: In 1880. 


Mr. HARKNESS: —60 years ago. 
Mr. HENDERSON: These were loans made to provincial authorities _ a 
distinct from the individual. It might be interesting to institute some furthel 
inquiries in this connection, in answer to your questions. ‘ 
The CHArRMAN: I do think a lot of the individual loans were written off 
in the last two or three years. In respect of certain clients I had I know there 
was some question whether these would be included in those loans made to 
individuals wherein liens were filed. However, liens were subsequently dis 
charged within the last few years. We may look into this further. 
Mr. Wincu: I think it might be advisable at least to get some statement 
from a government official on these matters because you have one ther 
for 1919 in respect of Greece and Roumania. I would just like to find ou 
why they think they should hold loans on the books going back to 1908. 
Mr. McLean (Charlotte): Is this not supposed to be paid by the provinces? | 
Mr. HENDERSON: Yes, not by the individual. We could obtain this informa= 
tion and give a larger statement on this point at the next meeting, if that would 
be satisfactory to you. 4 
Mr. Tarpir: Is there not a period for this type of loan after which t. ey 
are uncollectible because of the elapsed time? 4 
Mr. HENDERSON: I think not, sir; that would be left to the decision of 
government. As I mentioned, they are reluctant to write these loans 
because there might be a turn of events perhaps in their relationship with 
a foreign country or a province whereby they could achieve some degree ¢ 
collection. 
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. TARDIF: ‘Then, the regulation which exists in respect of private busi- 
not apply to this. I am referring to the seven year period. 

Mr. HENDERSON: There is a statutory limitation for private business but 
does not apply here. 

_ Mr. Tarpir: I was referring to the statutory limitation. 


‘Mr. CarpirF: This was due no doubt to a C.C.F. government. Perhaps 
. a different government we could collect this year. 


The CHAIRMAN: Paragraph 128 is next: 


Liabilities 


128. The following table lists the liabilities at March 31, 1962 by 
main headings in the statement of assets and liabilities (Appendix 2yrin 
comparison with the corresponding balances at the close of the two 
- previous fiscal years: 


March 31, 1960 March 31, 1961 March 31, 1962 


and demand 
ee aN penal tah $ 1,099,057,000 


Deposit and trust ac- 


Current 


liabilities $ 1,147,561,000 $ 1,234,081,000 


242,673,000 239,667,000 266,624,000 


3,965,376,000 3,955,510,000 4,245 ,942,000 


Undisbursed balances of 
appropriations to spe- 


Bclalaccounts) ) 2 21.6) 96,620,000 104,493,000 115,135,000 
Deferred credits ...... 83,961,000 79,073,000 94,991,000 
Suspense accounts ..... 8,528,000 8,618,000 5,305,000 


+ 


‘) 


payable to the Interna- 
tional Monetary Fund 
and the International 
: eee copment Associa- 


15,890,152,000 


$20,986,367 ,000 


16,067,915,000 


$21,602,837,000 


16,945,736,000 


$22,907,814,000 


March 31, 1960 


Non-interest bearing notes 


$ 1,099,057,000 


March 31, 1961 


$ 1,147,561,000 


ee 129. Current and demand liabilities. The balances comprising this 
item in the statement at March 31, 1962, with the comparable balances 
q at the close of the two previous years, were: 


March 31, 1962: 


Ca a ea SPP $ 376,000,000 $ 383,660,000 $ 372,032,000 
Accounts Payable Pai 245,099,000 221,396,000 280,711,000 

- Outstanding Treasury 
MEEPECNEQUCS) 2. ew es 228,768,000 251,741,000 265,658,000 
nterest DCCTUCC i streets 137,622,000 154,016,000 174,601,000 
her balances ........ 111,568,000 136,748,000 141,079,000 


$ 1,234,081,000: 
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130. Deposit and trust accounts. The following is a listing of 
balances included in this item at March 31, 1962 in comparison with th 
corresponding balances at the close of the two previous fiscal years: 


March 31, 1960 


Provincial tax collection 
agreements 


Indian trust funds ....$ 
Post Office Savings Bank 


Deposits by Crown cor- 
porations 


weer eee eee 


Contractors’ security de- 
posits 


Contractors’ holdbacks 
Korean operations pool . 
United States of America 


Canadian Arsenals Lim- 
ited Pension Fund ... 


8 ieee vie e, 8 86. ehe se 


Canadian Pension Com- 
mission (Administra- 
“ROS TUM gm Gb icy aud bbe (8 BUPA. tyr 


Guarantee deposits 


Other balances 


a oo be 


$ 


29,224,000 
29,372,000 


12,625,000 


27,705,000 
17,398,000 
16,104,000 
33,927,000 


10,281,000 
14,437,000 
51,600,000 


242,673,000 


March 31, 1961 


$ 28,516,000 
28,513,000 


19,400,000 


21,804,000 
15,635,000 
16,117,000 
36,686,000 


10,980,000 
13,758,000 
48,258,000 


$ 239,667,000 


$ 266,624,000 


March 31, 1962 


$ 37,986,000 — 
28,523,000 
27,365,000 


24,175,000 


18,003,000 
17,793,000 
16,117,000 
12,228,000 


12,158,000 
12,087,000 


10,403,000 
49,786,000 


Mr. HENDERSON: On page 67 we turn to the liabilities and show the com 
position of these. 
First of all, there are the current and demand liabilities and then he 
deposit and trust accounts. I do not think there is anything unusual in these for 
this year. 


The CHAIRMAN: Paragraph 131 follows: 


131. Annuity, insurance and pension accounts. The balances making 
up this item at March 31, 1962 in comparison with the corresponding 
balances at the close of the two previous years, are given in the follow- 


ing table: 


March 31, 1960 


Government annuities .$ 1,156,867,000 


Public Service Super- 
annuation Account .. 


Canadian Forces Super- 
annuation Account .. 


Other balances 


@:/0. 0. ape) © 


1,229,620,000 


1,053,011,000 
125,878,000 


$ 3,565,376,000 


March 31, 1961 


$ 1,199,123,000 


1,468,848,000 


1,155,333 ,000 
132,206,000 


$ 3,955,510,000 


March 31, 1962 


$ 4,245,942,000 


$ 1,235,305,000 — 
1,586,929,000 


1,279,239,000 — 
144,469,000 
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The following is a summary of the transactions 


annuities account during the year under review: 
rommnce sprue hl. 1961 sooo. heh ween 2. 


Adda: 
PeEeINIUINS TECEIVER. oo... 6 isk oi ers one we ee $ 43,479,000 
Bmetesis- CLECIUG ac. tte We Sts 46,011,000 
Deduct: 
Vested annuity and commuted value 
PayinentsTancdererundsmes . es ma ee 53,016,000 


Transfer to Revenue of the excess of the 
Fund over the valuation of annuities 
RSE ATUCLU Or teen Canis tedp ee aa Ce 292,000 


Bone, March 3. 1962) oi Ase eee 
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in the government 


$ 1,199,123,000 


89,490,000 


1,288,613,000 


53,308,000 


$ 1,235,305,000 


A summary of the transactions in the public service superannuation 
account during the year ended March 31, 1962 is as follows: 


BarancescA priled | 196) sre Se 


Add: 
Contributions by participants .......... $ 53,579,000 
Contributions by Government ........ 49,256,000 
PRRPeTeSUTETOCILS 1). sha wtel coe eee 61,169,000 
ECL CCIES vu, wer es ale ee a 270,000 
Deduct: 
BREIL VODAVINENILS” fh oo0ok Casa idk Vales. ok 39,104,000 
Withdrawals of contributions .......... 6,590,000 
Peis ALC CG ii, oSaciS ogi eo ko Woks 499,000 


$ 1,468,848,000 


164,274,000 


1,633,122,000 


46,193,000 


$ 1,586,929,000 


Reference is made in paragraph 144 concerning the composition of the 


balance at credit of this account. 


The following is a summary of the transactions in the Canadian 
forces superannuation account during the year ended March 31, 1962: 


Bere eewAD rill 1. L961 one yn.) cla es. Oe 


Add: 
Contributions by participants .......... $ 33,629,000 
Contributions by Government ......... 55,985,000 
ROU MMCCOUITS Ss 6 ete Seid Aes oo 48,050,000 
BrereelCuitcry yi. Fo. ye perp he. 331,000 
ay 
 20964—4 


$ 1,155,333,000 


137,995,000 


1,293,328,000 


> 


es Son Wy aut 
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¥ 
Deduct: i 
Annuity payments .............. Wt St ns 7,321,000 a 
Gratuities and withdrawal allowances .. 6,690,000 : 
Other charges i.e Seen eae oe 78,000 a 
————___—_—_—_———- 14,089,000 — 
Balance, March 31, 1962 ........... oo oe $ 1,279,239,000. = 


A comment is made in paragraph 145 regarding the composition of the 
balance at credit of this account. a 
Including in the $144,469,000 shown for “other balances” ai 
March 31, 1962 in the table given above with respect to “annuity, 
insurance and pension accounts”, is the $14,535,000 uninvested portior 
of the unemployment insurance fund on deposit with the receivel 
general. A summary of the transactions in the fund during the yeal 
under review, in comparison with the corresponding amounts for the 
two previous fiscal years, is given in paragraph 200. E 
Also included in the “annuity, insurance and pension accounts” i 
a balance of $1,564,000 standing to the credit of the old age security fund 
at March 31, 1962. The following is a summary of the transactions 
relating to the fund during the year in comparison with the cor- 
responding amounts for the two previous years: e 


1959-60 1960-61 1961-62 
Collections of tax 
PVRRLOS Wi Sane oH oath lanes $ 270,000,000 $ 270,231,000 $ 284,879,000 + 
On personal incomes ... 185,550,000 229,400,000 258,950,000 


On corporation incomes 91,336,000 103,500,000 100,125,000 — 


546,886,000 603,131,000 643,954,000 — 


Payments of pensions under the ie 
Old Age Security Act .. 574,887,000 592,413,000 625,107,000 © 


Surplus or (deficiency) 4 
during the year ......- (28,001,000) 10,718,000 18,847,000 — 


Preceding year’s balance , 
brought forward ...... — (28,001,000) (17,283,000) | 
FAs Toa 2h: | 


Balance at year-end ...... $ (28,001,000) $ (17,283,000) $ 1,564,000 — 


As the pension rate was increased from $55 to $65 per month effective 
February 1, 1962, the fund bore the cost of the pensions at the increased 

rate for only the last two months of the fiscal year under review. 

The balance at credit of the members of parliament retiring allow- 

ances account is also included among the balances comprising the 
“annuity, insurance and pension accounts” item. Comments regarding 

the operation of this Account are made in paragraph 147. 3 

Mr. HENDERSON: On page 68, paragraph 131, the balances making up this 
item of annuity insurance and pension accounts, at March 31, 1962 in com 
parison with the corresponding balances at the close of the two previous years 
are given in the table at page 68. It is interesting that the government carries 
amounts due under the government annuities, and it shows the public service 
superannuation account, the Canadian forces superannuation account, | 
then we show the summary of the transactions of these accounts; that is, t 
income and the outgo. bs 


" 
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members have not any questions on this I will proceed to paragraphs 


132, 133 and 134. 


132. Undisbursed balances of appropriations to special accounts. 
The following is a listing of the balances comprising this item in the 
statement of assets and liabilities, compared with the corresponding 
balances at the close of the two previous years: 


March 31, 1960 March 31,1961 March 31,1962 


Colombo Plan Fund .... $ 62,966,000 $ 67,533,000 $ 77,626,000 
Railway Grade Crossing 

{oN a A 31,196,000 34,050,000 33,704,000 
National Capital Fund .. 2,360,000 2,810,000 3,660,000 
MRR ss 6 ein aos 98,000 100,000 95,000 


$ 96,620,000 $ 104,493,000 $ 115,135,000 


During the year ended March 31, 1962 an amount of $50 million, 
provided by vote 89 under the Department of External Affairs, was 
credited to the account for the Colombo Plan, while expenditures totalling 
$39,907,000 were charged to the account for aid given to countries in 
south and south-east Asia. 

Amounts totalling $10 million, provided under section 265 of the 
Railway Act, R.S., ¢.234, and vote 448 under the Department of Trans- 
port, were credited to the account for the railway grade crossing fund 
during 1961-62, while expenditures totalling $10,296,000 were incurred 
in aiding in the cost of installation of protective devices at railway grade 
crossings, grade separations and reflective markings on the sides of rail- 
way cars. 

During the year ended March 31, 1962 an amount of $5,100,000, 
provided by vote 377 under the Department of Public Works, was 
credited to the account for the national capital fund, while amounts 


totalling $4,250,000 were charged to the account for payments to the 


National Capital Commission to finance the cost of capital projects 
approved by the governor in council. 


133. Deferred credits. The following is an analysis of this item at 
the close of the 1961-62 fiscal year and the two previous years: 


March March March 
31, 1960 31, 1961 31, 1962 


Deferred interest on loans made 

under the United Kingdom Fi- 

nancial Agreement Act, 1946. .$44,174,000 $44,174,000 $44,174,000 
Deferred interest on loans to 

The St. Lawrence Seaway 

PSTD YSIS a aR aA Bat OM OOO PUR DE OE 19,427,000 19,427,000 33,716,000 
Credits arising from the record- 

ing of agreements of sale of 

MrOWwnr ASSETS. sek ue cd bes 13,554,000 9,955,000 8,772,000 
Equity in agency account of 

Crown Assets Disposal Cor- 

BIE IOTI es oy AC eal ahiee ads 5,603,000 4,929,000 7,242,000 
1,203,000 588,000 1,087,000 


$83,961,000 $79,073,000 $94,991,000 
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On page 70 we get into the undisbursed balances of appropriations to 
special accounts. In this connection you might want to spend more time in the 
1963 report because the figures there will be up to date. Paragraph 135 follows: 


Bonds 
Payable in Canada ...... $ 13,563,341,000 $ 14,002,751,000 $ 14,930,571,000 
Payable in London ...... 51,811,000 31,989,000 31,990,000 
Payable in New York .... 150,000,000 98,175,000 98,175,000 


Treasury Bills (not exceed- 
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The only significant change during the year was the increase 
$14,289,000 in the deferred interest on loans to The St. Lawrence Sea- 
way Authority. This deferred interest is payable by the authority over a 
46 year period commencing in 1964, along with repayments of principal. 


134. Suspense accounts. The reduction of $3,313,000 during the year 
in this item on the liabilities side of the statement was largely accounted 
for by the reduction of $3,190,000 in the balance at credit of the replace- 
ment of materiel account maintained pursuant to section 11 of the 
National Defence Act. During the year under review credits to the 
account for the proceeds of sales to other countries of “material not 
immediately required” totalled $2,810,000 while an amount of $6,000,000 
was applied towards the procurement of replacement materiel. 


135. Unmatured debt. A summary of the unmatured debt outstand- 
ing at March 31, 1962, in comparison with balances outstanding at 
the close of the two previous years, is as follows: 

March 31, 1960 March 31, 1961 March 31, 1962 


13,765,152,000 14,132,195,000 15,060,736,000 


Ino LOO idaAyS) “ateae == 2,125,000,000 1,935,000,000 1,885,000,000 


$ 15,890,152,000 $16,067,915,000 $ 16,945,736,000 _ 


The increase of $928 million in unmatured bond debt payable in 
Canada was the amount by which new borrowings of $3,456 million 
during the year exceeded redemptions of $2,528 million of prior issues 
Canada savings bonds accounted for $1,038 million of the new borrowi 
and $538 million of the redemptions. Also included was the $62 milliot 
unredeemed portion of a special issue of non-marketable bonds 
the Unemployment Insurance Commission in exchange for other securl- 
ties previously held by the unemployment insurance fund (see para- 
graph 148). 

Issues payable in London are valued on the basis of £1 sterlins 
equals $2.80 Canadian while those payable in New York are valued or 
a dollar for dollar basis. 

Of the bonds outstanding at March 31, 1962, the following issues, 
all payable in Canada, fall due within the current fiscal year: 


Loan of 1961 due May 1, 1962 .............-.--.-20% $ 100,000,000 
Toan-of. 1960 due June Lbs L9G2 ies crc eee siete rie 190,000,000 
Canada savings bonds of 1951 due August 1, 1962 .... 24,287,400 
Loan of 1961 due August 1, 1962)... tn. e 335,000,000 
Loans of 1959 and 1960 due October 1, 1962 .......... 268,497,000 
Loan of 1960 due December 1, 1962 ..............-- 140,000,000 
Loan of 1961 due December 15, 1962 .............. 375,000,000 
Loan of 1959 due January 1, 1963 .................- 100,000,000 


$ 1,532,784,400 
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As indicated on page 71 we wind up by showing the position of unmatured 
debt. 
, Net Debt 
136. With the liabilities amounting to $22,907,814,000 (paragraph 
128) and the assets to $9,679,677,000 (paragraph 117), the net debt at 


March 31, 1962 was $13,228,137,000. The following is a statement of the 
net debt account for the year under review: 


morce, April 1, 1961-0... 7.0 $ 12,437,115,000 
Add—Deficit for the fiscal year 1961-62: 
Pee OCTCItUTe: © to hoe oh ay Secs $ 6,520,646,000 
Bee MOM UC bar sa cede oo. k oess py eG 5,729,624,000 
791,022,000 
erence, March 31, 1962 .....:. $ 13,228,137,000 


Contingent Liabilities 


137. A note on the liabilities side of the statement of assets and 
liabilities gives the totals of the several classes of contingent liabilities 
outstanding at the year-end, and makes reference to the appendix to the 
public accounts (Volume I, page 167) where details are to be found. 

The following is a summary of the main contingent liabilities with 
determinate amounts which were outstanding at March 31, 1962, in com= 
parison with the corresponding amounts at the close of the two pre- 
ceding years: 


March 31, 1960 March 31, 1961 March 31, 1962 


Railway securities guaranteed as to prin- 


Weetpal and interest ..............5... $1,430,051,000 $1,672,634,000 $1,636,100,000 
Deposits maintained by chartered banks 
wereeank of Canada ............+... 619,905,000 656,295,000 696,008,000 


Insured loans made by approved lenders 
under the National Housing Act, 1954 2,671,918,000 3,017,404,000 3,640,000,000 
suarantees under Export Credits Insur- 


Breer NCin Part Toei hee 96,181,000 109,934,000 291,700,000 
Loans made by chartered banks to Cana- 
item Wheat Board ................ 109,396,000 125,558,000 113,555,000 


Jther contingent liabilities of determi- 
Mem StAOUN TSS hs, ee A ON 67,552,000 89,783,000 66,299,000 


$4,995,003,000 $5,671,608,000 $6,443,662,000 


Among the contingent liabilities of indeterminate amount is that in 
respect of loans made by approved lending institutions under National 
Housing Acts prior to the 1954 act. ; 


_Then, you will see on page 72, paragraph 136, how the net debt has changed 
luring the year; that is to say, how it has been increased by the deficit on oper- 
iting account of $798 million and at March 31, 1962, stood at $13,228,137,000. 
ertain contingent liabilities then follow. Paragraphs 138, 139 and 140 follow: 
fee 
ie be 


tm. 
4 . 
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Comments on Assets and Liabilities 


138. Section 64 of the Financial Administration Act requires 
there be included in the public accounts “a statement, certified by 
Auditor General, of such of the assets and liabilities of Canada as in the 
opinion of the Minister [of Finance] are required to show the financial 
position of Canada as at the termination of the fiscal year’. 


139. The statement of assets and liabilities at March 31, 1962 w 
prepared by the Department of Finance on the same basis as in pre 
years, the following explanation concerning this basis being included i 
the introduction to the public accounts: 


With certain exceptions, taxes and revenues receivable, rev- 
enue and other asset accruals and inventories of materials, supp! 
and equipment are not recorded as assets (except when these ar 
held as charges against working capital accounts or revolving funds 
nor are public works and buildings or other fixed or capital assets 
Following the principle that only realizable or interest- or revenu 
producing assets should be offset against the gross liabilities, 
of capital works are charged to expenditures at the time of acq 
sition or construction. Consequently, government buildings, publi 
works, national monuments, military assets (such as aircraft, naval 
vessels, and army equipment) and other capital works and equip 
ment are recorded on the statement of assets and liabilities at 
nominal value of $1 as the value is not considered as a proper offsi 
to the gross liabilities in determining the net debt of Canada. 


On the liabilities side, accrued liabilities (except for interest 
accrued on the public debt) are not taken into account in detern in 
ing the obligations of the government. However, under section 38 
of the Financial Administration Act, liabilities under contracts an 
other accounts payable at March 31 if paid on or before April 30 I 1a) 
be charged to the accounts for the year. These are recorded as a 
counts payable in the ‘Current and demand liabilities’ schedule 1 
the statement of assets and liabilities. 


oral 


While the statement of assets and liabilities may seem to COI 
respond in appearance to the balance sheet of a large commer 
undertaking, it is important for the reader to understand that it is 
a balance sheet within the generally accepted meaning of the term 
This is because the statement in its present form omits a number 0 
items which would normally appear as assets on a commercial b 
sheet while at the same time including others which are of dou 
value. Similarly, certain items appear as liabilities which are not ge 
ally found as such in commercial practice. The manner in which the 
cess of liabilities over net assets is shown as a “net debt” item on 
assets side of the statement is confusing; the term would be more un 
standable were it used to describe the net result shown by a staten 
exhibiting the outstanding debt at the termination of the fiscal y 


The principal reason for the differences mentioned above st 
from the fact that the governing legislation, namely, the Financia 
ministration Act, contemplates the accounting system being maint 
on the cash basis instead of the accrual basis employed in comme! 
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practice. This means that revenues are recorded only when they are 
received while the cost of goods and services is recorded only when 
they are paid for, subject to the modifications and exceptions recited 
in the above explanation. Commercial practice, on the other hand, 
almost exclusively employs accrual accounting, that is to say, revenues 
are recorded in the period in which they are earned or accrue while the 
cost of goods and services is recorded on the books during the period 
when they are used regardless of when they are paid for. 


The unique power given to the Minister of Finance to include in 
the statement of assets and liabilities such assets and liabilities as in 
his opinion are required to show the financial position is in contrast to 
the limitations imposed, for example, on the chief executive officer of a 
commercial undertaking which must include in its balance sheet such 
assets and liabilities as are prescribed by federal and provincial legisla- 
tion or called for by generally accepted accounting practice. 


Over the years the audit office has subscribed to the viem that 
little advantage would be gained by attempting to convert the account- 
ing system of the government from the cash basis to the accrual basis. 
It has recognized that the executive government must know at all times 
what funds are required to be raised through taxation to meet ex- 
penditures expected to come in course of payment within the fiscal year. 
Parliament in turn must always be basically interested in examining 
the country’s financial needs in terms of cash required when considering 
budget proposals and estimates of proposed expenditures. The financial 
position at the termination of the fiscal year is accordingly reflected in 
the statement of assets and liabilities on the modified cash accounting 
basis used by the Department of Finance. 


As will be evident from some of the following comments in this 
section of the report, we believe that the statement and its contents can 
be improved from the standpoint of clarity and presentation so as to 


-achieve maximum disclosure of facts and figures for the information 


of parliament and the public. 


140. Accounts receivable. As explained in the quotation included in 
the preceding paragraph, taxes and other revenues receivable are not 
recorded as assets in the statements of assets and liabilities. 


Information regarding the total accounts receivable of each depart- 
ment at the year-end, in comparison with the corresponding totals at: 
the close of the preceding year, is given in the departmental sections of 
Volume II of the public accounts (with the exception of the taxation 
division of the Department of National Revenue). There is, however, 
one place in the public accounts where information regarding the de- 
partmental totals and the substantial over-all total of accounts receiv- 
able is available. It would be informative to parliament were an 
appendix giving this information included in the public accounts in 
future. 


It has not been the practice over the years to include in the public 
accounts any information regarding amounts receivable by the taxation 
division of the Department of National Revenue, but it seems desirable 
that such information be made available to parliament. 


. ** i ie el + ge ea Wy ae © Oh ¢e a totale De * rs 
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The following summary of accounts receivable includes the 
given in the departmental sections of the public accounts at Mar 


ch 


1962, together with totals of balances receivable as at February 28, 


1962 by the taxation division, as provided by that division: 
Previous Years 


Department Current year Collectable Uncollectable Total — 
PNSTICUILULE. ose o care: $ TLO,O200 ead "95.611 $ 51,466 $ 1,562,697 
Citizenship and Immi- ; 

ROUIOUS ie rays. steve a 28,256 B20;000 312,451 664,340 
Defence Production ... 4,187 13,664 259,329 277,180 
PAM NCOM Ete SiS ok olde sae 's 150,627 2,432 30 153,089 
National Defence ...... 4,565,080 965,958 185,077 5,716,115 
National Health and a 

SVU Bee tane vis ve aht ass ors 904,453 274,816 169,825 1,349,094 
National Research Coun- 

Fell TUL atces ete 8 cher 101,713 14,305 150 116,168 
National Revenue— 4 

Customs and Excise 

BIAION fo bavi 4,856,019* 2,304,292* 7,160,311 

Taxation Division .... 187,320,412* 15,825,226* 203,145,638 
Northern Affairs and Na- 0 

tional Resources ..... 99,187 14,114 18,617 131,918 
eIICAWIOLKS: .%.<.05 6s - 1,139,578 262,103 44,753 1,446,434 
Royal Canadian Mounted ; ; 

POLICE Miestei a 6 5 eae 261,463 4,317 23,694 289,474 
Trade and Commerce .. 114,929 8,936 7,054 130,919 
MeTANISHORL epics <-> lb m0 0s 3,473,178 2,959,651 7,309 6,440,138 
Veterans Affairs ....... 3,359,409 2,571,060 821,019 6,751,488 

251,838 


Other departments .... 140,955 59,963 50,920 


$ 207,235,066 $ 8,270,563 $ 20,081,212 $ 235 


586,841 


* These totals relate to both current and previous years. 


The accounts receivable totals shown in the above table were after 


writing off the following balances during the year under review: 


Uncollectable debts of $1,000 or less deleted from the 
accounts under the authority of section 23 of the 


Financial Administration Act ............seeeeeeeeees $ 809,991 
(Agriculture, $17,348; Citizenship and Immigration, 
$62,804; National Defence, $20,807; Customs and 
Excise Division, $34,943; Taxation Division, $629,107; 
Transport, $6,079; Veterans Affairs, $31,205; and other 
departments, $7,698) 
Uncollectable debts in excess of $1,000 deleted from the 
accounts under the authority of Vote 710, Appropriation 
PAE ING. 40° 1062) oxo noe ea iee et nts ei oc ed no 8 on settee 3,703,795 
(Agriculture, $3,787; Citizenship and Immigration, 
$97,226; Defence Production, $8,282; Finance, $116,747; 
National Defence, $116,903; Taxation Division, 
$3,299,327; Northern Affairs and National Resources, 
$16,057; Transport, $21,612; and Veterans Affairs, 


$23,854) be Ls: 
$ 4,513,786 
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It will be appreciated that whether accounts receivable are kept in 
memorandum form or recorded as an asset in the statement of assets and _ 
liabilities, they are nonetheless debts due to the crown, and their accurate 
recording and ultimate collection are prime responsibilities of the depart- 
ments concerned. 

While we have found that most of the departments having extensive 
accounts receivable keep their records accurately and efficiently, this 
frequently does not apply in the case of departments where accounts 
receivable as such are not an important factor. We believe this situation 
to be largely due to the failure of these departments to maintain con- 
trolling accounts and to provide for an effective internal verification of 
the accounts by officers other than those responsible for keeping the 
accounts. Such weaknesses in internal control should be remedied in 
order to remove the possibility that now exists of accounts being tam- 
pered with and collections misappropriated. 


Mr. HENDERSON: I might now say a word about the section here on com- 
ments on assets and liabilities, beginning at page 73. 

Here I have sought to discuss quite an important subject on the accounting 
and financial side of government, namely the difference between the cash and 
the accrual basis, which is something the royal commission on government 
organization dealt with, while at the same time, I have sought to describe the 
nature of the statement of assets and liabilities in what I hope might be regarded 
as laymen’s terms. 

At page 75 we are showing here for the first time the accounts receivable. 
The way that the government keeps its accounts receivable is in memorandum 
form; that is to say, they are not on the books as they are under accrual account- 
ing in private business where you have accounts due from the customers and 
fave a reserve for uncollectable moneys and show these on the books. Here 
they are kept in memorandum form, and we have put together for the first 
time a summary to show you something of their size. You will see they are 
quite considerable, the largest being those of the taxation division of the Depart- 
ment of National Revenue where, at the end of 1962, they were to the order 
of $203 million, of which they estimated some nearly $15 million would be 
uncollectable from previous years. We have more to say about this in the 1963 
report. However, this summary at page 75 does serve to show the size of 
these accounts receivable. Now, they are writing off a number of these during 
the year, as you will see on page 76, which shows that accounts written off 
during the year were of the order of $44 million. 

Mr. WINCH: In respect of the taxation division, do you happen to know 
whether the majority of that is business or individuals? 


Mr. HENDERSON: Both. As a matter of fact, we discussed this paragraph 
in the committee last December, and it was at that time I drew your attention 
to the last paragraph on page 76, about the importance of maintaining an 
effective control over these memorandum accounts receivable because since 
they are not on the books you have to be extra careful in seeing they are at all 
times fully accounted for. 


The CHAIRMAN: Gentlemen, it is five minutes to eleven; members of the 
defence committee are moving in, in a pincers movement on us. 


Mr. Tarpir: In paragraph 142 I note there is a loan to the town of 
Jromocto for $4,450,000. I did not think the federal government loaned money 
jo towns. Is there any explanation for this? 


Mr. HENDERSON: We dealt with this earlier, where we were at paragraph 81. 
We have had this up for discussion. 


Mr. TarpiF: I guess I was not here. 


n——_ — 
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MENIMW Un oes ta, ae ae 
Mr. Henperson: I do not know whether yo 

to earlier in paragraph 81. ARTO Se hi ean ONS 905 

Pues. _ The CHAIRMAN: Gentlemen, is it agreed we should print as an 

to these proceedings the blank “Report of Surplus” and “Offer Form” of 

Graseeenassets disposal corporation for those who were not here? a 


ih: | Some hon. MEMBERS: Agreed. _ 

om The CHAIRMAN: We will adjourn now until 9.30 on Thursday mo 
which time we will be meeting in room 200, owing to certain changes 
made. There will be just the one meeting in room 200. 


REPORT OF SURPLUS 


TO: THE MINISTER OF DEFENCE PRODUCTION 
c/o CROWN ASSETS DISPOSAL CORPORATION 
OTTAWA, CANADA. 


Declarer 
Department File__ 


ops C.A.D.C. Serial No._____ 
r RB eference 


x 


ne Number. 


Authorized Signature 


Quantity Original Cost. i‘ 
or Details ye 
Weight eg’ 
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‘a CROWN ASSETS DISPOSAL CORPORATION 


Date 


CUSTODIAN Location 


DecuaRERS FILE REFERENCE Sates ORDER NUMBER 


Subject to prior sale or withdrawal, in whole or in part, 
CROWN ASSETS DISPOSAL CORPORATION oolicits offers 
for the purchase of the CROWN owned material or property listed 
_ below on an “‘as is and where is”’ basis and subject to the conditions 
_ of sale endorsed hereon. 


Inspection, prior to making an offer, is the responsibility of the 
prospective purchaser and may be arranged during regular office 
hours, Monday to Friday inclusive (Public Holidays excepted) by 
| presentation of this form to the Custodian. 


If the Item(s) described below consist of movable property the 
Purchaser must make all arrangements and assume full responsi- 
bility for necessary packing, shipping and transport within the time 
specified (see Condition 3 on reverse). 


__ Please submit any offer you wish to make by completing and 
| signing one copy of this form in the appropriate space provided 
| below and mailing to the CORPORATION at the address shown, 
| retaining the other copy for your records. 


| The CORPORATION reserves the right to accept or reject 
any offer. 


Item 


ae Quantity 


RS ee 
Item No. Description 


Ne 
a 


Ciosine Dats 


Terms or Payment CASH 


This offer, signed in ink, must be 
forwarded Post Paid in a sealed 
envelope showing on the outside in 
the lower left hand corner: 


“Offer to Purchase 
Serial Number a 


Addressed to: 


CROWN ASSETS DISPOSAL 
CORPORATION 


Unit Price 


Offered on 


Unit 


TOTAL 


a sl COSSSSE LN 


| Recommended Firm Name and Address of bidder 


Salesman 


Signature and Title 


Date 


| ‘ 


IMPORTANT 


TO AVOID ANY MISUNDERSTANDING BE SURE TO READ CONDITIONS CONTAINED 
‘IN THIS OFFER FORM INCLUDING GENERAL CONDITIONS OF SALE ON THE REVERSE 


lie SIDE OF THIS FORM. 
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GENERAL CONDITIONS OF SALE 


Crown Assets Disposat Corporation (hereinafter referred to as ‘“THE CoRPORATION’’) reserves 
right to withdraw from the sale any property which has not been delivered to the purchaser with 
incurring any liability except to refund to the purchaser any amount paid on account of such prop 


By 


The Corporation further reserves the right to cancel the sale without liability if the property o 
part thereof is purchased on behalf of any principal whose name and address have not been 
municated to the CorRPORATION in writing prior to the sale. 


=! 


The Purchaser, upon acceptance of this offer by the CoRPoRATION, shall remove the property w tk 
thirty (30) days after receiving notice from the Custodian that the property is ready for removal. 


In the event of the Purchaser failing to remove the property within thirty (30) days after rece 
notice from the Custodian that the property is ready for removal the CorPoRaTION, without prejud 
to any other remedies, may cancel the contract without notice to the Purchaser and retain as liquida’ 
damages any deposit and any amount paid on account of the property, and the Purchaser shall lo 
claim to and interest in the property and may be held responsible for all loss, cost and expense inc 

by the Corporation due to the Purchaser’s failure or default. 5 


Where goods are sold by weight, their weight shall be determined by weighing them at or near lo 
point on a municipal, railway or other suitable scale selected by a representative of the CorPor 
or of the custodian. 2 


The purchaser shall not be entitled to contest the accuracy of the CorPORATION’S shipping document: 
unless notice in writing setting forth particulars of the purchaser’s claim shall have been despat 
to the CorPorATION at its address as shown on the face of this form within 72 hours after the de 

of the material in respect of which, such claim is made and unless such material shall have been 
on the purchaser’s premises until inspection by an authorized representative of the CoRPORATION. | 


The purchaser shall be responsible for any damage to surrounding property, including buil 
resulting from the removal of the property sold, and shall hold harmless and indemnif 
Corporation and Her Masesty THE QuEEN IN Ricut or Canapa against any claim resulting: 
such damage. 


The CorporRATION will not be liable for loss, damage or destruction from any cause whatsoever 

property sold; but, should any of such property be lost or destroyed during the period allowe 
removal and prior to the actual removal or shipment thereof, the CorPoRATION will refund to 
purchaser any moneys paid as the price of or otherwise on account of the property so lost or destr 


The Corporation warrants its title or the title of Her Masusty THE QUEEN IN RIGHT OF Cc 
to the property sold and delivered but makes no other warranty, express or implied, by way of de 
tion of the property or otherwise. 


Sales are subject to such adjustment, upon the request of the purchaser, as the CoRPORATION may I 
its discretion, determine to be equitable under the circumstances. Requests for any such adjust 

will be considered only if filed within thirty days after the date of the acceptance of offer (or 
other period as may at any time be specifically allowed in writing). The decision of the CorPor 
shall in all cases be final. 


No member of the House of Commons of Canada shall be admitted to any share or part of the contrac 
or to any benefit to arise therefrom. a 


Sale is made upon the express condition that no bribe, gift, gratuity or other inducement shall hay 
been paid, given, promised, held out or offered to any official or employee of Her Magzsry or of 1 
Corporation for the purpose of, or with a view to obtaining the acceptance of the purchaser’s 
or otherwise in connection with the purchase by the purchaser of the property sold; and, furth 
the express condition that the purchaser shall not have employed any person to solicit or secur 
sale to him of the property sold upon any agreement for a commission, percentage, brokerage 0 
tingent fee payable by or on behalf of the purchaser. Should either of these conditions not be ful 

the Corporation shall have the right to cancel the sale without liability. a 


If the property sold consists of buildings, structures, installations or any of them, which the pure 

is, under the provisions of the offer, required to remove from the land on which they are erec 

installed, conditions 3, 4, 5, 6 and 8 shall not apply but the following conditions shall apply: 

(a) In the event of the purchaser failing to complete, to the satisfaction of the CorPoRATIO: 

removal of the property and the performance of all restoration and other work, if any, as req 

by and within the time specified in the offer, the Corporation, without prejudice to any 
right or remedy which it may have, shall be entitled: 

(i) To take possession of and/or to dispose of any or all of the property not so removed; 4 

(ii) To complete in whole or in part any work which the purchaser has failed to complete a 

hold the purchaser responsible for all loss, cost and expense thereby incurred by the Cor 

TION or otherwise due to the Purchaser’s failure or default; 2 

And the purchaser shall lose all claim to and interest in the property so taken possession of 0 

posed of and shall have no claim to any money paid or deposited by him in respect of the pro 

(b) The Corporation will not be liable for loss, damage or destruction from any cause whatso 

the property sold. 
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te 


MINUTES OF PROCEEDINGS 


THuRsDAY, June 18, 1964. 


(8) 


he Standing Committee on Public Accounts met this day at 9.40 a.m. The 
man, Mr. G. W. Baldwin, presided. 


lembers present: Messrs. Baldwin, Cameron (High Park), Crouse, Fane, 
s, Francis, Frenette, Hales, Harkness, McMillan, O’Keefe, Pilon, Ryan, 
tham, Stefanson, Tardif, Wahn—(17). 


attendance: Mr. A. M. Henderson, Auditor General of Canada, and 


. Long, Millar, Stokes, Crowley, Laroche, Douglas and Smith, of the 
iditor General’s office. 


v 


he Chairman referred to an editorial in today’s Montreal Gazette dealing 
hortage of staff in the Auditor General’s office. 


ir. Henderson made a correction to his evidence of Tuesday, June 16, 
ig to paragraph 115, Non-productive payments. (See Evidence) 

he Auditor General supplied answers to questions by Messrs. Tardif, 
an (Charlotte) and McMillan at sitting of June 16. (See Evidence) 


_ The Committee resumed its consideration of the Auditor General’s Report 
© the year ended March 31, 1962. 


r. Henderson reviewed paragraphs 141 to 201 inclusive, including Crown 
ations, and was questioned thereon, assisted by this officials. 
On paragraph 158, Canadian Broadcasting Corporation, 

n motion of Mr. Harkness, seconded by Mr. Hales, 


solved,—That the Public Accounts Committee call officials of the ©. BG: 
the Committee in order to examine into the Accounts of the Corporation 
ding the extent to which the recommendations of the Auditor General and 
assco Commission have been implemented. 


on conclusion of the examination of the 1962 Report of the Auditor 


1, with the exception of the paragraphs which stood, the Chairman — 
d Mr. Henderson and his officials. 


. Baldwin advised that the Steering Committee would meet next week 
ider an interim report to the House. 


The Chairman announced that the Committee would commence considera- 
on of the report of the Auditor General for the fiscal year ended March oF, 
at its next sitting on Tuesday, June 23. 


0.50 a.m., the Committee adjourned until 9.30 a.m. on Tuesday, June 


M. Slack, 
Clerk of the Committee. 
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EVIDENCE 


THURSDAY, June 18, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum here. I call the meeting to 
order. 1 welcome you to these palatial surroundings, which is an appropriate 
place for the public accounts committee to sit from time to time. Before I call 
‘Mr. Henderson, I do not think it would be irrelevant for me to refer to an 
editorial which appears in this morning’s Montreal Gazette, and which shows 
that the efforts of this committee and the evidence given before it do not go 
entirely unnoticed. 


| This is a very significant editorial, dealing with the fact that because of 
Shortage of staff, the Auditor General has been unable, on some occasions, to 
do the work he feels he should have done, and would like to have done. It is a 
very significant editorial, and I just mention it to indicate that when we do 
bring to the attention of the committee matters which are of interest, they are 
picked up by the press, and this very judicious combination, I think, has some 
value. 


_ Iwill ask Mr. Henderson to deal with some matters that were before the 
committee last Tuesday, and which he was to complete today. 


Mr. A. M. HENDERSON (Auditor General): Mr. Chairman, on Tuesday we 
dealt with paragraph 115 which sets out the 22 non-productive payments. 
I said the largest number of these, that is eight, had arisen in the Department 
of Northern Affairs and National Resources. 


I have to tell you that this figure is incorrect, and I so conveyed my 
apologies yesterday to the deputy minister. The largest number, that is eight, 
arose, in point of fact, from our test checks in the Department of Public Works. 
The number for the Department of Northern Affairs and National Resources 
was one. 


| Also, last Tuesday Mr. Tardif asked me to obtain information regarding 
the advertising rates of the Ottawa newspapers. They are as follows: 


eile CMEC Ti ast kha g. arr a ee bee 28¢ per line 
Se ieee) OUT bam eh aes ee ds Sede 1 AA D4 Ge re 
General rate 26¢ per line classified rate. 

MM LON EON Sa ear mE ate ee TRS Lf tae Eo) Loe eee 


General rate 26¢ per line classified rate. 


According to the rates shown in “Canadian Advertising”, the guide used 
by the Comptroller of the Treasury’s Office in auditing accounts, the Ottawa 
Citizen offers reduced rates under volume contracts, as follows: 


COU Mecrers ee ene ere tte eet he OTE os ora yany wae 27¢ 
SUD) ASS DEA SUSE se anit ers otras er a aot i RR 26¢ 
Ser ME yes ce ee ts tang ice iy en PAA, 25¢ 
DOS ETI: PV) SPER ne ATA eae a eg eM RC ee eres 24¢ 


| We understood that these special rates are for the local retail trade only 


imd that the government does not receive any special rate regardless of its 
idvertising volume. 


| 
} 
| 
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Also, Mr. Chairman, at last Tuesday’s meeting, Mr. MacLean asked 
much gold Canada had to put up with respect to the international mon 
fund, and Mr. McMillan asked if Canada put up only a fraction of her 
scription and guaranteed the rest. 

A brief answer is that Canada’s subscription to the monetary fund 
March 31, 1963, was the equivalent of $550 million U.S. Under the Bre’ 
Woods Agreement Act, 25 per cent of the subscription is required to 
deposited with the fund in the form of gold and the remainder must be 
paid into the fund in Canadian currency, or in the form of demand notes 
The amount which must be deposited in Canadian funds depends on the 
international monetary fund’s need for Canadian currency but must be @ 
minimum of one per cent of the subscription. y 

If any members of the commitee would care to refer to page 138 of 
volume I of the public accounts for the year ended March 31, 1963, they will 
find there a fairly clear explanation with respect to Canadian subscriptio1 
to the monetary fund. a 

I might now, Mr. Chairman, turn to the further work we have to dé 
on my 1962 report, perhaps with the hope that we could clean it up this 
morning. ¥ 

The CHAIRMAN: If you would, Mr. Henderson. . 

Mr. HENDERSON: Sixty paragraphs of my 1962 report remain to be co 
sidered by the committee, and my purpose this morning would be to tak 
these in the order in which they follow from page 76 of this report and saj 
a brief word about each one, allowing for any questions members may havi : 

The first of these is paragraph 141 dealing with advances to the exchang 
fund account. This was considered by the committee in 1961 and, as you 
note from the quotation from its fifth report 1961, the Minister of Fin 
was asked to submit a report to the committee dealing with the desirability 
of writing off the deficiency existing in the account, which had amounted t 
$154,042,000 at March 31, 1961 but which stood reduced to $33,310,000 a 
March 31, 1962. Subsequent to that date (on May 2, 1962) the Canadiai 
dollar was officially revalued at $0.925 U.S., which has had the effect ¢ 
eliminating the deficiency entirely. 

While this official revaluation has had the effect of eliminating the def 
ciency which had given rise to the committee’s request in 1961, I understand 
that the Minister of Finance has prepared a report on the exchange fung 
dealing with its problems in light of more up to date developments. I hope 
therefore, that it will be tabled shortly so that members can study the report 
and thus be in a position to discuss the matter with the deputy minister of 
finance who will be appearing before the committee at a later meeting. 

I might point out to you that while the exchange fund is in good shape 
as long as the value of the Canadian dollar remains at 923 cents U.S., or 
U.S. dollar remains at 1.08 Canadian, a drop of only two cents in the v. 
of the U.S. dollar would return the fund to a deficit position again ra 
the problem which was considered by the committee in 1961. I think 
will be an important point to bear in mind when you consider the rept 
which will be tabled by the Minister of Finance very shortly. 

Paragraph 142 deals with loans to the town of Oromocto. Members w 
recall that earlier in our meetings consideration was given to paragrap 
which showed that capital assistance loans made to the town outstandin 
March 31, 1962 totalled $4,026,890. The purpose of this note is to point 
that it seems to be unrealistic to be recording these loans to the town 
Oromocto as an asset item because the prospect of repayment is remote. 
stated, operating costs of the town in 1961 totalled $1,602,000 while its revenue 
amounted to only $81,000. 


 . 
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_ Paragraph 143 shows how there continued to be included in the asset 
m “other loans and investments” an amount of $1,710,566 representing the 
umulative total of expenditures by the Department of Transport for the 
urchase of land in the township of Cornwall while at the same time this 
mount is included among assets shown on the balance sheet of the St. Lawrence 
seaway Authority to which the land was transferred on April 1, 1959. Under the 
a of Department of Transport Vote 26, Special appropriations Act 
1963, assented to July 22, 1963, this amount has now been written off as a 
1962-63 expenditure. 


ei, 


(: 


Paragraph 144 contains comments about the public service superannuation 

account, in particular certain bookkeeping entries made some years ago to bring 
the account more into line with the actuarial liability. As this account and the 

Canadian forces superannuation account (paragraph 145) are the subject of 

up-dated notes in the 1963 report, I would suggest we defer considering them 
til we reach paragraphs 124 and 125 in the 1963 report. 


j Paragraph 146 relates to the R.C.M.P. benefit trust fund which is a fund 
built up from all moneys accruing to members of the force, fees and costs, in 
connection with court appearances, serving summons, etc., and all gifts and 
bequests to the force. The Royal Canadian Mounted Police Act provides under 
section 23 that the fund is to be used for the benefit of members, former mem- 
bers and their dependents, as the governor in council may prescribe, for the 
making of loans to members of the force and as a reward, grant or compensa- 
tion to persons assisting the force in the performance of its duties. In my 
1961 report I pointed out that disbursements from the fund had consisted 
incipally of distribution of an annual amount to each member of the force. 
the fiscal year 1960-61 this had amounted to $194,355 represented by pay- 
ents to each member of the force of $35. In the fiscal year 1961-62 the practice 
as continued excepting that the individual payments were reduced to $30. 
Asa result of our discussing this note with the commissioner and his associates, 
Nn advisory committee of senior officers was established to consider applica- 
ons for loans and grants more in keeping with the provisions of the act. The 
scal year 1962-63 showed, however, that little demand seemed to have 
materialized for such loans and the individual payments were again continued 
, the level of $35 to each member of the force. 


Paragraph 147 explains the workings of the members of parliament retiring 
lowances account and is inserted principally for the information of members 
- the house of commons. Might I suggest that any discussion on this account 
be deferred until we reach paragraph 127 of my 1963 report. 


_ Paragraph 148 deals with the bonds outstanding with the Unemployment 
insurance Commission. Here it is pointed out that included in the figure of 
unmatured debt of Canada totalling $16,945,736,000 at March 31, 1962, there — 
ands included the $62 million unredeemed portion of a special issue of non- 
marketable bonds to the unemployment insurance commission, furnished to 
the commission in exchange for marketable securities which were previously 
eld in the unemployment insurance fund. This $62 million unredeemed portion 
of the special issue of non-marketable bonds to the unemployment insurance 
zommission bore, and I use the past tense advisedly, interest at 323%, redeemable 
at par on 30 days notice and was available for withdrawal by the commission to 
neet current demands on the fund from time to time. Our criticism here is that 
we feel that the liability of the government to the unemployment insurance com- 
Mission should not have been simply included on its books in the total figure 
£ “unmatured debt”. A liability like this is comparable to the government’s 

bility to crown corporations and others for money on deposit by them with 
he receiver general and we believe that it would have been preferable to 
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have disclosed the liability in this manner. Of course these bonds have since 
been liquidated. g 
Paragraphs 149 to 155 outline the circumstances under which the financial 
statements of the various crown corporations are examined by the Auditor 
General. Paragraph 153 gives a listing of all of the crown corporations he 
examined for the financial years terminating during or coinciding with the 
fiscal year ended March 31, 1962. You will note from paragraph 154 that the 
accounts of seven corporations or other public instrumentalities were not 
examined by the Auditor General during the year. 
We will now deal with the highlights of each of the crown corporations 
whose accounts were examined by the Auditor General. Unless unusual finan- 
cial results are present, I will not comment on them because the financial 
results of all of these crown corporations for the next fiscal year, that is the 
financial year ending on March 31, 1963, are the subject of similar treatment 
in my 1963 report, and it is there I think you may wish to pause and discuss 
more of the operations of the corporations—and particularly so should you 
decide that as a committee you would like to examine into the accounts of any 
one of these corporations in more depth by asking its officers to appear before 
the committee as witnesses. 
First under paragraph 156 we have Atomic Energy of Canada Limited. 
The balance sheet of this company at March 31, 1962 indicated that subject to 
the provision by parliament of an appropriation for the purpose, the depreci- 
ated value of the NRU reactor amounting to $25,239,000 would be written off 
during the ensuing year. Although we record no such appropriation to have 
been included in the revised estimates tabled in the house for the fiscal year 
1962-63, the amount was written off as a 1962-63 expenditure under authority 
of Atomic Energy Vote 16 in the Special Appropriation Act 1963 assented to, 
July 22, 1963. q 
Paragraph 157 sets forth the situation surrounding the operations of Cana- 
dian Arsenals Limited for the year in question. I might just say here that its 
operations have been under close study by the Department of Defence Produc= 
tion and careful attention is being given to the problems they present. 
Paragraph 158 sets forth the operations of the Canadian Broadcasting Cor- 
poration. In the last two paragraphs at the top of page 89 you will see reference 
to the estimated total cost of consolidation of the corporation’s facilities 
Montreal, Toronto and Ottawa, which at March 31, 1962 was estimated at 
$81,087,000. In the next paragraph we draw attention to a recommenda 
we made to the board of directors as at March 31, 1960 that a useful purpose: 
might be served by having the organizational structure in terms of its presemt 
size, complexity and cost made the subject of a study by independent manage 
ment organization and the results of the study are to be found in report 19, 
these lines was subsequently completed by the royal commission on govern: 
ment organization and the results of the study are to be found in report 19, 
volume 4 of the commission’s reports. 


Mr. Harkness: Mr. Chairman, I read the Glassco commission report oF 
the C.B.C. I do not know how many other members of the committee h 
read it, but it contains some very, very serious criticisms of the organization 
set-up and method of doing business of the C.B.C., which results in very 
large expenditures. 

I would think that this committee, perhaps, particularly if there is ne 
broadcasting committee this year, could very usefully have the C.B.C. 
somebody from the corporation before the committee to explain to us w 
action they have taken to correct the faults which are disclosed in the Gla 
commission report, and what expenditures as a result there is any ch 
of reducing. 7 
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_ I think this is particularly important because the grant being made, just 
aa ordinary operating expenditures, is now around $80 million a year, I think, 
is it not, Mr. Henderson? 

_ Mr. HENDERSON: Yes. 


Mr. Harkness: And there is, in addition to that, I have forgotten how 
many million dollars for capital expenditures. 

It seems to me that this crown corporation, in addition to the Canadian 
National Railways, calls for more money on the part of the Canadian taxpayer 
than any other. 

The CHAIRMAN: Yes, Mr. Harkness. I should say that the steering com- 
mittee at one of our meetings did consider the question with regard to whether 
time would permit of closer and more detailed examination of several of the 
rown corporations. We did not consider which ones, but it has been several 
years now since this committee has had an opportunity, because of one thing 
and another, to examine in detail the financial operations of the crown cor- 
oorations which are reported to us by Mr. Henderson. 

I do not know whether at this time you feel like making a motion in this 
fespect, or would you want it referred to the steering committee first? 

Is there any further discussion on the statement made by Mr. Harkness? 


Mr. HARKNESS: Well, if we are going to examine into any of these crown 
Porporations, in view of the fact that there is more money required from the 
faxpayer for this corporation than for any other, and in view of the criticisms 
bf the operation of the organization made by the Glassco commission report, 
{ think it would be much more appropriate for us to deal with this corporation 


defore any other, and therefore I would make a motion we go into the affairs 
bf the organization. 


| The CHatrmMan: May I have that in writing please, Mr. Harkness, so as 
}O conform to our procedure? Is there a seconder? 

_ Mr. Hates: I second the motion. 

The CHairMAN: Mr. Harkness is suggesting that amongst the crown cor- 
porations we should definitely examine the financial operations and the state- 


nents of the Canadian Broadcasting Corporation, and Mr. Harkness is putting 
t in written form now. 


leer. TARDIF: Is the C.B.C. normally checked by the Auditor General? 
» Mr. HENDERSON: Yes, I am the auditor of the CrbiG: 


Mr. McMiuuan: Can we refer back to some of these items of the Auditor 
meneral? 


| 
\ 


| Mr. HENDERSON: Yes, indeed, sir. You will be covering the same parts when 
ve are going through the 1963 report. 


Mr. McMituan: I want to refer to item 141, for instance. 


| Mr. HENDERSON: The exchange fund. Well, as I mentioned, we are on the 
ve of having a very comprehensive statement tabled by the Minister of 
“inance, and you may find that that will answer a number of points, and I 
'm hoping it will come before the committee and thus be placed on the record. 


/ Mr. Tarpir: When you say on the eve, does that mean within the next 


iouple of weeks? 
| 


_ Mr. HENDERSON: I think so, sir. And Mr. Bryce will appear to speak to 


The CHairMAN: When we have completed the balance of these matters, 
f even at the time, any questions would be quite in order. 


_Mr. HENDERSON: Please stop me as I give you this run down. 
| Mr. McMuntan: I will wait until the end on item 141. 
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The CHAIRMAN: This is the motion moved by Mr. Harkness, and sec 
by Mr. Hales: “That the public accounts committee call officials of the 
before the committee in order to examine into the accounts of the corporati 
including the extent to which the recommendations of the Auditor Gene 
and the Glassco commission have been implemented.” a 

Are you ready for the question? a 

Mr. Hates: I was wondering if that is broad enough? The way it is wordec 
states just the recommendations of the Glassco commission. : 

The CHAIRMAN: And the Auditor General. 

Mr. Hates: A full investigation. a 

Mr. HENDERSON: I think it is really to examine and inquire into the 
financial statements of the corporation, its accounts, including this other aspect, 
if you wish to attach it. 9 

The CHAIRMAN: Does the committee give consent to including “to examine 
into the final statement of the C.B.C.’’? % 

Mr. HENDERSON: Into the accounts of the corporation. 

The CHAIRMAN: Including the extent. 

Mr. HENDERSON: Including the extent. 

The CHAIRMAN: I will read the full motion as it is now amended: ‘‘Tha 
the public accounts committee call officials of the C.B.C. before the comm 
in order to examine into the accounts of the corporation including the ext 
to which the recommendations of the Auditor General and the Glassco com 
mission have been implemented.” a 

Mr. McMrtuan: That includes the accounts of the Auditor General as 
well, does it, up to 1963? a 
Mr. HENDERSON: It would include the ones before you, that is to March 
31, 1962 and 1963. The corporation is required to table its annual accounts if 
the House of Commons annually, no later than the end of June is it not Mi 
Stokes? bs 
Mr. A. B. StoKEs: (Audit Director, Auditor General’s Office): Yes. i 
The CHarRMaAN: I would point out, of course, that we are bound by the 
terms of reference from the House of Commons, which includes statements 
for the fiscal years 1962 and 1963, and we would have to have additional 
terms of reference if we went beyond that period. 7 
Are you ready for the question? All in favour? Against? One against. 
Motion agreed to. j 
I declare the motion carried. 4 
Might I point out in the case of some members who have come in since 
Mr. Henderson started, that he is at this time going rather rapidly thro 
the final paragraphs of his 1962 report, but if at the conclusion of any partici 
paragraph or item any member of the committee feels he wants to bring Uf 
a point, or make a statement, it is perfectly in order to do so. . 
Mr. HENDERSON: The next paragraph, No. 159 deals with the Canadian 
Commercial Corporation. It is my understanding that the point made in 
last paragraph relating to the annual loss of this Corporation may no lot! 
be a problem because of changes now taking place whereby the function 
the Canadian Commercial Corporation are being transferred to the Departmen 
of Defence Production. t 
Paragraph 160 shows the crown’s remaining equity in the Canadian 
tional (West Indies) Steamships Limited which has since been reduced furt 
The corporation’s activities are now confined to winding up its affairs. Parag! 
161 explains the operations of Canadian Overseas Telecommunication Corp 
tion. Paragraph 162 sets out the situation respecting Canadian Patents ani 
Development Limited. 
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Paragraph 163 deals with the Cornwall International Bridge Company Lim- 
ted. This company ceased operations on July 2, 1962 when the Seaway Inter- 
ational Bridge Corporation Limited took over the operation of the toll highway 

ver the St. Lawrence river between Cornwall, Ont., and Rooseveltown, N.Y. 
fhe Cornwall International Bridge Company is therefore in the process of 
winding up its affairs. 
| Paragraph 164 sets out the details of operations of Crown Assets Disposal 
Corporation and paragraph 165 the details of Defence Construction (1951) 
Limited. 

_ Mr. Harkness: Mr. Chairman, in connection with Crown Assets Disposal 
Corporation, you will remember Mr. Winch raised the matter of the disposal 
of a considerable number of items, which he brought to the attention of the 
‘committee, which seemed to have been sold at a very, very small sum, and 
at that time, as I recall it, there was some talk about having the officials of the 
‘Crown Assets Disposal Corporation appear before the committee. 

_ Did the steering committee take any action on that, or what is the situ- 
jation in that regard? 

The CHAIRMAN: The way it stands now, Mr. Harkness, it was indicated by 
ithe committee at the time that officials of this Corporation, and also the De- 
partment of National Defence, should appear, but we should first have from 
‘the Auditor General a more detailed statement of what is involved. 

; Mr. Henderson’s staff is now engaged in securing this information. We had 
a little problem which was, I think, worked out when Mr. Richard appeared 
before us, and I think unless there is something to the contrary Mr. Henderson 
ds now engaged in securing this information. 

| When this is done, and the statement is drawn up, a time will then be 
fixed when the officials of the Department of National Defence and Mr. Richard’s 
-orporation will appear here, and this matter will be gone into. 

_ Mr. Harkness: That is looked after, and no further motion is required? 
_ Mr. HENDERSON: That is correct, Mr. Chairman. 

_ Paragraph 166 refers to Eldorado Aviation Limited and paragraph 167 
to the parent company, Eldorado Mining and Refining Limited. 

to Paragraph 168 deals with Export Credits Insurance Corporation. In our 
1961 report we had pointed out how, as a result of our audit, we had found the 
case of an agent who had collected money and failed to turn it over to the Cor- 
poration. As indicated here, the exporter refunded the amount involvd, $70,000, 
to the Corporation in March 1962. 

_ Paragraph 169 sets out the operations of the Farm Credit Corporotion. 
During this 1961-62 year there had been increased activity in its operations 
hich as noted on page 103, resulted in an increase of $684,000 in its expenses, 
arising largely from the increase in its staff from 183 at March o1, 1960, 16 
08 at March 31, 1961, and to 388 at March Suan be) ak 
as Paragraph 170 deals with the National Battlefields Commission. 
| Mr. Hates: Before you leave farm credit, I wonder if the Auditor General 
as any observations to make regarding the increase in the loss position of the 
farm credit over the year 1961-1962. The loss is almost four times what it was 
efore. 

_ Mr. HENDERSON: Well, that is largely accounted for by the very figure that I 
just gave, Mr. Hales. The expense went up by $684,000, as you will note from 
vhe comparative tabulation given on page 103, and that arose from the sub- 
tantial increase in staff because of the greater activity by the corporation in the 
ending field. 

| That is what accounted for that increase. 


Mr. HALEs: The money’s being loaned at a lower rate then. They are not 
ving enough income to take care of their expenses. 
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Mr. HENDERSON: Well, that has most certainly been a contributing fact 
and I have pointed that out in my statutory report in the accounts each ye 
but at the same time the overhead has gone up, because they have been gi 
larger sums of money to lend and they had to engage more staff to do it. The 
has been considerable expansion in this Corporation, as you know from the 
discussion in the house. 

Does that answer your question? 

Mr. Hates: Yes. It is not a very healthy position that they are in. I presume 
the corporation are doing all they can to cut their expenses, however. 

Mr. Harkness: Well, essentially the situation is, is it not Mr. Henderson, 
that the rate of interest charged on these loans is not sufficient to cover the 
cost of getting the money to begin with, what has to paid for the money, plus 
the cost of administration? 

Mr. HENDERSON: That is quite right, sir. Perhaps Mr. Long would like to 
add something on this. 

Mr. Harkness: In other words, this is a subsidized loan. 

Mr. HENDERSON: You might describe it as such. 

Mr. FANE: One and a half per cent, that is all. 

Mr. G. R. Lone (Acting Assistant Auditor General): As Mr. Harkness 
mentions, it is the statutory rate of 5 per cent, which they have been limited to, 
and they have been paying more than 9 per cent to the federal government for 
the moneys which they loan. . 

I believe there is presently a bill before the house on this matter. I am not 
just sure whether it has been passed or not, but there is to be, I believe, an” 
increase in the rate on the increased amount which they may loan to individual 
farmers. 

This, of course, will not take care of the situation up to the former loani ng 
limit. & 

Mr. ForBes: Since this is a 30 year loan it is generally regarded that in= 
terest rates vary in Canada over a period of 30 years. You can anticipate that | 
there will be periods that this will be above 5 per cent, and periods that it iH 
be below 5 per cent, but I think it will average out to 5 per cent. 

I think if you review the history of interest rates in Canada, you will 
this substantially correct. 

Mr. SouTHAM: With regard to the interest rate that the government has 
pay on the average, what would you expect it to be, roughly? I am interested in, 
this because there has been a quite lengthy debate in the house, and as Mr. 
Forbes says, it was pretty well discussed on the long term loan that is being 
advanced to farmers, and the figure of 4 per cent was mentioned as an average 
of what the cost of the money would be to the government. 

So, even though we are dealing with only one corporation here, but loo 
at the overall picture, the government in the long run would not lose if 
figure of 4 per cent was correct. 

Mr. HENDERSON: I think it is impossible to speculate into the future of what 
the out-turn of a thing of this kind might be. The problem we had befor 
here was that the corporation was being charged a higher rate of interest than i 
was permitted to charge to its customers, so it is forced into a loss position. — 

If you were doing this in business, presumably the rate that you would paj 
to get the money would be the rate that you would pass on to the customers, a 
least, plus sufficient to cover the overhead of administering it, thus working it . 
the direction of a break even point, but they cannot do that here because 
are limited by the rate of interest that they can charge the farmer, as Mr. 
has explained. I think it remains at 5 per cent for the first amount of money, ant 


Be 


=) 


PUBLIC ACCOUNTS 209 


| then can take an increase over and above that. But this is not going to be suffi- 
| cient to bring it out to a break-even point. 

Mr. SouTHAM: Well, my question was not looking into the future, but 
-over the past number of years, what has been the average cost of money 
to the government? 


Mr. HENDERSON: I would not like to give an answer right off, without 
checking. 

Mr. SouTHAM: The reason I ask you is that the figure 4 per cent was 
given several times during this debate, and I was quite interested in it, 
| because I was representing a farm area, and the fact that our farmers get a 
benefit from this Farm Credit Corporation to a large extent, knowing the 
feeling of farmers, they themselves do not want to be getting charity. Going 
_back to the old phrase, they want parity, not charity. But the figure of 4 per 
}cent came out, that this was the average cost over the past years to the 
government, and, in effect, if they were now being charged 5 per cent, in the 
long term they believe that they would break even on it. 

I just wondered if this was substantially true. 


Mr. HENDERSON: I would wish to check the history of interest costs to the 
governement before saying whether I thought 4 per cent was a fair basis or not. 

The general proposition, as I see it, is if you are going to be lending 
money to people, you should charge what that money costs you, plus a margin 
to cover costs. Otherwise you are subsidizing it. 

Mr. SOUTHAM: Here we have a crown corporation working within the 
government itself, and the government itself can borrow this money, and 
then turn around and loan it. I was wondering whether this 4 per cent figure 
was substantially true or not. 


_ The CHaiRMAN: Could that be available by the time we come to study 
the Farm Credit Corporation in your 1963 report? 


Mr. HENDERSON: I will certainly look up the Hansard reports. I think I 
recall that particular discussion you mentioned. We can then see to what 
‘extent it might be possible to support the statement with the facts, without 
_going to an undue amount of work, and thus put me in a position to be a little 
‘more helpful. 


Mr. Wauwn: Do the figures since 1929 represent that the total cost of the 
money to the government must be something less than 5 per cent, because, in 
fact, the corporation, or the board, rather, has been able to establish a reserve 
without earnings, which at March 31, 1960, amounted to something like 
$3,749,000. This, presumably, represented accumulated earnings from past 
years, would it not Mr. Henderson? 


| 
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| Mr. Lone: Mr. Wahn, the reserve that is there at present was accumulated 
‘under the old Canadian farm loan board. 

Mr. WAHN: That was a predecessor of it. 

Mr. Lone: The predecessor. I am not familiar with legislation under 


‘which it operated, but I rather think this 5 per cent limit came in under the 
Farm Credit Act. 


Mr. Waun: Is it your information that they charged more than 5 per cent 
under the predecessor organization? 
Mr. SoutHAM: No, they did not. 
Mr. WAHN: So the cost must be less than 5 per cent, even taking in the 
administration costs, because the previous paragraph of the report states why. 


| Mr. Lone: I think I am right in stating that since the Farm Credit 
Corporation came into existence they have continually reduced this reserve. 


| 
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The act requires them to set aside profits, to take care of possible losses 
they are not making any progress in that direction. 

Mr. WauNn: The present corporation was established under the Fart 
Credit Act, since 1959, and since 1959 the effective interest rate has: ee 
much higher than it was prior to 1959. a 

If the object of the government in setting up this type of corporation isd 
level out the interest cost to farmers over, say, an extended period, which mi, 
very well be the case, because after all farm investments are for an extended 
period of time, then the fact that there was a formal change from old Canadian 
farm loan board to the Farm Credit Corporation, I do not think should reall 
make much difference, unless there was some fundamental change in the i 
terest rate charged as between the two periods. e 

But surely one purpose of this might be to level out interest rates to th 
farming community over, say, a 20 year period. So before you could make any 
recommendations as to whether this corporation is operating in an unbusine 
like way, I think you would have to look back over the entire period, an 
just look back to 1959, because from 1959 on, as you know, the interest ra 
have been unusually high in relation to what they were back in 1946, fa 
example. 

Mr. Henprerson: I think that is the point Mr. Southam had in mind when) 
he referred to the history of the 4 per cent rate that was brought up in th 
debate. You would have to go back many years on that. 


Mr. McMiILLaAN: What was the prevailing rate of interest that the govern 
ment was paying in 1959, because that would indicate whether it was to be 
subsidized corporation, or a self-sustaining one. 

Maybe in 1959 you could have loaned money at 5 per cent and then opera te 

certainly not at a loss at any rate. 


Mr. HarKNEss: I was going to try and answer that for you. You will pei 
haps remember that I was the person who put this legislation through, and I 
think there are several factors in connection with this. ; 

First of all, the operations of the Farm Credit Corporation have been vé 
much more extensive than those of the old farm loan board, and this neces 
as Mr. Henderson has said, a considerable increase in staff. 


One of the policies on the basis of which the corporation was put into ef fect. 
was to provide a supervised service with the particular object in view | 
enabling young farmers to become established in the farming business. This w 
on the basis of the fact that the average age of farmers had got to be fairly h 
and it was extremely difficult for young men to get into farming, and in orde 
to make possible transfer of land from old farmers to younger men, and to 
maintain, in other words, a farming population of a reasonable age, it we } 
considered good policy, and the government adopted that idea of increased 
loans and a supervisory staff to give advice to young men getting started in 
the farming business, and to direct their activities into those branches of 
agriculture, in particular, in which there was the best possibility of profit for 
them and the greatest advantage to the general economy of the country. © 

This, of course, it was realized would all cost money. On the basis of what 
interest rates had been, as Mr. Southam said, over the period of the pre 
30 or 40 years, it was hoped at least that the rate of 5 per cent over the | 
term would be sufficient to pay the extra costs involved, but if they were 
sufficient, then the government at that time was prepared to subsidize tl 
operations to whatever extent was necessary, in order to get a better balanced 
agriculture. 


Mr. McM1Luan: Well, that answers my question, I think, not specifics ly, 
but in general terms. My 
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Mr. Fane: Mr. Chairman, I just wanted to say, for the benefit of Mr. Wahn 

o asked a question about the interest on the Canadian farm loan board loans. 

That was 5 per cent. It did not go up, or it did not go down, when Mr. Harkness 

brought in his Farm Credit Corporation. 

Re I can say that first hand, because on a farm that I purchased not so long 
30, 1948, I think the interest at that time was 5 per cent. The loan that I had | 

nyself some time in the thirties was also 5 per cent. So it did not change, 

| I believe that is the reason why the interest on the Farm Credit Corpora- 

on loans was set at 5 per cent, after much difficulty and argument. 


| Mr. FRANCIS: Mr. Chairman, on this subject, I cannot help but feel that 
what is more important is the projected future arrangements, rather than past 
experience, which is coloured by the long depression of the thirties. I cannot 
help but feel that the interest rates which are applied under the National Hous- 
ing Act might be more appropriate as a general policy for various types of 
government and government guaranteed loans, and I personally think that 


there should not be any great disparity between C.M.H.C. loans and farm 
edit loans. 


A I think roughly the same rate of interest should apply. 
ae The CHAIRMAN: Thank you Mr. Francis. We will be dealing with this 


again, of course, when we come to 1963. 
- Can we pass on to the next paragraph? 


_ Mr. HENDERSON: Paragraph 170 deals with the National Battlefields Com- 
ission. The comment made at the top of page 105 regarding the snow removal 
= was resolved by reason of decisions unfavourable to the City in similar 


ases in the Exchequer Court of Canada and the court of appeal of Quebec 
which resulted in the withdrawal of the action in September, 1962, with each 
varty paying its own costs. 

, Paragraph 171 deals with the operations of the National Capital Commission 


ea) 
a 
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wh ch we will be discussing also under another heading in the 1963 report and 


|! 


0 which the deputy minister of finance will probably be addressing himself 
hen he appears before the committee. 
re Paragraph 172 shows the position of the national harbours board. Here 
\here will be noted, beginning on page 109, three cases of non-productive 
Pxpenditures set out as requested by the committee. Together the payments 
javolved $328,000 for which little or no value was received. Loans and advances 
'o the national harbours board continued to increase and at March 31, 1962, 
gether with interest in arrears, amounted to $355,723,000. I pointed out in 
961 and again in this report that there appears little prospect of the board 
being in a position to meet principal and interest obligations of this magnitude 
1 the basis of the present level of its operations, and accordingly suggested 
at consideration should be given to reconstituting its financial structure on a 
‘ore realistic basis. 
\ _ Paragraph 173 sets forth the picture on the Northern Canada Power Com- 
fission. In 1961 I had pointed out that greater efforts should be made by the 
| ommission’s management to keeping a recording of its transactions on a more 
vurrent basis, and record here that some improvement was found in this direc- 
jon and that management is continuing its efforts along these lines. 
i Paragraph 174 has to do with the Northern Ontario Pipe Line Crown 
orporation. Members may recall that on May 29, 1963, Trans-Canada Pipe 
ines Limited exercised its option to purchase the northern Ontario section. 
rthern Ontario Pipe Line Crown Corporation has since discharged its 
ility for the amount due to the government of Canada for outstanding loans 
terest accrued thereon. 
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Paragraph 175 deals with Northern Transportation Company Li 
which is a wholly owned subsidiary of Eldorado Mining and Refining Lim 
Paragraph 176 refers to Park Steamship Company Limited which has 
ceased operations. 5 
Paragraph 177 covers the operations of Polymer Corporation Limited 2a 
subsidiary company in the year ended December 31, 1962. Members of | 
committee will recall that officials of this company appeared before the public 
accounts committee in 1961 when its accounts were examined in detail. 
Paragraph 178 sets out the situation with respect to the St. Lawrence 
Seaway Authority at March 31, 1962. 
Paragraph 179 opens our comments with respect to the extensive tradin 
or servicing activities operated by a number of departments. Paragraph 1 
sets out how financial statements showing the operating results from sv 
activities could be prepared and included in the public accounts. This is 
matter we discussed at the opening of these meetings when considering 
follow-up report and, as stated at that time, this is a situation which will h 
my continuing attention. I am grateful for the interest shown by the committee 
in trying to reach this objective. 4 
Paragraph 181 summarizes the trading losses and stabilization a 
deficiency payments comprising the net operating loss arising from the agi 
cultural commodities stabilization activities. Paragraph 182 shows a comparati 
summary of the results of operations of the Board of Grain Commissioners for 
Canada and refers to this committee’s recommendation in 1961 that steps be 
taken to bring revenues and expenditures into balance. As I advised in my 
comment on this item in our follow-up report, announcement was made 
April that steps will be taken to achieve this objective by increasing the fees 
beginning August 1, 1965. 
Paragraph 183 shows the situation with respect to the operation of the 
Canadian government elevators, all of which have remained in a profit positi 
excepting Lethbridge where for the seventeenth consecutive year the d 
costs of operation have exceeded revenue. 
Paragraph 184 gives the picture regarding the national film board. On pag 
124 it is explained that because the statement of income and expense ; 
not include charges for the value of accommodation, contributions to the p 
service superannuation account and accounting and other services provide 
government departments to the extent of approximately $1,027,000 for 
year, the net expense shown is under-stated to that extent. I am glad to ad 
the committee that the management of the national film board has s 
remedied this situation by proposing to include these costs in its statement 0 
income and expense. 
Paragraph 185 shows the excess of expenditure over revenue in connectio1 
with the activities of the post office, although as indicated in the bottom para 
graph on page 124, no account had been taken of services rendered by 0 
departments which would have amounted to a net increase in expenditure 0 
$25,485,000 based on estimates for the fiscal year 1962-63. 
Paragraph 186 deals with public printing and stationery activities and show 
how, in addition to the expenditures recorded through the advance acc 
which totalled $19,607,000, the department had other expenditures tota lin 
nearly $4 million. oe 
Paragraph 187 records the result of operations of the Royal Canadian 
and paragraph 188 deals with the airport operations of the Department of 
port. 
In paragraph 189 I refer to the public accounts committee’s statement in if 
fifth report 1961 that the committee felt it would be desirable, in the inte 
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oviding members with a clear understanding of the true financial results 
f departmental trading or servicing activities like these, were over-all financial 
tatements included in the public accounts without undue cost or staff increases. 
In my opinion, the importance of this recommendation is again borne out by the 
‘situation I have outlined with respect to these activities, and I was particularly 
‘pleased to have last December the committee’s endorsation that our efforts 
towards this objective should be continued. 

In paragraph 190 I set out the nature of certain special audits and examina- 
tions made by the Audit Office. I began with paragraph 191 having to do with 
the army benevolent fund and followed with paragraph 192 dealing with the 
Canada Council—an agency which will be the subject of special attention 
during consideration of my 1963 Report because of its direct reference to the 
‘Committee. Paragraph 193 shows the operations of the Custodian of Enemy 


Property while paragraph 194 shows the position of the Exchange Fund Account, 
already referred to— 


Mr. McMituan: In connection with the exchange fund account, I understand 
somebody from the Department of Finance is going to be here, but does that 
fean, when you talk about a deficiency, does that mean a loss in the account? 


| Mr. Lone: The amount shown here as a deficiency, Dr. McMillan, is an 
hecumulation since the Currency, Mint and Exchange Fund Act was first passed 
yuite some years ago. In that time there have been several occasions when the 
exchange was fixed. There have been some years when the exchange was at a 
wree level, and at the end of any particular year when you value your holdings 
‘n terms of the value of the United States dollar, there is an accumulation which, 
SP oadine upon the value of the United States dollar at that time, might be 
juite high, and it has been quite high. It was quite high when we first started 
entioning this. 

Now, the current situation is that the United States dollar has been in- 
eased in value. The Canadian dollar has been lowered in value, and this 
‘eficit is wiped out as long as the present value of the United States dollar 
‘emains. Should it change even a slight amount, this difference would disappear, 
nd really, to answer your question, I think there have been losses, not in the 


yansactions, but in the handling of the exchange rate, as has been necessary 
jver the years. 


Mr. McMILLan: Well, I understood the Auditor General to say that that 
Mount would be $33 million, but at four it would be $154 million. 


| When you use the word deficiency, what do you mean? Deficiency from 
shat? 


_ Mr. Henperson: If you will look at the tabulation Mr. Long referred to on 
hge 133, you will see the position of the fund. The balance at December 31, 
ad we are taking here December 31, 1961, compared with the previous year. 
‘ou will see that it is $2,162 million. Then it shows what the balance is repre- 
ented by. It was Canadian dollars, which are small, United States dollars and 
<curities, and gold. 

Now, those currencies, particularly the United States dollars and securities, 
d gold, require to be valued to see to what extent they equal the balance of 
le fund on the books, and as you will see here, at December 31, 1961, they 
vere short by $45,858,000. On May 2, 1962, when the Canadian dollar was re- 
Vlued in terms of United States currency, you can appreciate that that deficit 


A 


“me to be largely eliminated. 


These are the factors and considerations to which the Minister of Finance 
‘addressing himself, as I understand it and which he is making the subject of 
| S Memorandum that is going to be tabled. It is a most interesting problem, 
1 well worthy of consideration by the committee. 
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_ difference to swing the pendulum. 


Hi ; 
i Wer phe 


Mr. McMitian: The reason I asked this is that I seem to recall | 
several years there was a surplus in that fund. ’ 
Mr. HENDERSON: Yes, one would have existed, would it not Mr. Long 
the record? 
Mr. Lonc: There has not been an over-all surplus for quite some time 
Individual years might have had a surplus, yes. Pe 
Mr. HENDERSON: With figures of this magnitude it does not take much of 


The CHAIRMAN: Would the committee agree that when Mr. Bryce m 
available his memorandum, in order that the committee could have this 
important information before them before Mr. Bryce comes in here, would 
committee authorize me, when it comes to hand, to make a distribution to a 
members of the committee so that they have an opportunity to study it befor 
Mr. Bryce gets here? : 

Mr. HENDERSON: Paragraph 195 deals with the operations of the Natior 
Gallery of Canada and paragraph 196 with those of the National Productivit 
Council. > 

Paragraph 197 indicates the extent of our work carried out on public print 
ing and stationery stores and paragraph 198— 

Mr. Hautes: On paragraph 197, your department, I know, assists in 4 
annual physical stocktaking of the department. How often was that done? On 1 
a year, or twice? i 

Mr. HENDERSON: It is done annually, I believe. Mr. Smith, could you speai 
to that point? a 

Mr. D. A. SmitH (Audit Director, Auditor General’s Office): This is « 
not only at the Ottawa headquarters of the department, but also at field offic 
throughout Canada. 4 

Mr. Hates: And a member of your department works alongside them? — 


Mr. SmirH: Yes. Headquarters personnel, plus personnel from our region 
offices at various centres across Canada. , 

Mr. Hates: Thank you. f 

Mr. HENDERSON: Paragraph 198 covers the Queen Elizabeth II Canadian 
fund to aid in research on the diseases of children. Paragraph 199 refers to ou 
annual inspection of the Royal Canadian Mint stocks. 4 


Paragraph 200 shows the position of the Unemployment Insurance F nd 


x 
clon 


'March 31, 1962, a subject you will want to examine in more detail when We 


reach the comparable paragraph in our 1963 Report. It may be of interest 
note here the information contained in the last three paragraphs of this com 
ment on page 139 showing how the marketable securities were exchanged | 
the special issue of Government of Canada non-negotiable bonds, to whicl 
referred earlier (paragraph 148). ig 

Paragraph 201 shows the results of operations for the year of the Yukor 
Territorial Government. In this connection, the Yukon Act does not provi 
for the preparation of annual financial statements for the Territory or for the! | 
certification by the Auditor General as the statutory auditor. As a consequent 
I recommended to the Minister of Northern Affairs and National Resource 
that steps be taken to incorporate these provisions in the Act. At the same t 
I advised him that pending such an amendment to the legislation, I would 
course, continue to furnish appropriate audit certificates covering the a 
financial statements prepared by the Territory for publication in its 
Accounts. Although no statutory action has yet been brought forward, I 
advised by the Department that it proposes in due course to recommend legis 
tion along the lines I suggested. 4 
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These comments, Mr. Chairman, which I am afraid I have, perhaps, given 
rapidly, do bring us to the conclusion of the 1962 report, and may have 
| perhaps served the purpose of familiarizing you with some of the situations 
you are going to find updated in the 1963 report, which would be the next 
_ document to bring forward. 


The CHaIRMAN: Thank you, Mr. Henderson. I am sure the committee has 
appreciated your diligence, and that of your Officials. 

eI think, as a matter of fact, this is the first time in three years if I am 
correct, that we have been able to take the time in between elections, and other 
problems, to complete a yearly study of your report, and I think it is excellent 
hat we have had your assistance in doing so. 

_ Now, as Mr. Henderson said, we have hurried through this last part, but, 
as you realize, within the not too distant future we will be dealing with these 
matters brought up to date, and, secondly, while we are open for any questions 
4 any member of the committee is interested, it will be discussed at a later 
date. 

May I say one more thing, that it is hoped that the steering committee 
will meet some time next week, so that we may possibly be able to bring in 
‘an interim report covering the matters which we have discussed so far, and 


g§ up to date and include in a report to the house the pertinent matters 


those things which the committee may feel themselves should be included 
jim an interim report. 


Mr. McMILLAN: I just want to ask a general question. I was struck by the 

lack of recovery of the government from investments and advances to different 

‘forporations. Take the national harbour board. I think he said. $300 million, 

and the deficiency in the exchange account of $154 million. In those two ac- 

counts alone there is over half a billion dollars. That really did not show our 
e balance at the end of the year. Is that right? 


Mr. HENDERSON: Well, it distorts the figures, it makes them less meaning- 
There exists a host of reasons behind each and the decision to leave them 
isturbed at the present time, all of which, in fairness, must be examined 
ore you can reach any individual or general decisions. 
In the case of the national harbours board I felt that you would probably 
gree that it should serve a very useful purpose to take a hard look at that 
stablishment, because it presents the Board with an enormous problem, not 
fven being able to meet the interest, let alone capital repayment. Moreover 
‘nthe operations of an organization it must surely dull the initiative of the 
ople. They feel they are fighting a hopeless case when saddled with this 
ort of overhead. 


es Mr. McMILLAN: Should not a certain amount of that be written off as 
rrent account every year? / 


_ Mr. HENDERSON: Yes, there is a case for this, but you have to tackle these 
ings, Dr. McMillan, at the beginning, by first of all examining all the facts 
the closest detail before moving on it. 


_. Mr. WauN: When does the Auditor General’s report normally come out? 
1 other words, when will the report for the fiscal year ended March 31, 1964, 
/@ published? 

as HENDERSON: I complete it by the close of the calendar year, that is 


ember 31, and normally it is placed before parliament in January, or 
ruary, as soon as it reconvenes after the recess. 
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ia That is in accordance with the provisions of the Financial A dmini 

PAC. cA eat "4 

oa The CHAIRMAN: Are there any further questions? c? ; 

ie : Mr. HarKNESS: Mr. Chairman, before we adjourn, what are we going ' 

i deal with at the next meeting, on Tuesday? : ; 

; The CHAIRMAN: The Auditor General’s report for the year ending March 
31, 1963. That is where’ we will be beginning on Tuesday next. 


f : Mr. HENDERSON: Mr. Long has just drawn my attention to an importan 
. ‘point. We a 

ie Mr. Lone: Dr. McMillan, you mentioned the exchange fund account an 
i its deficit. I just wanted to make sure that you are aware that all earnings 01 


ty the investments in United States securities are turned over to the Departmen 
. i of Finance, so that the deficit appearing in the account does not take into con 
sideration earnings on investments of the account. “y 
bat { Mr. McMILuan: It does not appear to offset any of it. 


Hi Mr. Lonc: Well, if all the interest, earnings on investment, were left, tk 
ne deficit would be much less, but they are taken off, and you will notice on page - 
| of our 1262 Report that they amounted to over $32 million in 1962. ; 
The CHAIRMAN: The meeting is adjourned until next Tuesday, at 9.30 ar 
- 4 
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MINUTES OF PROCEEDINGS 


TuEspay, June 23, 1964 
(9) 


“ae The Standing Committee on Public Accounts met this day at 9.40 am. 
The Chairman, Mr. G. W. Baldwin, presided. 


% Members present: Messrs. Baldwin, Fane, Forbes, Frenette, Harkness, Mc- 
Millan, Nowlan, O’Keefe, Regan, Rinfret, Stefanson, Tardif, Tucker, Winch (14). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada, and 


Messrs. Long, Douglas, Stokes, Smith, Millar, Chapman, Crowley and Laroche 
of the Auditor General’s office. 


The Chairman welcomed 


Hon. George Nowlan as a new member of the 
Committee. 


Mr. Baldwin referred to discussi 
of the C.B.C. and Dr. G. F. Davidson, 
to their attendance before the Comm 
the Steering Committee would meet 
witnesses. 


ons with Mr. Alphonse Ouimet, President 
Secretary of the Treasury Board relating 
ittee. The Chairman also announced that 
this afternoon to consider a schedule of 


__ The Committee commenced its consideration of the Auditor General’s Re- 
port for the year ended March 31, 1963 


_ Mr. Henderson reviewed paragraphs 1 to 40 inclusive and was questioned 
thereon, assisted by his officials. 

- On paragraph 7, Scope of the Audit, Mr. Henderson reviewed his staff and 
recruitment outlook, and was questioned thereon. The Committee agreed that 
the Chairman write the officials of the Institute of Chartered Accountants in 
Quebec thanking them for officially recognizing the office of the Auditor General 
in the Province of Quebec for the training of students-in-accounts. 


Puen The questioning of Mr. Henderson still continuing, at 10.55 a.m., the Com- 
nittee adjourned until 9.30 a.m. on Thursday, June 25, 1964. 


M. Slack, 
Clerk of the Committee. 


219 


By EVIDENCE 


TUESDAY, June 23, 1964 


The CHAIRMAN: Gentlemen, I see a quorum. You will come to order. I am 
glad to welcome one or two new members. I am glad to see the Hon. Mr. 
Nowlan present. We welcome his experience not only as a member of the 
committee but from other places as well, and I am sure he will be very helpful 
to us in our examinations. 

The other day we said that we would start the examination of the Auditor 
General’s report for 1963. Pursuant to the instructions of the committee con- 
tained in the motion moved and passed at the last meeting with regard to the 


our next meeting, at which time we hope to be able to give you some idea as 
to the other witnesses, and the deputy ministers generally, and the dates of . 
their appearance. 

- On June 30, Dr. G. F. Davidson, secretary of the treasury board, will be 
present. I was in touch with him. There are a number of matters in which he 


discussed. But this is a firm date, June 30, when Dr. Davidson will be here. 
There are a number of matters about which we will send you information. 

| Now, Mr. Henderson, let us start with the 1963 Auditor General’s report to 
the House of Commons. I think you all have copies of the report. If not, they 
are available. 

Mr. A. M. HENDERSON (Auditor General of Canada): Well, Mr. Chairman, 
eginning with my 1963 report, of which everybody has a copy, for the past 
several years we have been inserting a table of contents, as you may have 
loted, in this report which I make to the House of Commons, which we find, 
nd I hope you will find, to be of some assistance in locating individual items. 

The CHAIRMAN: We commence with paragraphs 2, 3 and 4: 


2. In accordance with the requirement of section 70 of the act, ‘a 
Report is now made to the House of Commons on the results of the audit 
examinations for the year ended March 31, 1963. Subsection (1) of the 
section reads: 

The Auditor General shall report annually to the House of 
Commons the results of his examinations and shall call attention to 
every case in which he has observed that 
(a) any officer or employee has wilfully or negligently omitted to 

collect or receive any money belonging to Canada, 
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(b) any public money was not duly accounted for and paid i 
consolidated revenue fund, ; 

(c) any appropriation was exceeded or was applied to a purpose or 
in a manner not authorized by parliament, 

(d) an expenditure was not authorized or was not properly vouc 
or certified, 

(e) there has been a deficiency or loss thro 
mistake of any person, or 

(f) a special warrant authorized the payment of any money, 

and to any other case that the Auditor General considers should be 

brought to the notice of the House of Commons. : 


3. The statement of expenditure and revenue for the fiscal yea 
ended March 31, 1963 and the statement of assets and liabilities as at 
that date, prepared by the Department of Finance for inclusion in the 
public accounts, have been examined and certified by me as required by 
section 69 of the Fnancial Administration Act, subject to my comments 
in this report. Copies of these financial statements are attached hereto 
as Exhibits 1 and 2. The “summary of appropriations, expenditures and 
unexpended balances, by departments” and the “summary of revenue 
by main classifications and departments”, both as included in the 1963 


public accounts, have also been examined and certified and copies are 
attached as Exhibits 3 and 4. 
4. This report includes explanatory notes, in paragraphs 17 to 32 
regarding the major variations between the 1962-63 and 1961-62 ex 
penditures. There is also submitted, as Appendix 2, a “summary OI 
expenditure by standard objects’ for the year ended March 31, 1963 
with comparable figures for the preceding fiscal year. ; 


ugh the fraud, default or 


Mr. HENDERSON: These are standard introductory paragraphs quoting © 
they do, under paragraph 2, that part of section 70 of the Financial Administré 
tion Act, pursuant to which I make my report to the house, on the results 0 
my examination each year. a 

Paragraphs 3 and 4 refer to exhibits and appendices to the report. 


The CHAIRMAN: Next is paragraph 5: : 
5. It will be noted from the summary of expenditure by standard 
objects (Appendix 2) that the two largest items of expenditure continu 
to be interest on the public debt and civil salaries and wages. Togeth 
they totalled $1,782 million and represented one-quarter of the t 
expenditure for the year. The first of these items, namely interest on 
the public debt, is the subject of a detailed appendix in the pu 
accounts. With respect to civil salaries and wages and following the prac- 
tice of the past several years, Appendix 3 to this report gives a sum 
marized listing showing the numbers of employees authorized for the 
public service by departments, crown corporations and other pubie 
instrumentalities at the close of the fiscal year under review in compariso 
with the numbers at the close of the preceding year, prepared on the 
explained in the footnotes to the appendix. 


Regarding paragraph 5 you may remember that at its meetings last Decem 
ber the committee expressed interest in the summarized listing referred ¥ 
here as appendix 3, which shows the number of employees authorized for 
public service by departments, crown corporations and other public instrume 
talities at the close of the fiscal year, in comparison with the numbers at the 
close of the preceding year. This was in reference to a similar appendix appeaF- 
ing in the 1962 report, and in its fourth report 1963, presented to the House oF 
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December 19, 1963, the committee asked me to continue preparing this com- 
parative listing annually and, effective with my report for the fiscal year 1963- 
1964, to include therein a more detailed breakdown of establishments by divi- 
sions and subdivisions together with the number of employees actually on 
strength at the end of each fiscal year for the purpose of showing the size of 
each establishment’s organization on a still more informative comparative 
basis. 

K As the members will recall from their discussion of my follow-up report a 
_ month ago, I advised that a comparative listing prepared along the lines directed 
_ by the committee would be included as an appendix in my next report to the 
House of Commons. , 

The CHAIRMAN: Paragraph 6 follows: 

Standing Committee on Public Accounts 


ig 6. This standing committee of the House of Commons last examined 
| i my whole report in 1961 when it held 22 meetings between February 22 
} and June 30, 1961. At these meetings the committee examined my report 

to the house for the fiscal year ended March 31, 1960 which had been 
ie tabled on January 16, 1961. The final report of the committee was sub- 
| mitted to the house on July 1, 1961 and contained 35 recommendations 
for improvements in various areas of government operation. 

My report for the fiscal year ended March 31, 1961 was tabled on 
January 31, 1962. The public accounts committee, however, was not con- 
vened during the then session of parliament. 

At the following session the committee was convened and my 1961 
report referred to it by the house. The committee held its first meeting 
on December 13. 1962. In accordance with past practice, I was asked to 

submit a follow-up report on action taken on the 35 recommendations 
; contained in its report to the house on J uly 1, 1961. In submitting this 
: to the members of the committee, I was able to report that in 24 of the 
committee’s 35 recommendations, action had been taken by the depart- 
ments and agencies concerned which I felt the committee might consider 

. appropriate in the circumstances. 


considered by the committee further on February 1 and February 5, 1963, 
following which the committee submitted its report thereon. This ended 
the committee’s work as parliament was dissolved on February 6, 1963. 
Consequently, neither my 1961 nor 1962 report (except for the two 
matters referred to above) has yet been examined by the public accounts 


November 8, 1963 and is currently in session. 


Mr. HENDERSON: Paragraph 6 refers to your committee. The four para- 
graphs under this heading were inserted for the purpose of familiarizing 
members with the extent to which reports had been examined or were under 
examination by the committee and therefore the paragraphs are purely 
informative. 

You will note that no committee was in fact ever convened to examine my 
1961 report. However, the prompt action of the present committee in complet- 
ing its examination of my 1962 report last Thursday so that it can now turn 
to my 1963 report today is particularly encouraging to my officers and to me. 


a 
\ 
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The CHAIRMAN: Now, paragraph 7: 
Scope of the Audit bi. 
7. Examinations of the departmental accounts for the year ended 
March 31, 1963 were made in conformity with section 67 of the Financial 
Administration Act which reads: a 
The Auditor General shall examine in such manner as he may 
deem necessary the accounts relating to the consolidated revenue 
fund and to public property and shall ascertain whether in his 
opinion 3 

(a) the accounts have been faithfully and properly kept, 

(b) all public money has been fully accounted for, and the rules 
and procedures applied are sufficient to secure an effective check 
on the assessment, collection and proper allocation of the 
revenue, 

(c) money has been expended for the purposes for which it was 
appropriated by Parliament, and the expenditures have been 
made as authorized, and 

(d) essential records are maintained and the rules and procedures 
applied are sufficient to safeguard and control public property. 


In my report to the House of Commons for the fiscal year ended 
March 31, 1962 I stated that it had not been possible to carry forward 
the comprehensive audit approach to the extent outlined to the house 
in my 1960 report and to the public accounts committee both in 1960 
and 1961, for the reason that I continued to be unable, under existing 
governmental recruitment procedures, to obtain the full staff approved 
for my office by the treasury board. a 

The same unsatisfactory situation continued throughout the fiscal 
year under review. Our examinations are conducted on a test basis, the 
extent of the tests varying according to the nature of the transactions 
and the effectiveness of internal controls. The extent to which these 
test examinations had to be limited by recruitment difficulties con- 
tinued to be a matter of serious concern. As I stated in my report last 
year, there are altogether too many instances where staff shortages 
result in the audit office being unable to carry out its test examinations 
with sufficient frequency or in sufficient depth to achieve even the 
minimum standard required by modern accepted auditing practice. 

The public accounts committee has had this problem under exam- 
ination since 1960 and has recommended that appropriate steps be taken 
to authorize the Auditor General to recruit and manage his own staff 
In its second report 1963 tabled in the House of Commons on February 9, 
1963 the committee rendered the following opinion: 

The committee on two previous occasions has recommended 
that immediate attention be given to the problem of recruitment of 
staff by the Auditor General and sees no reason at the present time 
to alter its recommendations made in two previous years. 2 

The committee gave consideration to section 65 of the Financial 
Administration Act and to section 74 of the Civil Service Act. 

The committee is of the opinion that consideration be given to 
amending section 65 of the Financial Administration Act so a 
authorize that the Auditor General recruit and manage his 0 
staff with the approval of the treasury board and that in the me 
time the Civil Service Commission should immediately reconsi 
its position with respect to section 74 of the Civil Service Act, si 
the Committee is convinced that the special character of the Auditor 
General’s work requires that this be done. 
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As no action had been taken by the executive to implement the 
recommendation in whole or in part by the time the reconstituted com- 
mittee opened its 1963 meetings on November 8th, the committee asked 
the Auditor General and the chairman of the Civil Service Commission 
to explore the problem further and report back to the committee on 
November 22, 1963. On that date they jointly advised the committee as 
follows: 

1. The Auditor General and the Civil Service Commission have 
reached agreement on the steps to be taken to achieve the 
objectives of the Auditor General in the area of recruitment, 
selection and negotiation with candidates for positions in his 
office. While giving the Auditor General freedom to recruit 
staff, these steps contemplate adherence to the basic personnel 
policies and standards sought for the Canadian public service 
by the Civil Service Commission, and the Auditor General has 
accepted the responsibility to see that this is maintained through 
the medium of effective liaison. 

2. In order to facilitate the achievement of these objectives, the 
Civil Service Commission is seconding a senior employee from 
its staff to the staff of the Auditor General to handle his staff 
and administrative matters. 


I believe that, following implementation of this arrangement, the 
audit office will be in a position to improve the Scope of its work in © 
a satisfactory manner. The staff shortage which has existed has, of 
course, continued to limit the scope of work during the now current 
1963-64 fiscal year. However, I look forward to being able to report 
progress in this regard with respect to the fiscal year 1964-65. 

Subject to the limitations in the scope of our work, referred to 
above, our examinations were made in accordance with generally 
accepted auditing standards and continued to include a general review 
of the accounting procedures and systems of internal control together 


_with such tests of the accounting records and other supporting evidence 


aS we considered necessary in the circumstances. 


The attention of responsible administrative and accounting officers 
was directed to transactions which, in the audit office view, were not 
in the harmony with annual parliamentary appropriations or continuing 
statutory financial directions, or which lacked conformity with executive 
orders or regulations. 


Our examinations extended to all departments, crown corporations 
and other agencies of the government of Canada, excepting those listed 
in paragraph 133 whose accounts were subject to examination by other 
auditors. 


During the course of their work, members of the staff of the 
audit office were given full access to all vouchers, records and files of 
the various departments, crown corporations and other agencies. In addi- 
tion, they were readily provided with all supplementary information and 
explanations required. I take pleasure in expressing my appreciation for 
the co-operation thus extended by departmental and treasury officers and 
by the administrative and accounting officers of crown corporations and 
other agencies. 
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The audit office has addressed detailed reports to the execut 
boards of crown corporations and other agencies covering the results 
its examinations during the past year. These reports give a broad sul 
mary of the results of operations for the financial year in comparison 
with previous years, and make comments and offer suggestions regard- 
ing weaknesses in internal control and other matters noted during the 
course of the audit. Where matters dealt with in these reports were 
considered to be of interest to the House of Commons, references are 


made in the relevant sections of this report. a 


Mr. HENDERSON: In paragraph 7 I refer to the scope of my audit. The 
situation outlined here follows a similar comment I made in my 1962 report 
which members will recall I updated in my follow up report and which we 
discussed at some length on May 26 last. 

The statements I have made under this heading on pages 3 and 4 are of 
vital importance to the audit office and its work. As the discussion which took 
place in committee on May 26th last contemplated that we would be discussing 
this matter further, I believe that it will be useful, Mr. Chairman, if I could 
refer to the staff outlook facing the audit office today. a 

The CHAIRMAN: I wish you would, Mr. Henderson. 

Mr. HENDERSON: When we discussed my follow up report on May 26, 
you will recall I told you how, as a result of delays in the Civil Service Com- 
mission and treasury board procedures in connection with recommendations 
made by the commission about the revised rates of pay and new classes for 
my staff, little headway had been made on the recruiting side over the past 
six months and that I was still short 18 auditors in my approved staff estab: 
lishment. I mentioned two procedural points in particular which were still 
unsettled. One of these—relating to the position of my audit directors—has 
since been disposed of. The other, relating to the need of the position of 
secretary of the office of the Auditor General, still rests with treasury board 

The arrangement I made with the chairman of the civil service commission 
and announced to this committee last November provided that a senior offic 
of the commission would join my staff full time and occupy a position t 
created, namely, that of secretary of the office of the Auditor General 
handle staff and administrative matters. This was a compromise arrange 
designed to facilitate faster recruitment action under the procedures of thi 
civil service commission, this officer being delegated by the commission t& 
carry out its requirements while serving full time as the secretary of my offi 
The commission agreed that the officer would report directly to me and 
I should reimburse them for his salary. But I cannot do this until treas 
board approves the position of secretary which he has in fact been occup i 

in my office for the past five months. ; 

I told you on May 26 I was 18 auditors short of my approved establish 
ment and I explained how this shortage was affecting the scope of my wi 
—in fact you had a clear example of this three weeks ago when, in answe 
Mr. Winch’s question on June 4, I outlined the negligible amount of wor 
had done on the Prairie Farm Assistance Act payments in Regina and Ed 
ton over the past seven years. 

The size of my presently approved establishment of 179 was worked 
and agreed to with the Minister of Finance and the treasury board in 
1960—4 years ago. As I reported to the house in 1961, this figure of 179 
the minimum strength I considered at that time—that is, four years ago- 
necessary to carry out a basic external audit program within the framewor 
of the then existing governmental organization. Meanwhile, over the 
years since, the size of governmental organization has substantially incr 
in terms of its expenditures, its programs and its departments. Therefor 
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but I shall obviously have no choice if we are to bring the scope of our work 
i up to the minimum standards required by modern accepted auditing practice. 
¥ rein’ the meantime, we hope soon to have our existing establishment up to 
full auditor strength. The recruitment outlook is satisfactory and, bearing any 
unforeseen procedural roadblocks and delays, we believe we should reach this 
objective by this fall so that we can be fully manned for our winter schedule. 
_ The civil service commission is doing its best to help us under the arrangement 
TI have described while the chairman of the treasury board, the Hon. Mr. Mc- 
Ilraith, and the secretary of the board have demonstrated their readiness on 
several occasions to speed up their procedures. I have appreciated this. We 
have, as you know, a constant communication with the treasury over the gov- 
ernment’s accounts and naturally I do not like having to press them for action 
on routine staff details. } 
I should now like to give you a piece of good news. For the first time in 
its long history, the audit office expects to be able to offer young men the 


chance to work with us and at the same time have their service with our 


of Canada that his office has been officially recognized in this manner. and I 


and to Mr. Frank Denis, the immediate past president, and to members of the 
council of the Quebec institute, including the executive secretary, Mr. Douglas 
Mellor, for the confidence they have demonstrated in my office and for the 
understanding and recognition they have shown in our work. 

; I might add that I have asked the Institute of Chartered Accountants of 
Ontario for equivalent recognition and in due course I intend to approach 


The CHAIRMAN: I have taken an interest in this matter, as has the last 
chairman and other members of the committee, in the hope that this sort of 


_ On behalf of the committee I would like to be able to write to Mr. Caron, 
he president of the institute in Quebec, and to Mr. Frank Denis, and thank 
hem for their assistance, and for the very real benefits which have occurred 
0 the Auditor General’s office, and indirectly to this committee and to the house 
ie supporting this high standard, and that the Quebec institute is playing a very 
mportant role in helping the work of this committee and in helping the tax- 
layers of Canada. So with your permission I would like to write to Mr. Caron 
nd Mr. Denis in the province of Quebec. 

_ Mr. TarviF: I so move. 

_ Mr. STEFaNson: I second the motion. 
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The CHAIRMAN: It has been moved and seconded. All in favour? .: 


Motion agreed to. : 
Mr. WincH: May we not have the completion of the statement before we 
- start to ask questions? 4 

Mr. HENDERSON: I have summed up what I had to say this morning. As BF 
have said, I think we should press on with the existing arrangements started 
last January and give it at least a full year’s trial, and if I cannot then report 
effective progress to you, further consideration should be given, in my opinion, — 
to amending the Financial Administration Act whereby the Auditor General 
would be free to recruit his own staff in the same independent manner as 
do other offices of parliament, the crown corporations, and so on. This in essence 
has been the recommendation of this committee in 1960, 1961, and 1963, as you 
know. That completes what I have to say on this point. : 

The CHAIRMAN: Now, Dr. McMillan. 

Mr. McMituan: I wondered whether or not you made application to these 
different organizations in the different provinces in this matter? 

Mr. HENDERSON: Yes sir, I am in touch with them. Various changes have to 
be made in according this privilege. In the case of Ontario it is necessary to 
have a bylaw change, which requires the approval of their membership. 

Mr. McMiLLaAn: How about competitive salaries? 

Mr. HENDERSON: The Quebec institute found our salary scales to be fair 
and generally in line with those offered in private firms—not at every level, 
but broadly speaking, they expressed that point of view. 

The CHAIRMAN: Now, Mr. Winch. 

Mr. Wincu: Mr. Chairman, I am certain that we are happy with what Mr, 
Henderson said was good news to give to this committee. But at the same time 
I am disturbed at what I think to be bad news. I think it is a matter which 
the public accounts committee can no longer ignore. F 

Mr. Henderson made a statement just a moment ago that he has been 
unable for seven years to make an effective and proper accounting of certain 
operations of the government which involved a very heavy expenditure. He 
also pointed out in his presentation here this morning that he asked for 1 19 
men for his staff. That request was made some four years ago, but he is not yet 
in a position to cope with the extension of government work. Because of the 
extension of the audit work he now has to make a request to the treasury board 
for an addition to his staff. I think this committee should know what he now 
feels to be the number that is required to do an effective job. 4 

Secondly, I am most concerned about the statement made by Mr. Henderson 


L 


that he himself—although he is going to accept the responsibility—will feel a 
little bit embarrassed that even at this moment he has not got the requi ed. 
staff, although the recommendation was made four years ago, and in particula 
that the treasury board has still failed to act in an official manner on t 
appointment of the secretary from the civil service commission who will | 
in charge of staff and administration. 
I do not believe that this committee in its integrity, and in the sincerit 
of its work could fail to take note of what I have just said, and to express t 
very strong view to the treasury board that as the Auditor General is appoin 
by the House of Commons and is responsible wholly and solely to the Hous 
Commons, he and his staff have a job to do, and that neither the treasury D 
nor anyone else should stop the complete fulfillment of his responsibilit 
maintain efficiently the checking of the records and reports for this committe 
and for the house. p 
Having expressed that thought, because I think it is disturbing informa 
we have received from Mr. Henderson this morning, I would like first of a. 


be 


a 
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| ask how soon he is going to acquire the 179 that he aske 
and because of the additional work which is falling upon 
extra does he feel he may require to his job efficiently? 


d for four years ago, 
his branch how many 


to the treasury board, and tell us when they will act in their official capacity on 
the appointment of a secretary in charge of staff and administration. 

| Mr. HENDERSON: May I speak to that? 

The CHAIRMAN: Yes, please do. 


Mr. WINCH: I do not want to put you on the spot, Mr. Henderson. 


Mr. HENDERSON: Not at all. I am very pleased to answer your question. But 
may I preface it by saying how very much I dislike bringing these matters 
which should be regarded as mere routine things, to the attention of the com- 
mittee. But I have done so because it has been at your request that I keep the 


you, and I am hoping that we would get them through. 


_ Mr. WIncH: You are Saying that at your regional office in Halifax you 
sever had a stenographer? 


would not want to be tied down to that figure, 
ilculation, 


Mr. WINCH: Does that mean that if you could get that figure, you would be 
itisfied? 


_ Mr. HENnpERsSon: I would then be free to bring in the balance of my men 
“7 Next fall. 


Mr. WINCH: You would have to replace the stenographer in the auditor’s 
psition, to act as stenographer? 


| 


_ Mr. Henperson: That is right. I have been forced to put her in an auditor’s 
lisition now. The number, for the ensuing year, I would assume would be 


——. 
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, but it might be around Z 
ate that this office will be 
ff at something like that ¢ 


slightly over 200. I do not want to anticipate it 
might turn out to be 215. I do not contemp!l 


much larger. In fact I expect to see it level o 
years go on, providing the same pattern continues. I must have freedor 


action in respect of setting up these positions so that we can be able to get t 
right people at the right levels. These are the matters I shall be discussing \ 
the treasury board. What is the number on strength at the present time? 


not about 165? 
Mr. G. Lone (Audit Director, Office of th 


Mr. HENDERSON: I think we have about 165 


phers, on staff at the present time. 

Mr. WINCH: You contemplate a need for about 200 to 250? ¥ 

Mr. HENDERSON: I am speaking about the year 1966, for the period of 1966- 
67, and into 1968, assuming the present level of governmental activity remains 
I would anticipate that it should be around that figure. i 

Mr. Wrincu: At the moment you indicate a need for 186, while you now 
have 165. a 

Mr. HENDERSON: That is right. I want to see these extra positions provided 
during the now current year which is to end next March, and ask for 186 
so and probably around 200 to 215, beginning April 1, 1965, until Marel 
31, 1966. 

We are now in the midst of making these projections at the moment, s 
we may be able to obtain the people, but that is the size of the figures invol 
I do not think it is very much for an external audit service for an organizatiol 


the size of Canada. 
Mr. Forses: When you spoke of creating the 
Auditor General, that would be a secretary for yourself? ‘ 
Mr. Henpverson: No, sir. It is the question of having a senior man in charg 
of personnel and staff matters and administrative matters. My office has nev 
had an officer specially designated for it. 4 
Mr. Forses: How did they do it in the past? 
Mr. HenpvERSON: In the past the Auditor General himself and the assistant 
auditor general handled this as a side issue to their main work. The prople 
of following up on all the Civil service commission and Treasury board pro- 
cedures involved in the recruitment and handling of staff, as you know, was 
so large that in my opinion we were not getting full value from our pr 
sional men. I dislike seeing qualified chartered accountants tied up on 
type of work unless it is absolutely necessary. Naturally, Mr. Long and I 
full responsibility for the actions of our secretary, aS we must do. The secr¢ 
of the Office makes his suggestions to us and we discuss them together 
the purpose of this exercise is to delegate to him all of the running of 
side of the Office and leave us free to concentrate on the professional W 
which is what I think we are here for. 4 
Mr. Forses: The work of your Office has increased greatly in the last fev 


years. 
Mr. HENDERSON: Indeed it has. 
Mr. Forses: Is this owing to the entry of the federal government into th 


administration of various projects which formerly were carried out by pro 
vincial governments and municipalities? 3 
Mr. HENDERSON: That is one of the factors. It has laid on new progra as an 
has formed new government departments. Also, as you know, it has fo | 
some new crown corporations and agencies. All of these mean additional wé 


TOL 1S: 
sy 


e Auditor General): I think s@ 
altogether, including stenogra- 


position of secretary for th 
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Mr. ForBes: In cases where the federal government makes a contribution 
to some particular project administered by a province, do you audit these 
accounts? 


Mr. HENDERSON: We work in conjunction with the provincial auditor on 
this type of project. That is the arrangement we prefer; we share the work. 


Mr. McMI.uan: I take it that you have 179 positions established and have 
not gone to the treasury board for any more? 


Mr. HENDERSON: No, not yet. I am just on the point of going to them 
because we still have a few slots left. However, in respect of the 18 persons we 
were short, these are auditors as distinct from stenographers and others. 
Auditing power is the thing in which I am specifically interested, and always 
must be, because auditors are my principal tools. 


Mr. McMiLuan: But things are looking better? 


Mr. HENDERSON: I think so, sir. That is the view of my officials and myself 
at the present time. You asked for a progress report, and I am being perfectly 
frank in giving you the outlook as we see ibe 

I think the arrangement Mr. MacNeil] and I made as announced to the 
committee last November was a very fair one. Although I have not discussed 
this particular point with him, I believe he would share my view that we should 
give this a proper and fair trial. The man who is filling the office of secretary 
is doing his very best to help us on this problem of recruiting, but we have 
been held up on it over the past six months for a whole variety of reasons, as 
[ mentioned last month. Therefore, I would urge that we just continue. I ~ 
promise you I will not be backward in coming forward if I cannot report 
progress. 

The CHAIRMAN: May we move on to paragraph 8, as follows: 

Internal Control 


8. In previous reports I have pointed out how, in the operations of a 
government department, crown corporation or other agency, effective 
internal control, whether in the fields of management, finance or account- 
ing, is of prime importance, not only to the Managements concerned in the 
‘discharge of their responsibilities, but to the external auditor in planning 
the scope of his own work. The fundamental principles underlying this 
have been dealt with at length by the royal commission on government 
organization in volume 1 of its reports published on September 6, 1962, 
and I have been glad to note the increasing interest in and recognition of 
these principles by the responsible officials of our public service. 

From the point of view of internal control, the three basic require- 
ments of any organization are accurate costs, adequate periodic financial 
statements and an appropriate internal audit. The need for accurate costs 
has been partly recognized by the Department of Finance in arranging 
for the estimating of the annual costs of certain major common services, 
by departments, and showing these costs in summary memorandum form 
at the beginning of the several departmental sections, commencing with 
the revised estimates for 1962-63 and now continued in the 1963-64 
estimates book. However, while showing the approximate value of major 
services to be received by a department from other departments in this 
manner does provide useful information, it continues to have the dis- 
advantage of relating the amounts only to the department as a whole, 
instead of to individual appropriations relating to the various work areas 
or functions. I hope, however, now that a start has been made, that steps 
will be taken as soon as practicable to provide for all Significant cost 
factors in the individual appropriations and thus include the actual costs 

of the various programs or projects in accounts of the responsible depart- 
21037—2 
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artments benefiting from services. provid 
other departments cannot be expected to be conscious of costs for 
they are in fact responsible unless they are charged with them and | 
to pay them out of their own appropriations. In my opinion this furtl 
step could be achieved without the introduction of any complex accoul 


ments, because the dep 


ing procedures. 


For the past several years I have referred to the need for wider 1 


of effective periodic financial statements for the study and control 
costs by government departments and other agencies so that actual 
formance can be measured against either budget projections based on 
parliamentary appropriations or actual performance in a comparable 
prior period, or both. The importance of this was stressed last year 
the royal commission on government organization which recommen 
that “departments and agencies adopt modern management report 
techniques”. As part of its comprehensive audit approach, the a 
office has sought to assist departments, crown corporations and othel 
agencies in developing effective periodic financial statements. _ 
As a matter of generally accepted auditing practice, the Audito 
General, in the discharge of his statutory responsibilities, must he 
regard at all times for the effectiveness of accounting organizations 
systems, internal control and audit, including pre-audit, and the rel: 
administrative practices of departments, crown corporations and 0 

agencies. Internal auditing is an integral part of a department’s s 
of management control. Its effectiveness is recognized in determining 
the scope of the external audit, and where the internal auditor’s work 1 
efficiently carried out, the amount of work to be performed by tt 
external auditor can frequently be substantially curtailed. Consequenthj 
the Auditor General is interested in the degree of management’s accep 
ance of reported findings and recommendations of its internal auc 
and in the action taken. In previous reports I have pointed out 
while many of the larger departments and crown corporations mai 
their own internal auditing staffs, a number have not taken steps alo 
these lines even where the circumstances appear to justify it. On th 
other hand, we find that some internal auditing units are over-stafted 
and tend to duplicate the work of other groups. In the related field 
pre-auditing, staffs are larger and methods more elaborate than moder 
practice requires. 
The solution to these problems does not lie in engaging more stail 
but in making more effective use of the staffs presently engaged ? | 
internal auditing, including pre-audit work, coupled with a freer ex 
change of ideas among the various departments, crown corporations an 
other agencies on internal auditing procedures, techniques and { 
gramming. At the same time, recognition should be given to the tae 
that internal auditing is first and foremost a management tool to ensure 

good performance, and therefore i i i le 
carried out under the direction of top management by staff experien 
in the techniques and requirements of the particular organization HJ 

is to be effective. " 
Mr. HENDERSON: When examining similar comments I made along 
lines in my 1962 report last December, members of the committee expre 
interest in this subject which stresses the importance of adequate in 
financial control in departments and crown corporations. In your fourth r 
1963, you asked me to continue my examinations into this important area é 
to report further to the house on steps taken, or which should be taken, | 
improve the financial management in the various departments, crown corpo) 
tions and other instrumentalities, and this is having my attention. : 
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It is my understanding that as a part of studies being currently conducted 
xy four management consulting firms into the operations of four of the largest 
overnment departments, particular attention is being directed to the field 
of internal auditing with a view to improving this generally along the lines 
aE have recommended, and which, also, has been urged by the royal com- 
| mission on government organization. Therefore, we are awaiting the outcome 
of these studies with particular interest. 

tie It is possible, Mr. Chairman, that when Dr. Davidson is with us a week 
| from today he might have something further to add on this point. 


| Mr. Tarpir: What four departments are these? 


Mr. HENDERSON: The Department of Agriculture, Department of Trans- 
| port, Department of Veterans Affairs, and Department of Northern Affairs 
and National Resources, 

_ Mr. Tarpir: That practice is not contemplated for the Department of 
Public Works? 

__ Mr. HENDERSON: I think not. They picked these four to examine them in 
depth. I think then, if their conclusions justify it, they can follow up the 
_Tecommendations of the Glassco commission rather more safely in the others. 


Mr. Wincu: Do I understand, under paragraph 8, that you were referring 


+ also made reference to the Glassco report. The Glassco report, to a consider- 


Mr. HENDERSON: We will come to that when we reach paragraph 11 on - 
“page 8. 

_ Mr. Wincu: I would like to ask questions on that. 
_ Mr. HENDERSON: I will deal with it at that time. 


The CHAIRMAN: The next paragraph is paragraph 9, form and content 
of the estimates. 


i 


Form and Content of the Estimates 


9. The importance of the estimates of proposed spending being 
‘prepared and presented to the House of Commons in the simplest and 
clearest manner possible must be recognized if parliament is to be in 
a position to give them the close study and consideration they deserve. 
The form of the estimates is likewise important from the accounting 
point of view because it determines in large measure how the subse- 
; quent accounting for expenditure is maintained and reported upon in 
ine the public accounts. Both the form and content are important to the 
Auditor General because of his responsibilities to parliament. 

The public accounts committee in its fourth report 1961, while 
indicating its approval of certain improvements proposed at that time 
by the treasury board staff, recognized that there were other possible 
changes in the form of the Estimates, some of them of a fundamental 
nature, and recommended that these be considered early in 1962. Con- 
sideration was, however, postponed by the treasury board staff pending 
the publication of the reports of the royal commission on government 
organization, in volume 1 of which the commissioners dealt at length 
with and made a number of important recommendations concerning 
| Prevailing estimates procedures. 
ere On September 30, 1963 the secretary of the treasury board fur- 
nished me with a copy of a report which, at the direction of the chair- 
man of the treasury board, he had addressed to the chairman of the 
public accounts committee for attention when the committee was con- 
is vened and a chairman appointed. This report outlined changes in the 


____fumber and nature of votes in the annual estimates designed to reduce 
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by consolidation of existing ones. The report state 
d hopes to introduce these changes into the r 
estimates for 1964-65. These changes are currently being studied 
the public accounts committee in the course of its consideration of the 
form and content of the estimates. 3 
Since 1960 I have recommended that consideration be given to th 
form of the estimates presentation with a view to providing more 


meaningful inf ormation, an a 


the number of items 
that the treasury boar 


d since the four examples I gave in m 
1960 report are still pertinent, I now repeat them: 
(a) comparing the amounts estimated for the ensuing year directl} 
with the anticipated actual expenditure for the current year, as 
well as with the amounts that had been estimated for the curren 
year; 
(b) giving the estimated amounts in three columns: estimated 
penditure (gross) ; estimated revenue; and net requirements td 
be voted (thus giving parliament an opportunity to consider the 
sufficiency of receipts for services rendered in relation to the costs 
incurred) ; 
(c) including both operating and capital budgets of crown corporations 
even where funds will be forthcoming in full from corporate re 
sources (thus giving parliament an opportunity to consider broad 
policies associated with their operations); and 
(d) including appropriate explanations in all cases where expenditures 
proposed for the year involve commitments for future years. 


It is of interest 
organization, in its re 
along these lines. 


AW 


to note that the royal commission on governmer 
port referred to above, also made recommendations 


Mr. HEenpERSON: Members will recall that in my follow-up report I was 
able to tell you that the major improvements I had suggested to the subcom- 
mittee with regard to the revised vote pattern had been adopted by the treas- 
ury board in the presentation of the main estimates for 1964-65. Howevél 
these improvements did not include furnishing the supplementary finance 


information regarding crown corporations and other public instrumentalhiti 
or the presentation of ad 


ditional staff information in the estimates. The secl 
tary of the treasury board said last December that it might not be practicable 
to include this information in the main estimates for 1964-65, but it is still my 
understanding that the treasury board will be giving effect to this when pre 


senting the 1965-66 estimates. 
Thus it will be seen that the 
pertinent, and I hope, when the present stu 


board in this whole area, the estimates will be set up to provide these i 


very basic pieces of information which I have been stressing as sO importan 
over the past four years. 
The preparation of the estima 
tion to the House of Commons in the 
to my way of thinking, absolutely essential if parliament is to be in a po 
to give them the closest study and consideration they deserve. In facts 


express the hope that the day may come when the estimates may be refer 


by the House of Commons to a standing committee charged with the ta 
is done in Westmi 


examining them and reporting back to the house as 1 
As the Chairman has mentioned, the secretary of the treasury boar 


be appearing before the committee next Tuesday, at which time you may 
to question him on this large and important subject. If there are any ques 
with which we can deal, we would take pleasure in doing so. 3 


four examples I gave on page 7 still are vél 
dies are completed by the treasut) 


tes of proposed spending and their presenta 
clearest and simplest manner possible i 
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‘ Mr. WINCH: I suggest we wait until we have the secretary of the treasury 
} board. 
| The CHAIRMAN: Paragraph 10, form and content of the public accounts. 
Form and Content of the Public Accounts 


10. In previous reports I have expressed the view that as the public 
accounts is in effect Canada’s annual financial report to its shareholders 
—the general public—it should conform to the highest standards of 
financial reporting in the country and accordingly be presented in a 
clear and concise manner without being encumbered with unnecessary 
detail. 

Although attention was given to this problem by the public accounts 
committee in its second report 1961, I remain of the opinion that further 
consideration should be given towards summarizing or otherwise reduc- 
ing the number of detailed listings presently included in the public 
accounts. On the other hand, as mentioned in previous reports, addi- 
tional important information should, I believe, be disclosed in the public 
accounts. Examples of this are to be found in paragraph 123 suggesting 
a more informative disclosure of accounts receivable due to the receiver 
general, and in paragraph 169 suggesting the inclusion of financial state- 
ments of departmental operating activities. 

In my report last year (paragraph 93) I suggested that explanatory 
statements be given for revenue remissions in the public accounts. As 
more particularly mentioned in paragraph 75 herein, it is gratifying to 
note that this suggestion has now been adopted in the public accounts 
for the year under review (pages 37.2 to 37.7). 


Mr. HENDERSON: This relates to the form and content of the public accounts. 
This is a subject which was examined by a subcommittee of this committee in 
(961. Despite the useful work done at that time, I continue to be of the opinion 
‘hat further consideration should be given toward summarizing or otherwise 
reducing the number of detailed listings presently included in the public 
accounts, while, on the other hand, additional information should, I believe, 
»€ disclosed in the public accounts, examples of which I give in the second 
daragraph. 

' At the time we were discussing this matter in my follow-up report, I was 
leased to tell you that following the suggestion made in my 1962 report. 
xplanatory statements were given in the public accounts for the year ended 
‘March 31, 1963, covering revenue remissions. 


The CHAIRMAN: Might I just interject here. I should have mentioned that 
was in touch with Mr. Balls, the comptroller of the treasury, and he is in 
ccord with the view that this might be the subject of discussion at some future 
ate with a subcommittee. You may recall last month, I think, we discussed 
ne formation of a subcommittee. This is a matter which involves the time 
nd ability of the staff of the treasury board and the Auditor General in sitting 
own with a subcommittee. I hope to take this up with the steering committee 
‘nd be able to tell you that something will be done about it. 

_ The next item is paragraph 11, headed findings of royal commission on 
“overnment organization. 


Findings of Royal Commission on Government Organization 

| 11. If administrative action has caused or contributed to waste of 
public money, it is the duty of the Auditor General to report such 
instances as he considers should be brought to the notice of the House 
of Commons. While some instances come to his attention directly during 
| the course of his audit work, others are indirectly brought to light by 
| action on the part of the administration itself in the course of examining 
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is new so far as my reports to the house are concerned. It stems fro 
findings contained in the 24 reports issued by the royal commission on go 
ment organization covering the commission’s examination into the organiza 
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its own operations as, for example, through the medium of the int 
audit function where this exists in the various departments, ¢ 
corporations and other agencies. Such cases are always the subject - 
close study by the Auditor General because of his responsibilities to 


parliament. 4 


By the same token, it is the duty of the Auditor General to study 


reports prepared by or for the managements of departments and agencies 
directed toward the saving of public money by the elimination of waste 
ful practices and unnecessary OF uneconomical operations. To the extent 
that such reports correctly indicate where and how savings can be ma 
the Auditor General has a responsibility to parliament to follow thro 
and ascertain what action has been or will be taken toward achiev 
such savings, or if no action is to be taken, to enquire why. 
The past year has seen final publication by the royal commission Of! 
government organization of five volumes containing 24 reports on 
examination of the organization and methods of operation of the depast- 
ments and agencies of the government of Canada. These reports, wh k 
have been the subject of widespread publicity, contain several hund 
recommendations many of which deal directly or indirectly with ar 
in which public funds might be saved or better value obtained for mo 
spent. The reports and the recommendations they contain are the sub 
of continuing study by a government office specifically created for thi 
purpose, namely, the bureau of government organization which Is 
responsible to the president of the privy council. The bureau is engaget 
in assessing the practicability of the various recommendations and 
co-ordinating efforts by the managements concerned toward remedying 
the situations disclosed. It is essential that all of the commissioner: 
findings be thoroughly reviewed and discussed with the responsible 
officials in this way before final solutions can be developed and decision 
taken to implement the recommendations in whole or in part, or not @ 
all. On November 5, 1963 the president of the privy council tabled 1 
the House of Commons a listing of 68 of the commissioners’ recommendé 
tions which the government has approved to date and in respect of 
which implementation is proceeding. 4 
The real value of a report of this type to top management les if 
the accuracy of the fact-finding and the manner in which the con 
sultant assesses and presents these facts in diagnosing the situation u d 


features of such situations are important but the decision as to the extel 
such recommendations are to be implemented is the responsibility o "the 
management. q 
It is not my intention to express views at this time on any 0 the 
individual recommendations. With regard to the commissioners’ findings, 
however, I believe it to be of considerable importance that those rel 
to outdated procedures, uneconomical operations and wasteful pra 
be effectively dealt with not only in the interest of improving effic 
but because of the substantial savings of public funds which could r 
I shall consider it to be my responsibility to follow through on 
action taken on such findings of the royal commission on governmel 
organization and to report thereon to the House of Commons. ‘a 


Mr. HENDERSON: The situation I have outlined on this subject on p 
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d methods of operation of the departments and agencies of the government 


The statements made in my first two paragraphs furnish the key to the 


king to bring to this work, because I conceive 


it u to study all reports prepared by, or for, the 
|management of departments and agencies which indicate how public money 


‘can be saved by the elimination of wasteful practice and unnecessary or un- 
‘economical operation. 


commission because I believe it to be of considerable importance 
findings related to outdated procedu 
practices be effectively dealt with, 
efficiency, but because of the substantial savings of public funds which could 
result. 

is Mr. Chairman, I should appreciate any views members may have on this 
aspect of my responsibility to parliament. If you are not in agreement, I should 
de particularly interested in hearing your comments. 
_ Mr. WincH: Mr. Chairman, I believe this commi 
gratitude to the Auditor General for drawin 


‘n respect of whether, although in some aspects the government service was 
pperating efficiently, perhaps there was wasteful expenditure of government 
junds. This came to my mind in particular with reference to some sections 
of the Auditor General’s report of 1962 where Mr. Henderson informed us of 
improductive expenditures running into a great amount of money, and then on 
questioning said this was only based on a test audit: in other words, only a 
‘ew examples had been taken. 
lett my memory is clear I think he indicated it might have been far more 
erious if a full audit had been made and not just a test audit. As members 
if the House of Commons we have a definite responsibility to see that the 
axpayers’ money is spent most efficiently. Also, as members of this committee, 
ve have a responsibility to the House of Commons to make whatever recom- 
fgendations, or express whatever thoughts we have in respect of practices 
which are out of date, or methods which are inefficient. 
Personally, I am very happy that the Auditor General has made such an 
atensive study, and has felt it important to draw certain matters, and this 
articular matter, to our attention. I do not know the views of the other mem- 
ers of the committee, of course, but it is my own view that the responsibility 
f the Auditor General is not only to audit the accounts and to see that they 
‘ave the authority of parliament for the expenditures made, and report where 
e thinks they have been improperly made, but I think the responsibility of 
4e Auditor General goes beyond that; if he, in the opinion of himself and his 
‘aff, sees something that has been done improperly in so far as efficiency is 
oncerned, then it is the responsibility of the Auditor General to bring it to 
te attention of the House of Commons and to this committee. 
| There are other members here who know this better than I do, because 
ey have been in business. However, I have been connected with organizations 
the past 30 years, not only of a political nature, but also of an admin- 


fey 
i 


tive nature, in that I am a director of some trust funds. I am a managing 
oe 
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to bring to my attention anything 


director of one, and I want my auditor 
ame results, but a 


where he thinks we can spend the money with the s 


With those general remarks, I would like to express My personal opini n 


which I hope is that of all other members, that we feel it is the responsib 


of the Auditor General, not only to check the books to see the money is prop 
expended, but in addition if he finds what in his opinion is an operation which 
could be conducted at a saving to the people, he should continue this procedure 
and if he has not done it in the past, start it in the future. I think we have 
had brought to our attention a most important matter, and I think he should 
have the assurance of this committee that if he does proceed along these lines, 
he has the full authority of the House of Commons. 


Mr. HenpERSON: Thank you very much. I shou 


views which members may have. . 
Mr. Nowtan: We will be having Dr. Davidson appear before us in a week’s 


time. He is the head of the bureau to which the Auditor General refers, and 
I think it would be wise to defer discussion on this until he appears. There is 
an overlapping of jurisdiction here as the Auditor General has pointed out. I 
think we should have all the views and reconcile them. We have the comp- 
troller of the treasury with an auditing staff: we have the treasury board; we 
have the head of this bureau, and the Auditor General. This brings about a 
difficult overlapping. As the Auditor General points out, I think this is the ti me 
to clear the line. I believe this can come only through discussion between the 
various officials, and as you say, Mr. Chairman, through a subcommittee. This 
is a very interesting and complex problem. 3 
Mr. Henverson: I take it, then, that you have some question in your mind 
in respect of whether I have responsibility for looking at waste and extrava: 
gance? 
Mr. Nowtan: No; not for waste and extravagance. I know you have ne 
responsibility for administration. % 
Mr. HENDERSON: I tried to make clear that I do not want it. 


Mr. Now.Lan: But you certainly have for waste. However, there again, 
what is waste? There may be some waste involved by duplication of effort. 


Mr. WincH: What I had to say had nothing whatever to do with the po er 
of the comptroller of the treasury or the power over expenditures made; but, 
if from the Auditor General’s point of view, in the expenditures which 
been made and correctly authorized by the comptroller of the treasury 4 
the department he finds there was inefficiency, then he should not inte 
with the expenditure, but be prepared to make a report or recommendatio 
this committee with reference to how the authorized expenditure may ha’ 
been made in an inefficient manner and by whom. That is the attitude I took. 


Mr. Nowtan: I think it is a matter for discussion when Dr. Davidson is 


ld appreciate any other 


here. 
Mr. HENDERSON: Of course, the secretary of the treasury board and the 
comptroller of the treasury are in a position to do something about it; I 
not, other than to put my finger on it and ask the question, what are 
doing about it? They have the tools with which to fix it. They are the ma 
ment and it is their prerogative in this case to adopt the recommendation: 
amend them or discard them. ; 
Mr. Wrincu: Is my assumption correct that what you are saying, or asl 
the advice of the committee on, is this: Is it your responsibility as A 
General not only to audit the books, but also to be the watchdog of the 
of Commons in respect of how that money is spent? 
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Mr. HENDERSON: That is precisely the point; that is the way I interpret it. 
| That is the way it has been interpreted from the days of Mr. Gladstone. If the 
_ Auditor General feels there is waste and extravagance and feels these things 
_ should be brought to the attention of the House of Commons, it is his respon- 
sibility to do so. That has been done for the past 80 or 90 years. The same 
situation prevails in the United States. The other people to whom Mr. Nowlan 
refers are the management; they have the tools with which to remedy these 
things; I have not. I bring these things to their attention, but it is for them 
to decide how to eliminate them. 


Mr. WINCH: Have you had the opportunity of making a study of the opera- 
tions and responsibility of the Auditor General’s department in Canada com- 
pared to the operations and responsibilities of the Auditor General’s department 
_ in the United Kingdom? 

Mr. HENDERSON: As a matter of fact, it may be of interest to the committee 
to know that I have given very considerable thought to this concept of my 
responsibility, so much so that I discussed it for several hours with all the 
Auditors General of the British commonwealth at a conference in London last 
fall in order to determine the extent they would pursue this, how they would 
regard this, and how they operate. Without exception I received 100 per cent 
endorsation. 

Mr, WINCH: This is the practice in those countries. 


Lo Mr. HENDERSON: Yes, sir; that is their concept. I just mention that in 


' passing. Believe me, I am not looking for any extra work, but I do believe this | 
was something I have to do. 


Mr. WINCH: Have you a transcript of that conference? 


Mr. HENDERSON: It was an informal gathering and we do not usually 
quote one another. 


Mr. McMittan: I agree with the Auditor General, but does not the im- 
‘plementation of any part of the Glassco commission report rest with the gov- 
ernment? 

Mr. HENDERSON: Yes, sir, entirely; not with me. 


Mr. McMILLAN: There was a question which came up yesterday in the 
house. I think the government was asked whether or not the budget of the 
C.B.C. was being referred to the special committee. That immediately brought 
to mind Mr. Harkness’ motion that we take up the accounts of the CBC. 
with the idea of seeing whether the Glassco commission’s recommendations 
‘were being implemented. It occurred to my mind that probably we were taking 
up something which would not be within our terms of reference. It did not 
seem to me to be too clear, I wondered whether it might be a matter of 
policy rather than a matter of auditing. I would like your opinion on that, 
Mr. Chairman. 


The CuHarrman: I talked yesterday to Mr. Ouimet and told him that I was 
sending over to him the terms of reference generally to this committee and 
also this particular resolution so that he might have a chance to examine it. 
I also indicated that in my view—of course I could not speak for the com- 
mittee—and in my experience this committee could not enter into the realm 
of policy. We simply examine the financial statement and deal with questions 
ion the post examination of moneys which had been spent, because I thought 
he was interested in the experience which he and his officials had when they 
appeared before a broadcasting committee which was set up. 

I told him that in my view this public accounts committee did not in any 
way resemble a broadcasting committee which had special terms of reference. 


| You have brought up the question whether or not implementation of 


the Glassco commission recommendation is a matter with which this com- 
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mittee should be concerned, or would have jurisdiction under its ter 
reference to deal with. That is something we can talk about later on. I t 
possibly at the time when Mr. Ouimet and his officials appeared we co 
look at it. If there is any real question whether we have the right to ad 
with it, I am sure the committee would not want to enter into the mat 
Certainly as Chairman I would be bound to call your attention to it at 
time. I am glad you have brought this to my attention. Do we have the 
motion here? ie 
Mr. McMutan: I do not think the motion as such included a reference 
to the Glassco commission, but Mr. Harkness mentioned it at the end: of the 
motion. | 
The CHAIRMAN: The motion reads that the public accounts commit 
call the officials of the C.B.C. before the committee in order to examine 
the accounts of the corporation including the extent to which the recommenda- 
tions of the Auditor General and the Glassco commission have been imple- 


mented. 
I have in front of me only seven recommendations. of the Auditor 


General and the Glassco commission which have been implemented, and these 
must be related to the first part of it, which is the examination of the accounts. 
I think that the Auditor General’s recommendation and the Glassco commi 
sion’s recommendation must be related to the whole examination of 
account. I do not think we would have any jurisdiction to go beyond this 
That is my view. The committee would have to decide it for themselves. 
Mr. McMiuan: It occurred to me that we would need to have thei 
current budget in order to go into it. x 
The CHAIRMAN: That is one of the things I discussed with Mr. Ouimet 
I hoped to be in touch with him this morning. The question is whether unde 
the current budget we are limited by our general terms of reference from 
the House of Commons to 1962 and 1963. 
Mr. McMi.utan: Before you discuss what they are doing currently, you 
need to have their current budget. t 
Mr. Nowtan: May I ask what jurisdiction the Auditor General has ove 
the C.B.C. at the moment? Does the Auditor General audit the accounts 0: 
the -C.B.C.? ; 
Mr. HENDERSON: I have no jurisdiction over the C.B.C. I am only the 
auditor of it. . 
Mr. Nowtan: You are the auditor of the CAB Rees 
Mr. HENDERSON: Yes, Sir. 
Mr. Now.an: So you would not be able to discuss, criticize, or commen! 
on the evidence to be given by officials of the C_B.C.? : 
Mr. HenpERSON: If requested to do so by the committee, I might, provided 
that I did not trespass into the policy field. 
Mr. Nowtan: I know that you have had some considerable experience 
in that field. e. 
Mr. Wincu: I think we will have a most important witness, since th 
Auditor General previously had something to do with the C.B.C. in the wa 
of audits? ; 
Mr. HenpERSON: I was the chief financial officer of the corporation pric 
to present office. e: 
Mr. Wincu: You should prove to be a rather interesting witness when ¥ 
get down to it. 
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_ Mr. HENDERSON: I appeared before the broadcasting committee on June big 
61, when the broadcasting committee examined its affairs, and at which 
me I was asked to draw upon my experience as chief financial officer, and 
_also as auditor. That was three years ago. You will appreciate that I am 
| t as sufficiently au fait with everything today as I would be were I recently 
one of its officers. 

Mr. FANE: When the witnesses of the C.B.C. are here, are we to be 
allowed to question them on all their expenditures? 

The CHAIRMAN: Well, so long as it comes within the terms of the motion. 
| We are limited first by our terms of reference from the House of Commons, 
/and second, we are limited to stay within the terms of reference of the 
motion which the committee accepted at its last meeting, and which motion I 
just read. It will then become the task of the Chairman with the guidance 
and assistance of the members of the committee to interpret that motion in 
ease there should be any dispute. But I am sure there will not be. 

(ei Fane: How naive can you be? 

The CHAIRMAN: Now, may we continue. Are there any more questions 
under paragraph 11? : 
_ Mr. Tarpir: I think this should be taken up. They are actually definite 
terms of reference. I know that the Chairman will hold the committee to the 
terms of the motion, and for myself, I resent the use of the word “naive”. 

| Mr. O’KEEFE: I resent the rather veiled innuendo, but not too heavily 
veiled. 
_ The CuHarrman: I do not think there was too great an imputation. I think 
that Mr. Fane felt that I would exercise my responsibility to make sure that 
we kept clearly within the general terms of reference and within the specific 
jterms of this particular resolution. 

| Mr. FANE: My remark was made solely with the purpose of expressing 
to the Chairman the fact that he might be a little naive in hoping that nobody 
would ask questions that they should not ask. 

_ Mr. Tarpir: The only reason I took it up was that it might not read in 
sxactly the way it was said, when it appears in the record. 

_ Mr. Fane: No. They do not perhaps know that I have known the Chairman 
Wihis life. — 

Mr. Tarpir: You cannot put your smile on the record. 

Mr. Wincu: It is on the record now. 


Mr. McMiuan: Desirable as this examination may be, I think the terms 
ff our motion actually go beyond the terms of reference. I think it would take 
{s into the realm of current operations. 

The CHAIRMAN: Well, I feel this way about it. When did the Glassco com- 
aission make its report? 

_ Mr. Henperson: I think it was in 1962 or 1963, somewhere in there. It 
vould have been 1962, I think. . 

The CHatrman: I do not want to be bound by this kind of thinking now. 
think we should wait until we come to it. But speaking generally I think 
iat the motion as it reads now limits us to the extent that the Glassco com- 
uission recommendations have been implemented, as indicated within the 
anadian Broadcasting Corporation’s financial statement for the fiscal year 
ding March 31, 1963. I think that is how I would read the motion. Thank you, 
‘r. Henderson. Now, are there any more questions under paragraph 11? 


| Mr. HENDERSON: We now turn to the summary of expenditures for the fiscal 
ar ending March 31, 1963. 
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the year, and that 39 per cent was incurred under continuing statutory auth 
ties with 61 per cent being spent under the authority of the appropriations 
granted for the year. % 


As you can see paragraph 2, shows a deficit of $692,000,000, for that year, 
and for the year before $791,000,000, that is for the preceding year. : 


Paragraph 13 deals with expenditure as follows: 


Paragraph 14 reads: 


STANDING COMMITTEE — 


Summary of Expenditure and Revenue © 


12. The Statement of Expenditure and Revenue for the fiscal year 
ended March 31, 1963, prepared by the Department of Finance for 
inclusion in the public accounts and certified by the Auditor General as 
required by section 64 of the Financial Administration Act, is reproduced 
as exhibit 1 to this report. The statement shows a deficit of $692 million 
for the year, in comparison with a deficit of $791 million for the preced- 


ing year. 


Expenditure 


13. The summary of appropriations, expenditures and unexpected 
balances, by departments, for the year ended March 31, 1963, as published 
in the public accounts, is reproduced as Exhibit 3 to this report and 
shows appropriations of $6,690 million, expenditure of $6,570 million and 
unexpended balances of $120 million. * 


14. Of the $6,690 million of appropriations available for expenditure 
in the year, $2,588 million was provided by continuing statutory 
authorities and $4,063 million was granted by Appropriation Acts (Nos, 
3, 5, 6, 7 and 8 of 1962 and the special Appropriation Act, 1963) while 
$39 million remained available from continuing 1961-62 appropriations 
(Votes 614 and 662). 

Of the $6,570 million of expenditure during the year, $2,588 million 
(39 per cent) was incurred under the continuing statutory authorities, 
with $3,982 million (61 per cent) being spent under the authority of the 
appropriations granted for the year. F 

Of the $120 million of unexpended balances at the end of the year, 
$93 million lapsed in compliance with section 35 of the Financial 
Administration Act and $27 million of the Department of Labour vote 32a 
remained available for expenditure in 1963-64 because of the special 
wording in the appropriation, which is as follows: ; 

Payments in accordance with terms and conditions approve¢ 
by the governor in council to provinces and in respect of Ind 
bands under the municipal winter works incentive program dur 
the 1962-63 and 1963-64 fiscal years of amounts not exceeding 
one-half of the cost of labour incurred in the period from the 15th 
day of October, 1962 to such day in the fiscal year 1963-64 as may 
be determined by the governor in council; and to authorize payments 
in those fiscal years to provinces in respect of previous municipal 
winter works incentive programs in accordance with terms and 
conditions approved by the governor in council—$30,000,000. 

The date determined by the governor in council in accordance with 
this provision was May 31, 1963. & 


In this paragraph you will note the expenditure of $6,570 million dur: 


The CHAIRMAN: Paragraph 15 is next: 
15. In considering the total of $93 million for lapsed balances a 
close of the fiscal year (lapsed balances totalled $247 million at the clo 
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a _ of the preceding year) it should be kept in mind that parliament had not, 
Fe up to the time of its dissolution on February 6, 1963, approved the main 


balances of the $120 million for the year lapsed in compliance with section 35 
of the Financial Administration Act, compared with the total of $247 million 


beyond what proved to be required to make “payments urgently required for 
the public good” under the Governor General’s special warrant procedure. 
We shall be referring to this later under paragraph 45 of the report. 


' 16. The following table summarizes the expenditure, by departments, 
for the fiscal year 1962-63, in comparison with the corresponding amounts 
for the two previous years: ' 


1960-61 1961-62 1962-63 
erie MIUre es ao, $ 264,915,000 ¢ 286,684,000 $ 234,827,000 
Canadian Broadcasting 
Corporation: . 222.1), 66,766,000 78,161,000 80,816,000 
Citizenship and 
FomMipration <..%4, ci. 61,049,000 65,016,000 66,237,000 
External Affairs .<>..... 103,023,000 95,571,000 85,197,000 
BANCO SSE hc cic. ce 1,460,027,000 1,511,953,000 1,355,080,000 
: «EY SXOSUN SCA els ar ra 121,336,000 168,885,000 348,236,000 
_. Mines and Technical 
SUIVONS ces een: 59,120,000 67,599,000 71,130,000 
2 National Defence ....... 1,517,531,000 1,626,104,000 1,574,854,000 
National Health and 
Weltaren, Fis aco Season 887,147,000 1,040,276,000 1,123,421,000 
National Revenue ....... 73,261,000 75,330,000 78,608,000 
Northern Affairs and 
} National Resources .. 71,613,000 79,367,000 87,564,000 
Beer GinCe ear fe Os 178,372,000 185,003,000 189,344,000 
HeUPic, Works: (25. 9... 05> 200,892,000 188,813,000 171,385,000 
Royal Canadian Mounted 
BeOUeGi ee te; na Gch tee 56,023,000 60,497,000 65,424,000 
Trade and Commerce ... 24,447,000 42,447,000 30,365,000 
“UTES 65] 616) 6 Reka Vn 336,447,000 410,391,000 416,019,000 
Veterans Affairs ........ 292,298,000 333,223,000 335,602,000 
Other departments ...... 183,834,000 205,326,000 256,233,000 


lO arn eS ee eee 


$5,958,101,000 $6,520,646,000 $6,570,342,000 


! Comments are made in the following paragraphs regarding the 
| significant increases or decreases in individual appropriations or groups 
| of appropriations Which mainly accounted for the variations between 
the departmental expenditure totals listed above for 1961-62 and 1962-63, 


| Paragraph 16 is a simple summary of expenditure by departments for 
962-1963 compared with the two preceding years. 
| 
| 


, 

| 
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ie ha 
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I shall now deal with paragraphs 17 to 33: 
17. Agriculture. The decrease of $52 million or 18% in expe 
ture by this Department in 1962-63 in comparison with the prece 
year was more than accounted for by decreases of $40 million—tr 
$47 million to $7 million—in the deficit of the Prairie Farm Emerge 
Fund (see paragraph 46), $40 million in payments to western gr% 
producers (there being payments of only $139,000 in 1962-63) 
$14 million in assistance payments on storage costs of grain. How 
these reductions in the department’s expenditures were partly off 
by an increase of $50 million—from $22 million to $72 million—in * 
net operating loss of the Agricultural Stabilization Board, mainly due 
to payments for the stabilization of the price of butter. 


18. Canadian Broadcasting Corporation. The appropriations prov id. 
ing for grants to this Corporation were charged $81 million during 
year, an increase of $3 million or 3.3% over 1961-62. The increase 
due to the higher net operating requirements of the radio and televisiol 
services which amounted to approximately $73 million in 1962-63 com- 
pared with $70 million in the preceding year. 7 


19. External Affairs. The decrease of $10 million or 11% in 
expenditure was more than accounted for by a reduction of $8 million 
(17%) in contributions to the Colombo Plan Fund, and to there be 
no expenditure in the year comparable to the $6 million outlay in 1961 
for the United Nations Congo Ad Hoc Account. On the other hi 
there were increases of $2 million in the cost of representation abroa 
and $1.5 million in direct assistance to other countries. 


90. Finance. The 1962-63 expenditure of $1,355 million by this 
Department was $157 million or 10% less than the total spent in 
preceding year. There was a significant decrease of $261 million—from 
$503 million to $242 million—due to the termination of payments de: 
the Federal-Provincial Tax-Sharing Arrangements Act, 1956, c. 29 (unde 
the Federal-Provincial Fiscal Arrangements Act, 1960-61, c. 58, pal 
ments of $368 million were made to the provinces with effect trom 
April 1, 1962 out of a special account to which are credited provi 
taxes collected on behalf of the provinces). The decrease of $261 
was partly offset by increases of $79 million (10%) in interest on # 
public debt, $10 million in premium, discount and exchange exp 
(a credit in 1961-62) and $7 million (36%) in grants to universitle 

21. Labour. Expenditure by this Department increased by $179 m 
lion or 106% over the preceding year, largely accounted for by pa 1€] 
to the provinces to provide financial assistance for vocational and techr 
schools and training programs increasing by $172 million—from $36 n 
lion to $208 million. 

22. Mines and Technical Surveys. The increase of $4 million oF 
5% in this expenditure in 1962-63 was largely due to an increase of 
$3 million (22%) in outlays under the Emergency Gold Mining Assistance 
Act. R.S, c.. 95. “a 

23. National Defence. The expenditure of $1,575 million in 1962-6 
by this Department was $51 million or 3% less than in the prece 
year due to a reduction of $67 million (9%) in expenditure 01! 
Royal Canadian Air Force, partly offset by an increase of $14 million 
from $11 million to $25 million—in Mutual Aid to NATO coun 
Expenditures of the other Services were approximately the sa ne as 


in 1961-62. ; 


,: 
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24. National Health and Welfare. The expenditure of $1,123 million 
represented an increase of $83 million or 8% in 1962-63 compared with 
the preceding year and was largely accounted for by increases of 
$53 million (19%) in the government’s contributions under the Hospital 
Insurance and Diagnostic Services Act, $11 million (2%) in family 
allowance payments and $7 million ( 24%) in old age assistance. 


25. National Revenue. Of the $3.3 million or 4.4% increase in 
expenditure recorded for this Department in 1962-63, $0.7 million 
(1.7%) was in the customs and excise division and $2.6 million (7.3%) 
in the taxation division, due to general increases in administrative costs 
in both divisions. 


26. Northern Affairs and National Resources. Expenditure by this 
Department increased by $8 million or 10% in comparison with 1961-62. 
The most significant change was in the northern administration branch 
where expenditure was up $10 million—from $32 million to $42 million. 
Expenditure by the water resources branch was up $3 million, more 
than doubling the amount spent by this branch in the preceding year. 
These increases were partly offset by decreases of $3 million (10%) in 
the amount spent by the national parks branch and of $2 million (14%) 
in contributions to provinces to assist in the development of roads lead- 
ing to resources. 


27. Post Office. This expenditure increased by $4 million or 2% in the 
year, due mainly to general increases in the cost of operations. 


28. Public Works. The decrease of $17 million or 9% in expenditure 
by this Department compared with the preceding year was mainly 
accounted for by a reduction of $9 million (21%) in outlays connected 
with the construction of the Trans-Canada highway and one of $6 mil- 


lion (18%) in harbours and rivers engineering services. 


29. Royal Canadian Mounted Police. Expenditure incurred by the 
force increased by $5 million or 8% during 1962-63 mainly in the cost 
of operation and maintenance of the land, air and training divisions. 


30. Trade and Commerce. Expenditure by this Department decreased 
by $12 million or 28% during the year under review due primarily to 
decrease of $11 million in outlays by the dominion bureau of statistics— 
from $12 million to $1 million—in respect of the 1961 decennial census of 
Canada. 


31. Transport. Although the expenditure of $416 million by this 
Department in 1962-63 represented an increase of only $6 million or 
1.4% over the preceding year, there were significant changes in several 
individual expenditure classifications. There were increases of $20 mil- 
lion—from $2 million to $22 million—in capital subsidies for the con- 
struction of commercial and fishing vessels, $12 million (42%) for 
railway and steamship services, and $9 million ( 18%) for marine services. 
Largely offsetting these increases were reductions in the deficits of the 
Canadian National Railways and Trans-Canada Air Lines of $18 million 
(27%) and $3 million (45%) respectively, and a decrease of $13 million 
(9%) in air services, together with a decrease of $3 million (3%) in 
outlays by the Board of Transport Commissioners. 
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32. Veterans Affairs. An increase of $8 million (9%) in war veter 
allowances and other benefits was largely offset by minor decreases in 
other items of expenditure classification resulting in the over-all ex- 
penditure of $336 million by this Department being only $2 million or 
0.7% more than in the preceding year. ‘ 


33. Other departments. The increase of $51 million in the amount 
shown for “other departments” in the table in paragraph 16 was due 
largely to the $25 million write-off in 1962-63 of the undepreciated © 
capital cost of the NRU reactor of Atomic Energy of Canada Limited and 
the $11 million expenditure by the Office of the Chief Electoral Officer — 
for the general election in June 1962. * 


Paragraph 17 to paragraph 33 simply show the nature of the major changes 4 
taking place in the expenditures of the various departments, following the — 
order in which they are shown in the tabulation under paragraph 16. 

I do not know whether members have any questions respecting these indi- 
vidual departments, Mr. Chairman, but if they do, we shall do our best to answer — 
them. My audit directors concerned with the departments are here and will — 
be happy to answer them right off, or to obtain the information that you might — 
want. We have sought to explain the major swings in the figures. : 


Mr. WIncH: I do not believe the Auditor General would have it here, but . 
if he does not think it would take too much work, under paragraph 27, in con-— 
nection with the post office, I wonder if he could explain how this expenditure 
increased by $4 million in operations? Is it possible? a 

Is it possible to find out whether there was a general increase, or was it’ 
due to an increase in overhead for the carriage of second and third class mail? — 
Would it be possible to obtain that kind of breakdown for us? 


Mr. Lone: Well, the charges applicable to any particular class of mail are © 
in memorandum form and are determined by a special study. The expenditure 
accounts do not show this breakdown of costs because you cannot spread indi-_ 
vidual salaries or individual transportation costs over the various classes of mail. 
This is something you have to get from a cost ascertainment study by the post 
office. In the case of an increase to this extent I would guess that most of it is 
due to an increase in salary over the whole operation. 


Mr. Wincu: And the same with respect to paragraph 29 for the R.C.M.P.?_ 
Mr. HENDERSON: I would expect so. Would that not be the case, Mr. Smith? 


Mr. D. A. SmitH (Supervisor, Auditor General’s Office): I am not aware 
of any particular reason for this increase which I presume was spread over 
the expenditure picture. 


Mr. HENDERSON: It is the biggest single factor for most of the increases 
in so far as operating expenditures are concerned, because wages and salary 
are quite the biggest body of costs that we have, as you know. If there are no 
further questions under this section might I now refer to the revenue portion 
which begins on page 13, under paragraph 34 and 35. 7 


Revenue 


34. The Summary of Revenue, by main classifications and departs 
ments for the year ended March 31, 1963, prepared by the Department 
of Finance for inclusion in the public accounts and certified by the 


revenue of $5,879 million. 


for the past three years: 


Corporation income tax ...... 


est, etc., going abroad ..... 
MS ALOSM LA itr anas eccve yee s Micwehrstiewet fas 
Other excise taxes ............ 
BCUSLOIS) GUELES). oo i)s.usle ve eo « 


BPR SCISCar CLUEICS), sha «Pane roteiete seniors 


Net postal revenue .......... 


Other non-tax revenues ...... 


Paragraph 36 is next: 


graph 106. 


- 21037—3 


Income tax on dividends, inter- 
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1960-61 


88,174,000 
720,617,000 
290,658,000 
498,698,000 
344,945,000 
84,879,000 
17,000 


5,015,777,000 


283,769,000 
173,594,000 
144,540,000 
601,903,000 


1961-62 


1,202,054,000 


112,306,000 
759,678,000 
262,526,000 
534,516,000 
362,799,000 
84,579,000 
51,000 
5,111,165,000 


307,502,000 
183,679,000 
127,278,000 
618,459,000 
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_ Auditor General, is reproduced as exhibit 4 to this Report. The sum- 
mary shows tax revenues accounting for $5,237 million of the total 


35. The following table summarizes the revenue, by principal sources, 


1962-63 


$ 1,711,160,000 $ 1,792,656,000 $ 1,744,626,000 


1,276,629,000 1,182,837,000 


129,137,000 
805,971,000 
260,378,000 | 
644,992,000 
381,866,000 
87,143,000 
27,000 


5,236,977,000 


311,861,000 
192,772,000 
137,099,000 
641,732,000 


$ 5,617,680,000 $ 5,729,624,000 $ 5,878,709,000 


We give a breakdown here of the total revenues, which as you can see 
amount to $5,879 million arising from the tax revenue and non-tax revenues, 
and we compare that with similar revenue income for the two preceding years. 


36. The amounts shown for income taxes and sales tax do not in- 
clude collections of taxes levied under the Old Age Security Act, R.S., 
c.200. These collections, which amounted to $691,139,000 in the year, 
were credited to the Old Age Security Fund. A summary of the trans- 
actions relating to this fund during the year, in comparison with the 
corresponding amounts for the two previous years, is given in para- 


_ Paragraph 36 shows that the amount for revenues totalled does not include 
ollections of taxes levied under the Old Age Security Act. This total of $691 
illion in the year was credited to the Old age security in the summary 
udget which is shown later in the report under paragraph 106 which will 
be coming up for discussion later. 
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Next is paragraph 37. 


37. Excise taxes. The following is a summary of the excise taxes, 
other than sales tax, collected during the year ended March 31, 1963, 
with comparable amounts for the two previous years: 


1960-61 1961-62 1962-63 

CISALELLCS ates cea iw bia 6c $ 172,197,000 $ 185,176,000 $ 195,313,000 
Manufactured tobacco .. 18,697,000 19,599,000 19,123,000 
Toilet articles and 

PLreEpParations Beau... 4 8,406,000 9,397,000 10,142,000 
Television sets and 

URDU OVE o Sante gnea: aap eee 8,466,000 9,570,000 10,059,000 
Phonographs, radios and 

GUL O CCM Eee Seta tartcs 7,460,000 8,853,000 9,875,000 
Jewellery, clocks, watches, 

chinaware, etc. ....... 5,943,000 5,577,000 5,793,000 
BRT MER is bey Sod ates 3,224,000 3,350,000 3,727,000 
SPSAT SNM oe e AS tho Bk and 2,755,000 2,775,000 3,372,000 
Sundry excise taxes .... 4,212,000 3,943,000 3,350,000 
mUrnOnies Se. 59,627,000 25,270,000 
Refunds and drawbacks . — 329,000 — 10,984,000 — 376,000 


$ 290,658,000 $ 262,526,000 $ 260,378,000 


The reduction of $34 million in 1961-62 in collections of excise tax on 
automobile sales, and the elimination of such collections in 1962-63, 
resulted from the repeal of the tax effective June 21, 1961. The repeal 
of this tax, which was accompanied by remission of the tax on auto- 
mobiles in the hands of dealers, also resulted in the large amount of 
refunds and drawbacks in 1961-62. 


Paragraph 37 contains a summary of excise taxes collected, and it indicates 
the non-existence of any excise tax on automobiles in 1962 and’ 1963, as 
explained in the note. : 

Paragraph 38 reads: 

38. Customs duties. The increase of $110 million in customs duties. 
in 1962-63, in comparison with the preceding year, was largely due to 
the collections under the surcharge on imports order of June 24, 1962, 
by means of which customs duties on various classes of imports were 
increased by 5%, 10% or 15% ad valorem, and which remained in 
effect, with modifications, during the balance of the fiscal year. 


In this paragraph we make reference to an increase of $110 million in 
customs duties for 1962 and 1963 which is largely due to collections under the 
surcharge on imports order of 1962. . 


The CHAIRMAN: Paragraph 39 is next: 


39. Excise duties. A listing of the excise duties collected during the 
year ended March 31, 1963, in comparison with the corresponding > 
amounts for the two previous years, is given in the following table: 


1960-61 1961-62 1962-63 
@iwareties oi. eh) $ 140,365,000  $ 151,034,000  $ 157,049,000 
Sr Pre sent Cty Ss naautnys 108,502,000 114,088,000 122,099,000 
SUES TSS aa eae ee 90,971,000 92,716,000 98,147,000 
Other excise duties .... 9,328,000 9,521,000 9,463,000 
Refunds and drawbacks . — 4,221,000 — 4,560,000 — 4,892,000 


$ 344,945,000  $ 362,799,000  $ 381,866,000 
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; Mr. HENDERSON: Paragraph 39 represents a list of excise duties collected 
during the year as compared to the two previous years. 


Paragraphs 40 and 41 follow: 
40. Return on investments. The following is a listing of the revenue 


from the various investments in 1962-63, along with the comparable 
figures for the two previous fiscal years: 


1960-61 1961-62 1962-63 
Banke ore Cana daganmer irre $ 90,175,000 $107,693,000 $ 96,680,000 
Central Mortgage and 
Housing Corporation .... 59,576,000 71,754,000 79,925,000 
’ Exchange Fund Account .. 32,536,000 32,606,000 35,227,000 
* Loans to National 
; Governments eae eco 30,280,000 29,485,000 28,145,000 
Deposits with chartered 
J Wanksi eres see ere a stake as 6,645,000 6,394,000 14,395,000 
Securities Investment 
PACCOUN tense cts s cnet snares 5,063,000 15,068,000 12,351,000 
Farm Credit Corporation .. 4,127,000 5,962,000 8,482,000 
Veterans’ Land Act loans .. 5,212,000 5,895,000 6,549,000 
Northern Ontario Pipe Line 
Crown Corporation ..... 4,299,000 4,310,000 4,087,000 
Canadian National Railways 4,982,000 1,452,000 3,824,000 
National Harbours Board .. 3,884,000 3,943,000 3,631,000 
Eldorado Mining and 
Refining Limited ....... 4,935,000 5,000,000 3,000,000 
Polymer Corporation 
TSEMIGeCa teers seats aie teil 3,000,000 3,000,000 3,000,000 
The St. Lawrence 
Seawa ya Authority saan 13,149,000 
Other loans and 
IMVeStMmentS mee ahd ween ree 15,906,000 14,940,000 12,565,000 


$283,769,000 $307,502,000 $311,861,000 


41. The amounts shown for revenue from the investment in the Bank 
of Canada represent the annual profits earned by the Bank and sur- 
rendered to the receiver general as required by section 28 of the Bank 
of Ganada Acts Ras. chs? 

The Central Mortgage and Housing Corporation amount for 1962-63 
comprised $74,337,000 ($66,022,000 in 1961-62) of interest on advances 
under section 22 of the Central Mortgage and Housing Corporation Act, 
R.S., c.46, and $5,588,000 ($5,732,000 in 1961-62) representing the profit 
for the corporation’s financial year ended December 31st which was 
transferred to the receiver general as required by section 30 of the act. 

The absence of a return from the investment in the St. Lawrence 
seaway authority in 1961-62 and again in 1962-63 was due to the neces- 
sity of deferring payment of the interest which accrued on loans made 
to the authority. Of the $13,149,000 shown as revenue from the invest- 
ment in the authority in 1960-61, $9,500,000 was received out of further 
borrowings by the authority from the Minister of Finance expressly for 
the purpose of paying the interest, as was mentioned in the 1961 report 
(paragraph 63). 


These paragraphs show revenues derived by the crown from its various 
investments in 1962 and 1963 compared with previous years. 


4 
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ments which are basically in crown corporations. From my understand: 
after looking over the annual report of the Polymer Corporation Limited, 
which is quite a profitable enterprise, is there some peculiar arrangement 
whereby revenues and profits do not vary from year to year so that they ill 
always be able to make a $3 million return to the government? If its revenue 
varies and the profit varies, apparently the return to the government on th 
investment never varies. Is there any arrangement? 
Mr. HENDERSON: I would not say there is any arrangement, to my knowl- 
edge. Polymer is among our most successful crown corporation operations. In 
recent years it has been expanding in terms of setting up plants and sub- 
sidiary companies which, as you know, principally are within the European 
common market. They have completed erection of a very large specialty 
rubber plant in Strasbourg in France and more recently a butyl plant in 
Antwerp in Belgium. In order to do this, they have sought to use their earn : 
ings to the maximum extent possible and there has been a drawing down of 
earnings rather than going out and borrowing money. That may be one of the 
reasons why their dividend has remained constant despite increased profits. 
You will see the full particulars of Polymer’s operations on page 116 of 
the report under paragraph 157, and we shall be coming to it. However, I 
think this would be the short answer to your immediate inquiry. 
Mr. Stokes, do you have anything to add? ; 
Mr. A. B. Stokes (Audit Director, Department of the Auditor General) 
I might contribute the comment that the dividend rate is increasing for the 
year ended December 31, 1963. The return for the year ending December 31 
1964, if I understand it correctly, will go up $1 million. } 
Mr. WINCH: In view of the fact that we will be reaching the paragraph 
mentioned by Mr. Henderson, paragraph 157, would it be possible at that time 
to have available information in respect of earnings where it applies to what 
I think is an arrangement with Mexico whereby Polymer supplies the know- 
how and additional assistance. If I could, I would like to have information 
with regard to the basis of that when we reach this item. In other words, I 
would like to know what the return is for Canada’s know-how in Mexico. 
Mr. HENDERSON: Would it be satisfactory if we were to convey the ques- 
tion to the officials at Polymer and perhaps they could make available a state- 
ment for the committee? . 
Mr. Fane: Mr. Chairman, may I ask Mr. Henderson whether I am right 
in inferring from paragraph 40, return on investments, that these children of 
the government made that much money last year as shown in the right hand 
column. 
Mr. HENDERSON: The principal source of this money does not come so 
much from the earnings of these corporations—although it does in the case 
of Polymer—as it does from interest collected by the government on loans it 
has made to the various companies. The companies themselves may not neces- 
sarily be in a profitmaking business, as for instance the Farm Credit Corpora- 
tion, but substantial sums of money are advanced to these companies to enable 
them to operate and this is the interest earned by the government on its 
advances. Polymer would be an exception; that is a straight dividend. There is 
also a straight dividend in the case of the Bank of Canada. The $96,680,000 
represents the annual profits earned by the bank and surrendered to the re 
ceiver general. ; 
Mr. WINcH: Would it be possible to have a breakdown of the corporations 
shown in paragraph 40 to show what is interest and what is profit? 


Mr. HENDERSON: That would be a relatively simple computation. 


> 
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The CHAIRMAN: Could we go into that when we come to the particular 
own corporation itself? 


' Mr. HENDERSON: There is a separate paragraph in this report in respect of 
Beach of these crown corporations, except, of course, the Bank of Canada and 
Central Mortgage and Housing Corporation which I do not audit them. 


Mr. WINCH: Might we have a chart showing this? 
Mr. HENDERSON: Fine. 


q Mr. FANE: The $23,420,000 from the Canadian National Railways is just 
interest they have paid the Canadian government for money they had loaned 
i 


it o them? 

P Mr. HENDERSON: Yes; that would be the case in that instance. 

: Mr. FANE: Where does the $60 odd million that the C.N.R. was in the red 
come into a deal like this? 

} Mr. HENDERSON: That is provided for by a special appropriation in the 
_ estimates. 

4 Mr. FANE: I realize that. 

Mr. HENDERSON: That goes into expenditure for the year; that would not 
be treated as any return on investment. 

7 Mr. FANE: No, definitely; but I was just wondering how, their being so 
much in the red, there is $3,824,000. 

Mr. HENDERSON: That represents the interest which the government would 
charge them and which they would have paid, and the government pays the 
$60 million deficit. So, on a net basis you might say the government is out 
$57 million. 

| Mr. Fane: Thank you very much. 

Mr. McMILuaAn: Under Central Mortgage and Housing Corporation you 
he $79,925,000 interest. Is there a table which shows the flow of capital, 
the amount of capital returned, and the amount of capital put out each year? 
Mr. HENDERSON: Do you mean of the loans made? 
| Mr. McMILLAN: Yes; is there such a table? There must be some losses taken 
every year. 

Mr. HENDERSON: Yes. We are not the auditors for the Central Mortgage and 
- Housing Corporation, so I do not report that in any detail in this report at all. 
; Mr. WINCH: Neither are you the auditor of the C.N.R. 

: Mr. HENDERSON: No. We are not the auditors of the C.N.R., so I do not 
include the details of that. However, in respect of all of the others for which 
1 am the auditor, you will find full particulars at the back of my report of not 
only money BA anccd by the government, but also the results of their opera- 
tions in detail. In the case of the Central Mortgage and Housing Corporation, 
the $79,925,000 you see there consists of $74,337,000 of interest on advances 
‘under section 22 of the Central Mortgage and Housing Corporation Act and 
4 $5,588,000 which represents the profit for the corporation’s financial year which, 
under the act, is required to be transferred to the receiver general. 

Mr. WINCH: Some of that is profit? 

Mr. HENDERSON: The $5,588,000 is profit. 

Mr. WincH: They make a profit over and above the interest? 

Mr. HENDERSON: Yes, sir. I cannot speak in any detail here because I am 
not familiar with their accounts. 

The CHAIRMAN: Gentlemen, I think the witching hour is approaching. We 
will be followed by the defence committee in a few minutes. Next Thursday, 
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under the genial chairmanship of Mr. Tardif, we will carry on with this 
examination and, if it meets with your approval—as I think it does—when we 
are having witnesses here such as Dr. Davidson we will send you a note 
stating the paragraph with which we will be dealing. . 

Mr. WINCH: Would it be possible for the stering committee to bring in for 
the information of the members at least a provisional agenda for the next few 
weeks. There are members who perhaps will have to be away but who would 
like to be here when specific witnesses are to appear. 

The CHAIRMAN: I have discussed this with Mr. Henderson, and we shall 
attempt to do that. Also having in mind the uncertain date of our existence 
here until the summer recess, we have attempted to work this out. We have 
also discussed the possibility of an interim report to the house. 
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Dubé, 
Fane, 
Forbes, 
Francis, 
Frenette, 
Gendron, 
Grafftey, 


and Messrs. 


*Grégoire, Ricard, 
Gray, Richard, 
Hales, Rinfret, 
Harkness, Rochon, 
Lessard (Saint-Henri), Rock, 
Loiselle, Rondeau, 
Mandziuk, Ryan, 
McLean (Charlotte), Scott, 
McMillan, Smith, 
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Muir (Lisgar), Stefanson, 
Nowlan, Tucker, 
O’Keefe, Valade, 
Pigeon, Wahn, 
Pilon, Whelan, 
Regan, Winch—50. 
M. Slack, 


*Replaced by Mr. Beaulé on June 23. 


Clerk of the Committee. 


Ha Sue: 


| ORDER oF REFERENCE | 


fa 


“Ordered, nied, the name of Mr. Grégoire be substituted for that of / 
ale on the Standing Committee on Public Accounts. Shans 


MINUTES OF PROCEEDINGS 


THURSDAY, June 25, 1964. 
(10) 


_ The Standing Committee on Public Accounts met this day at 9. 40 a.m. The | 
Vice- -Chairman, Mr. Paul Tardif, presided. 


_ Members present: Messrs. Cameron (High Park), Fane, Forbes, Francis, a 
G arafitey, Gray, Hales, Harkness, McMillan, O’Keefe, Pilon, Southam, Stefancor! 
T vardif, Tucker, Winch (16). 

In attendance: Mr. A. M. Henderson, Auditor General of Canada, and 
Messrs. Long, Laroche, Crowley, Chapman, Millar, Hogan, Stokes, Douglas and 
Smith of the Auditor Generar s Office. 


; The Auditor General supplied answers to questions by Mr. Winch at sitting © 
of June 23 and was further questioned thereon. (See Evidence). 


The Committee resumed its consideration of the Auditor General’s Report 
for the year ended March 31, 1963. 


4g Mr. Henderson reviewed paragraphs 42 to 48 inclusive and was further 
questioned thereon, assisted by his officials. 


4 


On paragraph 47, Sale of terminal grain elevator, the Committee agreed to 
hear witnesses from the Department of Agriculture. 


The questioning of Mr. Henderson still continuing, the Vice-Chairman 
announced that Dr. G. F. Davidson, Secretary of the Treasury Board, would 
appear at the next sitting on Tuesday, June 30. 


' At 10.55 am., the Committee adjourned until 9.30 a.m., Tuesday, June 
30, 1964. 


M. Slack, 
Clerk of the Committee. 
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EVIDENCE 


THURSDAY, June 25, 1964. 


: The VICE-CHAIRMAN: Gentlemen, we have a quorum. So that we can pro- 

‘duce a lot of work to surprise the regular Chairman, we shall start right away. 

For the first time this morning they have supplied the Chairman with a gavel, 

but as a gavel is not necessary in this committee, I will put it aside. I know 
we probably will do a great deal of work so that we can finish up in time to 

have the long week end promised by the Prime Minister. 

i 


: Mr. Henderson has several statements to make in connection with some 
inquiries made at the last meeting. 


4 Mr. A. M. HENDERSON (Auditor General): The first statement, Mr. Chair- 
man, is in reply to a question by Mr. Winch at the last meeting concerning the 
Pee erions of Polymer Corporation in Mexico. We have been in touch with the > 
‘officials of Polymer and they have asked me to advise the committee that early 
in 1960, Polymer Corporation Limited entered into an agreement with Petro- 
leos Mexicanos (Pemex) for the sale of technical “know-how” for the con- 
struction and operation of a general purpose synthetic rubber plant in Mexico. 
Under the terms of this agreement, Pemex undertook to pay about one-third 
of the agreed-to price for this “know-how” during the early stages of design 
work and to pay the balance over the first five years of operation of the plant. 
7 he initial payments were completed in 1961. The full development of the 
project was delayed but is now proceeding and Polymer anticipates further 
‘payments commencing early in 1966. 

This arrangement is in line with Polymer’s policy of seeking to strengthen 
‘its position in international markets by making certain elements of its “know- 
ow” available to groups in other countries, always providing such arrange- 
ments are economically sound and accrue financially and otherwise to the 
benefit of the Canadian company. 

; Mr. WincH: Mr. Chairman, I presume the reason there is no more detaicd 
‘information possibly might be that they do not want their competitors to know 
% he basis of their operations or agreements. 


i Mr. HENDERSON: They would not wish to disclose the full details of their 
agreements publicly if it could be avoided for the reason they are engaged in 
very intensive international competition not only in Mexico but also in the 
European countries. 


Mr. WincH: I think I understand the situation. Is the Auditor General 

Satisfied from his examination that the last sentence is correct; that is, that 
‘the arrangements are economically sound and accrue financially and Of 
q the benefit of the Canadian company? 


: Mr. HenpERSON: I can report to you that on the basis of the operations to 
‘date that has been the case. 


Mr. WincH: Thank you. 


Mr. HenpErson: At the last meeting a further question arose having to do 
ith the table covering the return on investments in paragraph 40, page 15, 
where you see the listing of revenue from the various investments in 1962-63, 
along with the comparable figures for the previous two fiscal years. The com- 
mittee asked whether these figures could be broken down as between interest 
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Mr. Wincu: May I ask a question arising from this? Can the Auditor 
General give us some further explanation in respect of the Northern Ontario 
Pipe Line Crown Corporation? I notice there is nothing under dividends or 
profits, and only interest. Is that because the government of Canada made a 
loan which, I understand, is being repaid and the company now is no longer 
responsible to the House of Commons once they either have been bought out 
or all loans are paid? 4 

Mr. HENDERSON: The Northern Ontario Pipe Line Crown Corporation is 
the subject of a separate note in this report. Do you have the particulars, Mr. — 
Smith? 

Mr. D. A. SMITH (Audit Director, Office of the Auditor General): No, 
I do not have the particulars. 

Mr. WincH: My purpose in asking is that if my memory is correct, in the — 
original act, does it not say an investment or loan? If it was an investment, 
why is there nothing under dividends or profits? 


Mr. HENDERSON: Under paragraph 154 on page 114, there is set out the — 
situation with respect to the Northern Ontario Pipe Line Crown Corporation. — 
It will be seen from this paragraph how the corporation constructed the north- 
ern Ontario section of the all-Canadian gas pipe line and leased it to Trans- 
Canada Pipe Lines Limited with an option to purchase. Then, if you will turn | 
to the last note of this paragraph on page 115, you will see that as of 
December 31, 1962, Trans-Canada Pipe Lines Limited indicated its intent to © 
exercise the option to purchase the northern Ontario section in 1963. In point 
of fact, the option was exercised and the purchase completed on May 29, 
1963, following which the corporation dischaged its liability, that is, the 
principal amount which is due to the government of Canada for outstanding ~ 
loans and accrued interest thereon. However, I would like an opportunity to 
check, this, the interest involved in this case, which is shown probably under 
other loans and investments. That is the amount applicable to the year. 

Mr. WIncH: With permission of the committee I would like to discuss — 
this matter at a later time when we come to this section, because I would 
like to have a clear explanation for Canada putting up money when it looks — 
risky, and being out of it when there is no risk. 

Mr. HENDERSON: There is revenue derived from interest on the Northern — 
Ontario Pipe Line Crown Corporation of $4,087,000, as shown on this table. © 

Mr. WIncH: But there is $4,087,000 interest and not profit. 

Mr. HENDERSON: That would be interest on the moneys advanced. 

Mr. Wincu: I would like to come back to it later. 

Mr. HENDERSON: That might be done when we reach paragraph 154. 

Mr. WINCH: Could you give us any comment on the national harbours — 
board? My reading of their report shows a fairly large net profit, but I note — 
they only turned over in 1961-1962 $78,000 and $76,000, and that it was all 
for interest. Does the auditor when he examines reports like that look at the ~ 
authority to make a decision on the payment of interest and additional surplus, 
and whether or not under the terms of the National Harbours Board Act it — 
should be turned over to a greater extent to the federal treasury? Is that part 
of your examination? 

Mr. HENDERSON: We would make such a comment to management if we 
felt it should be brought to their attention. Unless the reasons advanced were — 
satisfactory, I would refer to the matter in my comments to the house. 

Mr. WincuH: I have one further question. 

Mr. HENDERSON: This again, I might add, is the subject of a detailed — 


paragraph, namely, 152 on page 110 of the report, and we shall be coming | 
1o1t. . 
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Mr. WincH: Perhaps we might hold the two matters until then. It is my 
Binderstanding that the board operates individually and makes a profit. I am 
‘interested in those corporations which operate independently as harbour 
boards and which do very well. It is applied over the whole system, although 
they do operate individually. 

Mr. HENDERSON: That is right. This could make quite an interesting dis- 
cussion when we come to paragraph 152. 
Mr. WincH: You will keep that particular aspect of it in mind? 
x3 Mr. HENDERSON: Yes, sir. , 

Mr. SoutHAM: Paragraph 40 was called at the last meeting, but I should 
like to ask a question on it at this time. Dealing with the total revenues of 


return on investments, the last item says “Other loans and investments’. Could 
the Auditor General tell us what these other investments are? 


Mr. WiIncH: This is a most interesting question in view of the fact that 
interest on other loans and investments is shown as $12,565,000. Especially is 
‘this a most interesting question in view of the fact that interest on other loans 
and investments shows $12,565,000. They must be quite substantial loans. 
The VicE-CHAIRMAN: They are either that, or rather numerous. 
Mr. WincH: They must be, in order to carry interest at $12,565,000. 
7 Mr. HENDERSON: We will be happy to furnish the details. Unfortunately 
we do not have them with us this morning; but they are readily ascertainable. 
Ido not think we have them at hand. They would be contained in the public 
-accounts of Canada, volume II. It is just a question of referring to them, but 
“we can furnish the details. 
The Vice-CHAIRMAN: Is that satisfactory or would you rather Mr. Hender- 
son furnish a schedule at the next meeting, if he can do so at that time? 
Mr. WincH: The members of the house are very busy, and there are very 
“many committees. 
, Mr. HENDERSON: We can do that. We shall furnish it as supplementary to 
the one which we put in today, breaking down the interest as compared to 
_ dividends. 
r The VicE-CHAIRMAN: I think that answers the question. Now, para- 
graph 42: 


y. 42. Net postal revenue. The following table shows the gross postal 
y revenue, less disbursements therefrom, and the resulting net postal 
| revenue for the past three fiscal years: 


1960-61 1961-62 1962-63 

"Gross postal revenue ............ $ 201,952,000 $ 213,518,000 $ 222,300,000 
_ Disbursements— 

Remuneration of postmasters and 

Ps staffs at certain classes of 

fe eimaller. DOSt) OHICES. 2)... asaamyres 24,050,000 25,171,000 25,239,000 
m™ Other disbursements .......... 4,308,000 4,668,000 4,289,000 
4, 28,358,000 29,839,000 29,528,000 
te ee ee 
feet postal revenue ......2....... $ 173,594,000 $ 183,679,000 $ 192,772,000 


£ 

A Mr. HENDERSON: Paragraph 42 at the bottom of page 15 deals with net 
postal revenue. It shows the total gross postal income taken into revenue over 
the past fiscal year. We shall be dealing with this further when we come to 
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paragraph 165 where we summarize post office transactions for the year. v 
is a reference under the revenue section, and perhaps you might wish to de e: 
your questions until we reach paragraph 165. 


The VICE-CHAIRMAN: Is that the wish of the committee? Shall we def 
our questions until we reach paragraph 165? 


b 
Cr. 


Agreed. 

Now, paragraph 43: me 
43. Other non-tax revenues. An analysis of the amounts shown in 

the table in paragraph 35 for “other non-tax revenues” for 1962-63 

with comparable figures for the two previous fiscal years is given in 

the following table: z 


1960-61 1961-62 1962-63 | 
Privileges, licences and permits ...$ 27,206,000 $ 23,271,000 $ 25,008,000 | 
Peroceens irom Sales . oo... se oa bs 23,981,000 25,902,000 26,531,000 


Services and service fees ......... 35,672,000 42,453,000 46,186,000. 

Refunds of previous years’ expendi- ) 4 
CLUE TS aes Si RG i ee a 40,544,000 18,163,000 22,392,000 — 

Pee TEEUETONTS Ace Vic Bla vy leile) «wie Os 17,137,000 17,489,000 16,982,000 


$ 144,540,000 $ 127,278,000 $ 137,099,000 


Mr. HENDERSON: This gives an analysis of the miscellaneous revenues 
figure as shown previously under paragraph 35 on page 13 where we show 
“privileges, licences, and permits”. You will note that in 1962-1963 the total 
non-tax revenue was $137,099,000. In this paragraph 43 we break it down. 

Mr. WincH: Under “privileges, licences, and permits” in 1962-1963 you 
have $25,008,000. 

I would like to ask the Auditor General if, at a future meeting, he can 
produce for 1962-63 under “privileges, licences and permits” the amount 
received from any oil company or corporation for exploration on the contin- 
ental shelf of the coast of British Columbia, and under what authority was a 
licence, fee or permit charged to the corporations involved. He might know 
what we have done in view of the fact that British Columbia denies the © 
right of Canada to collect on any permit or licence for exploration on the 


continental shelf. Would it be part of your investigation to find out under what 
authority this is collected? 


Mr. HENDERSON: That would be within our orbit of authority. ¥ 


Mr. CAMERON (High Park): I think that authority under which a govern- . 
ment collects would not be under your jurisdiction. a 


Mr. HENDERSON: We should be able to tell you the amount. 
Mr. WincH: But not under what authority? 


Mr. HENDERSON: We can cite the authority that has been used to collect it, 
but I could not be expected to express an opinion on its validity. 4 


Mr. WINcH: You can cite the authority? 
Mr. HENDERSON: Yes, that would be common information. 


The VIcE-CHAIRMAN: If you have not the authority, the committee could. 
find out from another department how this authority is exercised. q 


Mr. WINCH: I know that something was collected on the continental shelf. 
of British Columbia, and in view of the fact it has just been announced in the 


it 
¥ 
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two or ures Hee that British Columbia is going to take this matter 
the supreme court, I would ane to know under what authority they had 
een collecting. — 

_ Mr. HENDERSON: We can only show the facts as set forth in the books, which 
presumably would meet your request. Mr. Smith, have you taken note of that? 
| Mr. McMituan: Mr. Chairman, I wonder if I could ask where the income 
from leases and so forth under the Department of Transport would be shown? 
Mr. HENDERSON: Mr. Smith, can you answer that? 
a Mr. SmitH: In terms of the public accounts, this detail would -be shown 
in the section of the public accounts relating to the Department of Transport, 
and in particular to the section relating to revenue. 

b Mr. Lonc: It would be classified as privileges, licences and permits. 

Mr. McMituan: It would be included in the top figure here. 

Mr. Cameron (High Park): What does the item “proceeds from Saleen 
‘mean? Sales of what? 

4 Mr. HENDERSON: That has been a standard categorization, sir. This is a good 
- question. If you want us to amplify, we could readily do this. Are we in a posi-_ 
tion to explain what those sales would be, Mr. Long? 

4 Mr. Lone: This should be all sales. There is a fairly detailed directive as 
to how to classify all types of revenue, and we could probably produce that. 
j Mr. CAMERON (High Park): I suppose that crown agencies such as the 
Crown Assets Disposal Corporation would not be in there. It just concerns de- 
partments that have something to sell. 

_Mr. Lone: Mr. Smith where are the crown assets revenues shown? 


Mr. SmitH: In the revenue of that corporation. 
Mr. Lone: The money that comes to Canada? 


Mr. Harkness: In this case Crown Assets acts as a selling agency, would it 
not? 


q Mr. HENDERSON: It turns over the entire proceeds of collections arising 
from the sale of government property to the government, keeping back sufficient 
moneys to cover its expenses. 

q Mr. Cameron (High Park): You must assemble it from the information 
you get? 

é Mr. HENDERSON: We can readily get it. Would it be satisfactory if we 
amplified that with the figures at the next meeting? 

7 Mr. CAMERON (High Park): Yes. 

Mr. McMiLuan: Would wharfage charges be included under that item? 

, Mr. Lone: I would think so because it would not fit under any of the 
other items. 

) The VICE-CHAIRMAN: Is that satisfactory, Mr. Cameron? 

Mr. CAMERON (High Park): Yes, Mr. Chairman. 

The VICE-CHAIRMAN: Any further questions on that paragraph? 


Mr. SouTHAM: I notice under paragraph 438, “other non-tax revenues”’, the 
last item, “miscellaneous”, has a very substantial amount for 1962-63. Would 
the Auditor General have a resume of what comes under this section? 


The ViIcE-CHAIRMAN: That question has already been asked and the 
Auditor General has promised to bring a breakdown. 


Mr. HENDERSON: We will break down that figure. 
- The VicE-CHAIRMAN: Are there any further questions? 
y » 
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; ; bs Ts 
We are now on paragraphs 44 and 45, comments on expenditure and rev- 
enue transactions. . os 


44. Reference has already been made to the statutory responsibility 


Act, to call attention to specific classes of transactions observed during 
his examinations and also to any other matter that he “considers shoul 
be brought to the notice of the House of Commons’’. 


Pursuant to this direction, I consider that the following matters 
relating to the expenditure and revenue transactions examined during 
the fiscal year under review should be brought to the attention of the 
house in this report. 


45. Governor General’s special warrants. At the dissolution of parlia- 
ment on February 6, 1963 interim supply had been granted generally to 
the extent of ten-twelfths of the amount of the revised main estimates 
1962-63. In order to carry on the public business until such time as the 
new parliament assembled on May 16, 1963, recourse was had to Gov- 
ernor General’s special warrants, issued under the authority of section 
28 of the Financial Administration Act, as a means of providing the 
necessary supply. The special warrants relating to the fiscal year under 
review were as follows: 
(a) one for $239,143,321, on February 8, 1963, which provided funds on 

the basis of one-twelfth of the amount provided in the revised main 

estimates and supplementary estimates (A) and (B) for 1962-63; 

and 
(b) one for $402,163,293, on March 4, 1963, which provided funds esti- 

mated as sufficient to meet expenditures urgently required for the 
public good during the balance of the fiscal year. 


d 


In making their estimates of the amounts they required under the 
final special warrant for the year, departments were instructed by the 
treasury board staff that the maximum that could be included for each 
vote heading should not in any case exceed the total of the amounts 
included in the tabled estimates (i.e., revised main estimates and sup- 
plementary estimates (A) and (B) for 1962-63) plus amounts included 
in supplementary estimates (C) approved by the treasury board (though 
not laid before the House of Commons) and departments were instructed 
to make an internal review in order to estimate the amount that would 
lapse in each vote and take such amount into consideration. Departments 
were also instructed not to include provision for estimates items that: 
(a) were essentially legislative, or 


(b) involved accounting transactions within the consolidated revenue 
fund that could hardly be said to involve “payments” which were 
urgently required. 


The amounts authorized by these special warrants were subse- 
quently included in the amounts authorized by the Special Appropria- 


tion Act, 1963 which was passed by the House of Commons on July Vos 
1963. 


The issuance of Governor General’s special warrants is provided for 
by section 28 of the Financial Administration Act, subsection (1) of 
which reads as follows: 


Where a payment is urgently required for the public good 
when parliament is not in session and there is no other appropria- 
tion pursuant to which the payment may be made, the governor 
in council, upon the report of the minister that there is no appropri- 
ation for the payment and the report of the appropriate minister 


, 

5, 
x 
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that the payment is urgently required for the public good, may by 
order direct the preparation of a special warrant to be signed by 
the Governor General authorizing the payment to be made out of 
the consolidated revenue fund. 


It will be noted that the above subsection simply authorizes a “pay- 
ment” which is “urgently required for the public good” when there is 
no other appropriation pursuant to which the payment may be made. The 
subsection does not provide for any control over the entering into of 
commitments during a period for which parliament has made no provi- 
sion nor does it appear to contemplate provision of a continuing spend- 
ing authority to the executive for the financing of general government 
services during such a period. However, this appears to have been 
assumed by the treasury board staff in carrying out the procedure fol- 
lowed in preparing the special warrants for February and March 1963. 


A strict interpretation of subsection (1) of section 28 would 
undoubtedly call for the issuance of a large number of warrants with 
a consequent increase in administrative handling. With clearer statutory 
authority we would not think the procedure whereby a single warrant 
is prepared in advance to cover the requirements of each month is 
unreasonable provided its contents are limited to providing for payments 
essential for ensuring the maintenance of basic governmental services. 
Had this approach been fully employed in the preparation of the special 
warrants under review, a number of the items included therein would 
have been omitted because they did not meet the test of being “urgently 
required for the public good”. Examples are as follows: 

1. Both special warrants included an item “to supplement other votes, 
subject to the approval of the treasury board, for the payment of 
salaries, wages and other paylist items”. Obviously payment of the 
amounts was not urgently required when the special warrants were 
issued, and the governor in council in effect delegated to the treasury 
board his authority under section 28 of the act although there is no 
provision for such delegation. 

2. The special warrant dated February 8, 1963 included authority for 
the payment of an amount of $717,959 into the national capital fund. 
The balance at the credit of this fund at March 31, 1963 was 
$6,776,000, and it therefore cannot be said that the item of $717,959 
authorized on February 8, 1963 was “urgently required for the public 
good.” 

3. The special warrant dated February 8, 1963 also included authority 
for the payment of an amount of $136,250 to the receiver general as 
interest for the month of March on loans made to the National Capi- 
tal Commission for the purpose of acquiring property in the national 
capital region. Comment with respect to this procedure appears in 
paragraph 59 of this Report. As such a payment is in effect an 
internal bookkeeping entry, it should not have been provided for by 
the special warrant. 

4, Included in the special warrant dated February 8, 1963 was an amount 
of $750,000 for loans to The St. Lawrence Seaway Authority. Inas- 
much as parliament had, by interim supply, authorized loans totalling 
$7.5 million and the authority borrowed only $1 million in February, 
1963 and $6 million in March 1963 of which $4.7 million was im- 
mediately invested in short term investments, it is obvious that the 
item of $750,000 did not meet the requirement of being “urgently 
required for the public good”’. 


Men ENS PCR aed ren aoe A lo ok HCA tea | Asai! Rot one i s' rat Cr NSS? KAN (ab 7 Wie 
a is TY ee, Na ny) oy iy bod 3 thas Re ° nie © all 
¥ : ‘¢ a ’ aK k ee iy ee i 


266 STANDING COMMITTEE tS ; me 


5. Included in the two special warrants were amounts totalling $11 
to cover the administrative expenses of the National Gallery of 
Canada, without taking into consideration $49,926 available for 


this purpose in the gallery’s special operating account. Be 


6. In May 1962 the Department of Northern Affairs and National Re- 
sources was given executive authority to inform a chartered bank 
that provision for a grant of $50,000 to the Dawson City Festival 
Foundation would be included in estimates to be presented to par. if 
lament in the autumn. On the strength of this, the bank advanced 
$50,000 directly to the producers of a musical comedy which was 
to be the “centre-piece” of the Dawson City Gold Rush festival. The 
payment of a grant of $50,000 to the foundation, in order that the 
bank might be recouped, was authorized by the special warrant 
issued on March 4, 1963. Since the prior concurrence of parliament 
is requisite to the payment of a grant-in-aid to a non-governmental 
organization, it is the audit office view that the grant to the founda 4 
tion should not have been made under the special warrant. 


7. A cheque for $6,000 to the corporation of the town of Sioux Lookout. 
in respect of utility services provided the Sioux Lookout Indian 
hospital was issued on April 30, 1963 and held until June 5, by which 
time an agreement with the town had been executed. The issuing — 
of the cheque as a charge to 1962-63 expenditure was, in our opinion, 
irregular because it could hardly qualify as “urgently required for 
the public good” when the cheque was held by the department and, 
indeed, it would have been irregular in the circumstances even if. 
parliamentary appropriations had been available. i 


We would recommend that a detailed study be made of the financ-_ 
ing problems which result when parliament has been unable to make 
provision for the carrying on of governmental services between sessions. 
An amendment to the Financial Administration Act might then be con- 
sidered which would have the effect of assuring appropriate parlia- 
mentary control in this important area. : 


Mr. HENDERSON: Here we reach the comments I have had to make in 
respect of the expenditure and revenue transactions which are made, as stated 
in paragraph 44, pursuant to section 70 of the Financial Administration Act, 
whereby I am required to call attention to specific classes of transactions noted 
during my examination and also to any other matters which I consider should 
be brought to the notice of the House of Commons. The first paragraph, para- 
graph 45, deals with Governor General’s special warrants. y 


Mr. WINcH: In an endeavour to save time, before the Auditor General 
makes a statement on this, may I ask, in view of the last paragraph on page 
19, whether he would refer that to the last paragraph on page 17 where he 
says: 
The subsection does not provide for any control over the entering into — 
of commitments during a period for which parliament has made no 
provision— . 


I take it this means any commitments. This being such an important mat-_ 
ter, I thought I might make reference to it at this time, and because of this. 
the Auditor General might go into a little more detail in his explanation than ~ 
otherwise if I had not spoken before he made his presentation 


Mr. HENDERSON: Perhaps I had better outline this briefly first. * 


You will have noticed how, under section 70 of the Financial Administra-_ 
tion Act, the Auditor General is required to call attention to every case in - 
which he observed that “a special warrant authorized the payment of any 
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y”, which perhaps will serve to explain the attention I have given to the 
mner in which special warrants, issued under the authority of section 28 of 
the Financial Administration Act, were used as a means of providing the 
ssary supply. We only, of course, deal with two of the warrants here, that 
is the ones in February and March, 1963, up to the end of the fiscal year—not 
the two which were issued in April and May, 1963, which come into the 
1963-64 fiscal year. 

On page 17 I describe how the treasury board staff assembled depart- 
mental needs and in the middle of the page I quote the pertinent section of the 
Financial Administration Act. You will note that this section simply author- 
izes a payment which “is urgently required for the public good’? when there 
is no appropriation pursuant to which the payment may be made. It does not 
provide for any control over the entering into of commitments during a period 
for which parliament has made no provision— 


Mr. WIncH: That is a new commitment? 


Mr. HENDERSON: Yes,—nor does it contemplate provision of a continuing 
‘spending authority to the executive for the financing of general government 
services during such a period. However, this appears to have been assumed by 
the executive, and will probably continue to be assumed by the executive. Your 
comments on this will be very helpful. 

- Then, on page 18 I list seven instances of items included in these warrants 
which we do not think met the test of “being urgently required for the public 
good”. 

| A discussion of this subject by the members of the committee would be 
‘most helpful both to the audit office and, I think, to the members of the 
treasury board, and we are hoping that when Dr. Davidson is present next 
Tuesday we can discuss it further. 

Now, the seven cases listed are set out on page 18. From them you can see 
the test of urgency we have applied in respect of whether or not they should 
have been included in the warrants. 


The ViIcE-CHAIRMAN: Are there any questions on Mr. Henderson’s 
comments? 


Mr. WincH: Just one, Mr. Chairman. As Mr. Henderson says, perhaps we 
might go into more detail when Dr. Davidson is before us. However, let us 
take No. 5 as an illustration where there are two special warrants in the 
amounts of $114,950. Is it good auditing practice that if there is $50,000 avail- 
able from a special operating account there should not be, therefore, any need 
for a special warrant in that amount? Is that a correct understanding of your 
position? 

Mr. HENDERSON: Well, would you say that $114,950 should have been asked 
for in these warrants as being urgently required for the public good when 
already there was $50,000 sitting there in the special operating account for 
that? The only authority is contained in section 28 of the act under paragraph 
17 which states: 

a. Where a payment is urgently required for the public good when 
parliament is not in session and there is no other appropriation pursuant 
to which payment may be made,... 


Now, $50,000 was sitting there approved for that need. Therefore, the test 
0 urgency might have been applied just to the difference. 


Mr. WIncH: Is it the opinion of your department which made this audit 
t nat there was the authority to use this $49,926 for the same purpose for which 


special warrant was taken? 
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Mr. HENDERSON: Yes, indeed. Otherwise I would not have inserted the 
comment I did under paragraph 5. Admittedly this is a difficult section to 
interpret. Perhaps, you know better than I the history of section 28. I think 
before the Financial Administration Act was amended it said that the only 
money which could be sought under the Governor General’s special warrants 
procedure related to urgent repairs to buildings, and was even more restrictive 
than the present wording. I think it was enlarged in 1951 when the act was 
amended, but the only basis we have to go on is the wording of section 28 
which I quote on the middle of page 17. 

Mr. GraFrFTEy: As a matter of interest, is there a sort of general reply 
given to you by the various officials when they ask for moneys which do no 
fall under the conditions you specify? Take the first item; unless this action 
was taken I understand no salaries would have been paid. . 


Mr. HENDERSON: I think they would—and I think you would—interpret 
continuance of salaries as being urgently required for the public good. My 
officers and I would hope so. However, in respect of some of these other cases, 
the sort of questions I have raised arise. 


I would suggest that your question be addressed to Dr. Davidson, the 
secretary of the treasury board, when he is with us next Tuesday. Dr. Davidson 
and his associates in the treasury board have themselves encountered a num-— 
ber of problems in determining what should go into the special warrants. 


As I indicate on page 17, their interpretation largely has been provision 
of a continuing spending authority for the financing of general government 
services; in other words, carrying on business as usual. From our point of 
view, section 28 seems to be very restrictive, because it says: 

—where a payment is urgently required for the public good when: 
parliament is not in session, and there is no other appropriation pursuant 
to which the payment may be made. 


The key words are “urgently required for the public good’. Some of the 
items listed in the seven examples indicate to what extent urgency did, in fact. 
exist. 

Mr. GRAFFTEY: In respect of the seven examples, was parliament sitting 
in most of these cases? 1 


Mr. HENDERSON: No, sir. You will remember parliament was dissolved 
early in February, 1963. 
Mr. WincH: Am I correct that you cannot use a Governor General’s warrant 
if parliament is sitting? 
Mr. HENDERSON: That is correct; you cannot. This is the only means 
the executive has to obtain supply when parliament is not in session. 


Mr. HALes: Would you give us a run down of the steps through which 
this appropriation would follow, staying with example No. 5 which Mr. Winch © 
mentioned. The National Gallery made an appropriation or asked for $114,950. 
I suppose there is a comptroller in that department, and he would be the — 
man who would ask for this. Then, would you take it on from there through 
its various steps to see how this happened? . 

Mr. HENDERSON: On page 17 in the first paragraph I say that in making their . 
estimate of the amount they required under the final special warrant for © 
the year, departments were instructed by the treasury board staff that the 
maximum that could be included for each vote heading should not in any case 
exceed the total of the amounts included in the tabled estimates. 

You may recall at that time the revised main estimates and supplemen- 
tary estimates A and B for 1962-63 had been laid on the table plus amounts 
included in supplementary estimates C approved by the treasury board, but 
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not laid before the House of Commons, and departments were instructed to 
make an internal review of what they were going to need over the ensuing 
30 days; in other words, see what money they had left and take such amount 
into consideration. Departments were also instructed not to include provision 
for estimates items that (a) were essentially legislative, or (b) involved ac- 
counting transactions within the consolidated revenue fund that could hardly 
be said to involve “payments” which were urgently required. 

Mr. Hates: Who issued these instructions? 


; Mr. HENDERSON: The secretary of the treasury board sent these instruc- 
‘tions around to each of the departments. They were requested to be guided 
by these instructions in rendering their estimates, and the minister responsible 
for each department then would certify what funds were needed. 

Mr. Hates: Then the comptroller in the National Gallery did not follow 
the instructions that were issued to him? 
. Mr. HENDERSON: That might follow from the comment that I have made. 
Some of these cases well might be arguable, in fairness to that comptroller 
who is not here, in respect of the special problem with which he was faced; 
but his minister saw fit to approve this. 

Mr. Hautes: He made the request and the minister approved it and it 
‘went on to treasury board? 

Mr. HENDERSON: Yes, and they would look it over with a very sharp eye 
to question anything; but presumably some of these might have been missed, 
or there might have been some other reason. 


The VicE-CHAIRMAN: It would not go forward without having the ap- 
proval of the treasury board? 


Mr. HENDERSON: No. Mr. Long might add something to this. 


Mr. WincH: Could Mr. Long also tell us, although it had the approval 
of the minister and went to the treasury board, whether the treasury board had 
‘the information that there was nearly $50,000 in another account for the 
purpose for which they were asking for this special warrant; did they know 
that was there? 


i Mr. G. R. Lone (Acting Assistant Auditor General, Auditor General’s 
Office) : I would think the treasury board would know this, but I believe what 
Mr. Hales is getting at can be explained by the fact that the treasury board 
is trying to keep these warrants in the same pattern as the estimates tabled 
‘in the house. They are faced with having to have these expenditures approved 
by the house, so they try to keep them within the framework of the estimates. 
‘In this case the gallery intended these expenditures to be made from parlia- 
‘mentary appropriations and not from the open account. Treasury board would 
be quite willing for them to carry on within the estimates so long as the 
expenditure required to be made was urgently required. 


/ Mr. Hautes: The comptroller in that department had no business to request 
this money when he was given instructions to do otherwise? 

Mr. Lonc: But he was also instructed that the amount asked for should 
not exceed the total of the estimates tabled. The whole policy here is to 
‘obtain the warrant approval in the same pattern as the estimates have been 
lined up. 


B Mr. HauEs: Did he or did he not follow instructions? 
i, Mr. Lona: I think he followed instructions. 
P Mr. Hates: If he followed instructions, No. 5 should not be in here. 


Mr. Lone: Except that he perhaps should have been told not to include the 
amount if there was another place from which payment could be made; but 
fotos 28 
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he was not told that. If there is any other source from which a particular. Pp 
ment can be made, it should not be included in the warrant, notwithstandi 
the fact that it was in the original estimate. 


Mr. HENDERSON: We are not blaming the comptroller. We are just showin 
examples of what has happened. 


The VIcE-CHAIRMAN: I am wondering whether this was an extra expendi- 
ture and the original $49,926 was already committed. 


Mr. WINCH: We have been told already that this money was available. 
Mr. HENDERSON: Yes, sir. 
Mr. WIncH: And was in an expense account. 


Mr. HENDERSON: In some of the other cases shown here, it seemed to us 
they should have been omitted because they would not meet the test of being 
urgently required for the public good. This is the essence of the whole question 
for parliamentary control of spending. Do you feel they should hew to the 
original wording of section 28 having to do with every item being urgently 
required for the public good, or are you content to accept the interpretation 
I loosely described earlier as “business as usual” or the wording I have used 
on page 17, “for the financing of general government services during such a 
period’; in Giher words, in the usual way? 


Mr. Hates: I think that parliament’s intention is certainly not to carry 
on business as usual. When parliament has adjourned, we are under Governor 
General’s warrants, and it is a different situation. When instructions are issued 
and the moneys are available, and they can be transferred, I do not think that 
the comptroller had any business to ask roughly for $115,000. He should only 
have asked roughly for $65,000. 1 

The VicE-CHAIRMAN: Could it be that it was for the purchase of something 
which cost more than the $49,000 which was available? Could we find that out? , 
It might be for a purchase which could not be postponed. It could be that. 


Mr. CAMERON (High Park): What is the special operating account? ; ‘ 
Mr. HENDERSON: I shall ask Mr. Douglas to answer. 


Mr. J. R. DoucLtas (Audit Director, Auditor General’s Office): Perhaps I 
might read from section 8, subsections (2) and (3) of the National Galera S 
Act as follows: 

8. (2) There shall be a special account in the consolidated revenue 
fund called the National Gallery special operating account to which shall 
be credited all money received by the board by way of donation, bequest, 
revenue or otherwise. 

(3) Any expenditures for the purposes of this act may be paid out of 
the National Gallery special operating account or out of money appro- 
priated by parliament for such purposes. 1951 (2nd sess.), c.16, s.8. 

The VicE-CHAIRMAN: Thank you very much. 


Mr. WincH: I think that answers everything. The power was there, and . 
the money was there, but it was not used. 


The VICE-CHAIRMAN: Are there any other questions on this paragraph? 


Mr. GraFFTEY: I think we should have a chance to bring this subject up 
again in more detail. It often is the case that the national gallery may have 
an opportunity to make a certain purchase at a time when it has to act on it 
immediately. Very often the national gallery has missed out on good interna-. 
tional purchases because they have been hamstrung. Maybe it is a good excuse 
or it is not. I know that some years ago this was the case. 

Mr. HENDERSON: If you will look at item 7, which dealt with a cheque for 
$6,000 to the corporation of the town of Sault Lookout, you will see the cheque ; 
was issued on April 30 but it was held by the department until June 5. 
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Mr. SoutHamM: I would agree with the question raised by Mr. Hales in 
respect of the national gallery authorities and the power they have under the 
act which was just cited. If they had this authority, then this example in 
-number 5 perhaps should not have been inserted. Possibly you should not 
have raised the question at all. My point is that if you raised the question, then 
we as a committee should examine it to see if there is or is not a problem here. 

‘It there is, then it should be rectified. 

3 Mr. HENDERSON: We raised it because we knew that the $50,000 in question 

was available. 

The Vice-CHarrMAN: As I have said before, are you sure there was 
sufficient money with which to do what they wanted to do, to cover the re- 
quest for $114,000? 

Mr. Henperson: No doubt they would like to have had more money to 
do more things. But I would return to the wording of section 28, “urgently 
required for the public good”. 


Mr. Hates: Would you mind repeating it, please? 

Mr. HENDERSON: I am reading subsection (1) of section 28 of the Financial - 
Administration Act as follows: 

Where a payment is urgently required for the public good when 
Parliament is not in session and there is no other appropriation pursuant 
to which the payment may be made, the Governor in Council, upon the 
report of the Minister that there is no appropriation for payment and the 
report of the appropriate Minister that the payment is urgently required 
for the public good, may by order direct the preparation of a special 
warrant to be signed by the Governor General authorizing the payment 
to be made out of the Consolidated Revenue Fund. 

Mr. Hautes: I think it is parliament’s intention that the act should be 
followed to the letter, and I think it is the duty of the public accounts com- 
‘mittee to see that it is followed to the letter. 

: Mr. WINCH: I have no way of questioning the need for the $114,950. The 
‘point I am trying to make is that the national gallery should not have been 
asking for $114,950 by special warrant, but rather asking for $114,950 less 
the amount of $49,926, which they had available. 

‘ The VicE-CHAIRMAN: If Mr. Grafftey is right in his conception about the 
purchase, if it was a purchase, for $114,950, perhaps you might like to find out 
about it and inform the committee. 

q Mr. WincH: Have they still got that $49,000 in the special reserve? I would 
still like to find that out. 

Mr. HENDERSON: The comment here is based on the special warrants for 
‘February and March. In my 1964 report I would expect that we may have 
‘similar cases arising with respect to the warrants for the months of April and 
- May. 
7 Mr. Wrncu: I think this is something that the committee should watch. I 
could be wrong, but if my memory is correct, in the 97 years of Canadian 
parliaments, moneys spent by Governor General’s warrants have never been 
called into question by succeeding sittings of the legislature or of the next 
parliament. We have to look into it as a succeeding parliament, because it may 
run into millions. There is of course always the O.K. of authorization. It may 
7 ead over the years to a tendency not to make a particular recommendation to 
he authority and the power of parliament, because they know they will get 
the money anyway. I think it is a very important point and one in which 
embers of the committee should be interested. 

The VicE-CHAIRMAN: Would it apply in view of the fact that these warrants 
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Mr. WincH: After 97 years, you do it automatically. 


The VicE-CHAIRMAN: It could be questioned at any. time. What is the 
pleasure of the committee about it? 


Mr. Forbes: Could we assume that these various departments were rely- 
ing upon an estimate of their requirements, and that they could not anticipate 
a purchase of so much? If they did not have the money available, in view of 
the fact that they were getting the money under Governor General’s warrant 
—probably they do not go to the Governor General every day—they would 
want to be making provision for a month or two ahead, just as we do under 
our votes for supply. 


Mr. CAMERON (High Park): This special operating account would be taken 
into account when fixing the estimates for 1962-1963. So all they were doing 
would be to get the rest of it. 


Mr. HENDERSON: Yes, it would appear in the estimates. 


Mr. CAMERON (High Park): If they did not use the $49,000 with which to 
pay expenses, they would have to recoup themselves in the following year. 


Mr. HENDERSON: That is right. 
Mr. CAMERON (High Park): So it is a question of a dog chasing its tail? 


Mr. HENDERSON: This has been the subject of special study by the secretary 
of the treasury board and his associates for some time, and we have had some 
lengthy discussions with them. I know that Dr. Davidson will appreciate the 
opportunity to outline some of these problems to you when he comes here next 
Tuesday. That is one of the purposes for which we have asked him to come. 


Mr. Hates: I think we can conclude it on the basis, that Dr. Davidson will 
be here next Tuesday. But I think we ought to have the comptroller from the 
national gallery appear along with Dr. Davidson to explain to the committee the. 
whys and wherefores of it. 


Mr. HENDERSON: It is because of the importance of this subject and as 
result of my discussions with the officers of the treasury board that we came 
to the conclusion that the most practical solution, recognizing the payments 
with which they are faced, would be to make a detailed study of the financie 
problems which come up when Parliament is not sitting and to see if the 
executive might come up with a better way to cope with it. I think they would 
welcome it. 


The VicE-CHAIRMAN: I think we should have a further opportunity to look 
into the business in regard to paragraph 45 which covers the Governor Gen- 
eral’s special warrants. Are there any more questions on paragraph 45? If not 
let us now turn to paragraph 46: ; 


46. Prairie Farm Emergency Fund deficit. The deficit in the opera- 
tions of this fund during the year ended March 31, 1963 was $7,295,000, 
a decrease of $40,438,000 from the deficit of $47,733,000 incurred in the 
preceding fiscal year, which had been the largest since the inception a 
the fund in 1939. 


The fund operates as a special account within the consolidated 
revenue fund to record transactions under the Prairie Farm Assistance 
Act, R.S., c.213. Under the act, a levy of 1% is imposed on the purchase 
price of grain purchased by licensees under the Canada Grain Act and 
the moneys collected, which totalled $8,239,000 during the past year, are 
paid directly to the receiver general and credited to the account. Awards 
made in accordance with the provisions of the act are charged to the 
account and during the past year these totalled $15,534,000. 
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Section 11 of the act, in providing for this special account, states in 
subsection (8) that: 

If at any time the fund is insufficient to pay awards made under 
this act the Minister of Finance may, out of unappropriated moneys 
in the consolidated revenue fund, with the approval of the governor 
in council, make an advance to the fund of the amount required to 
meet the deficit. 


Although crop yields had improved considerably over the previous 
year, it became evident once again that the fund would be insufficient 
to pay the awards payable under the act during 1962-63. Accordingly, on 
the submission of the Minister of Finance, the governor in council 
granted authority to the minister to make advances to the fund out of 
unappropriated moneys in the consolidated revenue fund sufficient to 
pay awards made pursuant to the act. The amount of such advances, 
$7,295,000, was treated as a deficit and charged directly to expenditure. 
As mentioned in last year’s report (paragraph 58) the Department of 
Finance has always followed this practice without seeking parliamentary 
approval. 


On the other hand, the audit office has continuously taken the view, 
restated last year, that parliament should be requested to appropriate 
funds to cover the deficits, and thus given an opportunity to review the 
results of the fund’s operations. This view was supported by the public 
accounts committee in its fifth report 1961 (paragraph 27) when, after 
referring to the fact that the Agricultural Stabilization Act provides for 
the inclusion of an item in the estimates to cover the net operating loss 
of the agricultural stabilization board in any year, it recommended: 

that consideration be given to amending the Prairie Farm As- 
sistance Act to provide similarly for the inclusion of an item in the 
estimates to cover any deficit that might be anticipated in the 
operation of the prairie farm emergency fund. 

Early in 1963 the Department of Agriculture gave consideration to 
proposing such an amendment to the Prairie Farm Assistance Act and 
a letter dated March 22, 1963, addressed to the secretary of the treasury 
board by the deputy minister of agriculture, included the following: 

. . the purpose of the Auditor General’s recommendation for 
parliamentary review is appreciated, and provision for this will be 
included when other proposals for amendments to the Act are 
presented for ministerial consideration. 


Mr. HENDERSON: This paragraph deals with the prairie farm emergency 
fund deficit. This problem was discussed last December when dealing with it 
in my 1962 report. When we discussed my follow up report on May 26 last, I 
was able to point out to you that in supplementary estimates tabled on 
March 6, 1964, provision was in fact made for the fund’s operating loss for the 
year ended March 31, 1964, under vote 175e. It was thus included in appropria- 
tion act No. 2, 1964, assented to on April 6, 1964. Consequently the po of 
our criticism ee been met. 

The VicE-CHAIRMAN: Is that satisfactory to the committee? 

Mr. Hates: Before we leave paragraph 46, the act must have been amended 
to make these changes possible. 


Mr. HENDERSON: No. I think it was our view and also this committee’s 
view in its previous reports that a deficit arising under the prairie farm 
emergency fund should be included in the estimates and approved by parlia- 
ment; in other words, there should be appropriation by parliament rather than 
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merely writing off the sum without such approval, which had been the practice 
here. And the Minister of Finance has seen fit to change this and thus give 
recognition to the point raised in this committee’s previous recommendatio ‘ 

The VicE-CHAIRMAN: Are there any further questions? wy 

Mr. FrANciIs: Does the Auditor General conduct any spot checks witli n 
the operations of this prairie farm emergency fund in terms of the regulari y 
of the payments, and so on? 


Mr. HENDERSON: Would you care to speak to that, Mr. Stokes? 


Mr. A. B. STOKES (Audit Director, Auditor General’s Office): You read a 
statement to the committee on this point. It is recorded in the minutes of the 
third meeting. ; 


Mr. HENDERSON: Yes, indeed. We did so. I made a statement several mean 
ings ago on the subject, which you will find in the minutes of evidence. 
The VIcE-CHAIRMAN: Now, paragraph 47: q 
47. Sale of terminal grain elevator. From 1933 until August 1962 

the crown-owned terminal grain elevator located at Port Arthur was 
leased to and operated by a company engaged in the grain trade. Orde 
in council p.c. 1962-1/1643 of November 22, 1962 (amended by p.c. 
1963-1/68 of January 21, 1963) authorized sale of the elevator to the 
lessee for $750,000 and ie the annual date of the current lease, August 
1, 1962, as the effective date of sale. The elevator was not offered for 
sale by public tender but was sold by verbal agreement to the company, ! 
at the appraised value placed on the elevator by a firm of consulting 
engineers less the estimated cost of replacements and improvements 
required in the ensuing fiscal year. Due to delay in conveyance of title 
to the purchaser, stemming in part from survey imperfections in the 


Port Arthur waterfront area, payment was not made until April 22, 
1963. 


The Department of Justice in completing the transaction raised the 
question of a possible claim by the crown for interest from the effective 
date of sale (August 1, 1962) to the date of payment (April 22, 1963). 
Correspondence on the files of the Department of Agriculture disclosed 
that the verbal agreement had failed to provide for payment of any 
interest on the purchase money after the effective date of sale, or for 
payment of rent. Therefore no claim for interest was made, and the rent 
which had been paid by the purchaser for the period August 1, 1962 to 
January 31, 1963, in the amount of $37,500, was refunded. 


Mr. HENDERSON: Paragraph 47 concerns the sale of a terminal grain ele- 
vator. This note outlines the circumstances under which the crown owned 
terminal grain elevator at Port Arthur was sold privately by verbal agreement 
to the company leasing it, on August 1, 1962. However, the purchaser did not. 
pay for it until April 22, 1963. Not only was he not charged any interest on 
the purchase money, but he was refunded the rent which he had continued to 
pay from August 1962 until January 31, 1963. Consequently, he had the use on 
the elevator free for almost nine montis: : 

The VIcE-CHAIRMAN: That was a pretty good deal. 


Mr. WINcH: It is rather unusual, and I am certain the committee would 
like to have some more information. Did the Auditor General check to see if 
this was a sale made by order in council without tender, and the reason why, 
it being government property, it was not turned over to the Crown Assets Dis 
posal Corporation for sale by tender? 
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The VicE-CHAIRMAN: I wonder if you would also like to know what the 
original cost of the elevator was, how old it was, and what the present valua- 
tion is. : 

i Mr. Wrincu: I would also like to know the revenue received, and its depre- 
seid value. That question is most important. As I have said, I would like to 
know how it happens that government property is sold without tender by a 
‘private arrangement, under the authority of an order in council, and is not 
turned over to Crown Assets Disposal Corporation. I am thinking of the Kit- 
-silano reserve which was turned over to crown assets. It was then open to 
public tender agreements. But might I ask Mr. Henderson if he could state 
whether or not government property can be sold without being turned over 
_to Crown Assets Disposal Corporation, and if so why would it be done in such a 
case as this? 

The VicE-CHAIRMAN: Do you mean “can” or “should”? 


Mr. WINCH: I mean both. 

Mr. HENDERSON: Mr. Stokes will speak to that question. 

Mr. Stokes: I think it has been developed in the case of crown property 
that it can be sold with the approval of the governor in council without first 
being declared surplus to Crown Assets Disposal Corporation. 

| Mr. ForsEes: May I ask what company it was which had this elevator under 
lease, and what company acquired it at the time? That might clear up the 
situation. 

y, The VicE-CHAIRMAN: What might be part of the question which the com- 
_ mittee would like to have answered. 

_. Mr. HenpERSON: Do you have the name of the company? 

Mr. StroxeEs: It had been leased to the McCabe Grain Company Limited of 
Winnipeg, but I would have to go back to determine how long the lease was for. 


I Mr. Forses: It was sold in 1962 to another company, you say? 
Mr. Stokes: No, it was sold to the McCabe people. 
Mr. Forses: They had the lease of it, and then they purchased it? 


Mr. Stokes: That is right. 
" Mr. Wincu: Perhaps we might go further into this matter at a future meet- 
i, ing with the responsible officers before us, because there may be other questions 
_ which the committee might like to ask. For example: over the years it had been 
- leased what were the returns to the government; why the determination to 
_ sell; what was the cost of maintenance over the years; and was there sufficient 
capitalization? Why was it done by a completely verbal sale and not by public 
_ tender? I think this is a matter of such importance that we might go into it. 
The VicE-CHAIRMAN: And does that also include the present valuation? 
Zt: Mr. Wrincu: Of course. As just mentioned, they not only got away without 
paying interest, but they received a refund of the rent. I would like to 
_ know who was the friend of whom? 
Mr. Hates: I would like to know who drew up the agreement for sale, 
- whether it was done by a legal firm or by the governmental department of 
_ justice, and whoever drew it up, what method they used in connection in the 
matter of interest or rent. , 
a Mr. Wrincu: Who made the verbal agreement between the company and the 
officer of the crown? 
8 The VicE-CHAIRMAN: Perhaps it might be just as well if we invited the 
deputy minister of the Department of Agriculture to come to answer this 
- question. He would know the questions we were interested in by reading the 
_ transcript, and we could invite him to come and answer the questions that the 
committee is anxious to ask. 
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Mr. WINCH: If it were done by an all verbal agreement, then how co id 
there be a transcript of it? = 


The deputy minister will receive it ahead of time, before coming as a witness to 
the committee. , 


Mr. FRANCIs: In case of a sale like this, is there any regular way in which a 
summary statement is made public involving the original cost, the depreciation 
over the years, and so on, concerning the assets? I can appreciate how this 
would not happen probably in the case of minor sales, but $750,000 was the price 
of this one. May I ask if there is any procedure by which a regular summa y 
of the financial picture is given in the case of public ownership and operation | 
of such a thing? 


Mr. HENDERSON: I have a note to the effect that the majority of sales, as 
Mr. Winch points out, are handled by Crown Assets Disposal Corporation. As a 
matter of fact, over the past several years they have expanded at the suggestion 
of this committee. I might say, beginning in 1961, they have expanded the 
material in their annual report where they set forth, perhaps not precisely, bu 
the sort of thing you would like to see. They show it in summary form. 


Mr. FrRANcIs: I am not concerned with the Crown Assets Disposal Corpora- — 
tion, but I am concerned about a disposition which did not come within their 
purview, where there was a substantial amount of money involved. It seems to — 
me there should be a written report and summary of the operations at the time 


of the disposal of the asset which is made public or made available for anyone 
to look at. 


Mr. HENDERSON: This is one of the reasons I consider it my duty to bring | 
cases like this to your attention, because there is no other way you would know 
of them. 


The VICE-CHAIRMAN: Does that meet with the approval of the committee? 
Shall we invite the deputy minister of agriculture to answer questions in which 
the committee is interested? 


Mr. ForBEs: I think there is an item we should take into account. It says: 


The elevator was not offered for sale by public tender but was 
sold by verbal agreement to the company, at the appraised value placed 
on the elevator by a firm of consulting engineers less the estimated cost 
of replacements and improvements required in the ensuing fiscal year. 


I think we should keep it in mind that this was a 1933 elevator and that it 
would probably become obsolete and require a lot of improvements, and that 
type of thing. That is the reason the sale was made. I would doubt whether the 
deputy minister of agriculture would have any knowledge of the deal because 


I think this comes under either the board of grain commissioners or the national 
harbours board. 


Mr. Gray: My point is this: I have no objection to having the deputy | 
minister of agriculture here. . 
I wonder if we should not consult with the Auditor General to determine. 
whether that official would be most appropriate to answer the questions that 
we would want to put to him and which have already been raised here. 
I want to add another question to the ones which were raised. I would like 
to know the exact statutory authority which would permit this method of 
sale. The official from the office of the Auditor General indicated that the 
government has the power to make sales in this way, and I would be mos 


" 
interested to know under what statutory authority they can do that. 


, ic : . “ie 
-z ; 
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may wish to bring with him someone more directly concerned with this par- 
ticular problem. That is something which should be discussed with him at 
the time he is asked to come before the committee. 


Mr. CAMERON (High Park): I would think he would have an appraisal and 
we could study it so as to know what the depreciation over the years would be. 


Mr. Henperson: I should prefer, Mr. Chairman, if he could come before 
you and discuss this. In fairness to the entire transaction that would be the 
‘proper thing to do. He would have the benefit of studying this testimony. 


Mr. WINCH: May I say, for the information of the officials of the office of the 
deputy minister of agriculture that, in accordance with our terms of reference, 
this committee should ask him to bring all the orders and papers that have 
to do with this matter. 


The VICE-CHAIRMAN: Does this committee agree to this? 
It is agreed. 


The VICE-CHAIRMAN: Paragraph 48 reads as follows: 


48. Questionable charge to Agriculture appropriation (Vote 164). 
This appropriation reads: 


Amount required to recoup the Agricultural Products Board 
Account to cover the net operating loss recorded in the Account as at 
March 31, 1963—$870,014. 

The amount of $870,014 recorded for the net operating loss of the Agri- 
cultural Products Board for the year ended March 31, 1963 included 
$364,000 for donations of 4,064,000 pounds of skim milk powder to inter- 
national charitable organizations. The donations were made in consulta- 
tion with the Department of External Affairs and the authority relied 
on was order in council P.C. 1962-1576 of November 6, 1962 which 
purported to be issued pursuant to subsection (1) of section 4 of the 
Agricultural Products Board Act, R.S., c.4. This subsection reads, in part: 

Subject to the regulations, the board may, with the authority of 
the Governor in Council and under the direction of the minister 
(c) buy, sell or import agricultural products. 


Since there is no reference to donations in this subsection, or else- 
where in the act, the propriety of the board’s donating the skim milk 
powder to the international charitable organization—and, therefore, the 
propriety of reimbursing the board out of agriculture vote 164 for this 
portion of the board’s net operating loss—is open to question. By way of 
contrast, during 1960-61 the board was reimbursed for a similar donation 
by the Department of External Affairs from Vote 673 of that fiscal 
year, which gave specific authority as follows: “To reimburse the agri- 
cultural products board account for whole milk powder donated for 
international relief purposes—$2,420,000”. 


Mr. HENDERSON: Paragraph 48 deals with the “questionable charge to 
_ Agriculture appropriation”. This is a case of vote wording not disclosing addi- 
_ tional pertinent information, namely, that $364,000 of the $870,014 net operating 
loss was to cover a donation of skim milk powder to international charitable 
Kk organizations. As shown, the Agricultural Products Board Act does not appear 
' to permit any donations of this type and therefore we believe the charging 
of these donations in this manner to be open to question. This might be a 
_ paragraph, Mr. Chairman, to which Dr. Davidson would care to speak when he 
_ is discussing instances of this type, that is to say, vote wording. 


The VicE-CHAIRMAN: Is it your opinion that this amount should be charged 
‘under another heading, or another department? 
4 \: 
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Mr. HENDERSON: Yes, sir, or else the vote wording should have bee 
enlarged to indicate that this donation was to be included therein. 


The VIcE-CHAIRMAN: Is it the desire of the committee that we hold this 
question until we have Mr. Davidson here? : 


Mr. HarkNEss: Is not the basic point here that donations of this kine 

of skim milk powder and whole milk powder and other food products o 

various kinds, which were made chiefly to underdeveloped countries or to areas 

where starvation existed or where a natural disaster had taken place, had 

always in the past and throughout the history of these things been de 

through the Department of External Affairs, and that the appropriation of the 
vote to cover the expenditure was always charged to the Department ol 

External Affairs? In this particular case, for this $364,000 of skim milk, this 

was not done, and it was charged up to the agricultural products board. a 

Mr. HENDERSON: If you notice, I say at the end of the note, at the top of 

page 21: 

By way of contrast, during 1960-61 the board was reimbursed for 

a similar donation by the Department of External Affairs from vote 67: 

of that fiscal year, which gave specific authority as follows: “To rei m- 

burse the agricultural products board account for whole milk powder 
donated for international relief purposes—$2,420,000. , 


Mr. HARKNESS: This has been going on for a long time; it extends back 
many years, and all donations were always made to and charged through the 
Department of External Affairs. 3 

Mr. HENDERSON: It is my responsibility, as you know, to see that payme ats 
conform to the authority of the vote wording, and if the vote wording does 
not contain that authority, I must raise the matter. 


Mr. HARKNESS: As a result of this, you have a charge which should not 
be there against the agricultural products board, and you fail to have the 
total amount of the foreign aid provided under that vote in External Affairs. 
Therefore, you have really two errors there, and things which people can 
complain about. The amount of foreign aid shown in external affairs is not 
as big as it was, and on the other hand, the expenses of the Department of 
Agriculture are greater than they actually were. ‘ 

The VicE-CHAIRMAN: You might want to take this question up with 
Mr. Davidson. 


Mr. HARKNESS: The only thing we need to find out is why this was done 
instead of the usual practice being followed. 7 


Mr. GrarFrTEy: Is there no procedure between departments that could 
regularize this even if it appears under the vote? I am speaking of something 
that went to the Department of Agriculture instead of the Department of 
External Affairs. = 


Mr. HENDERSON: Presumably not, or else they would have charged ‘it 
elsewhere. It might have been an oversight; they became accustomed to 
charging it under this vote and failed to recognize that the wording did not 
include the authority to do so. 


Mr. Gray: I should like to ask two questions here. First of all, is it 
possible, that the document carrying out the actual donation was in effect 
a transfer of one dollar which would make it a sale? . 

Mr. HENDERSON: I think not. Have you any recollection of that, Mr. 
Stokes? ej 

Mr. Gray: I am talking about transferring the title of the milk itself te 
the international organization. I raise that because if that was the case it 
would be a sale even though it may have been undervalued. = 
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t Mr, HENDERSON: The note says that: 

The donations were made in consultation with the Department of 
External Affairs and the authority relied on was order in council P.C. 
1962-1576 of November 6, 1962 which purported to be issued pursuant 
to subsection (1) of section 4 of the Agricultural Products Board Act. 


That being the case we could not find any authority there. 


Mr. Gray: All I am driving at is that if the actual document transferring 
the title from the government to the world health organization said “we 
hereby convey to you this note for the consideration of one dollar’, it would 
e a sale. 


Mr. WincH: But have you no record of that sale? 
Mr. HENDERSON: I do not know the precise answer to that question. 


? The VICE-CHAIRMAN: That might be a question that you would want to 
-ask the deputy minister of agriculture. 


-_ Mr. Harkness: That is not the way in which this sort of transaction has 
been handled in the past, to my knowledge. Things such as skim milk powder, 
or other agricultural food products held by the agricultural stabilization board 
or by this commodity board, were always turned over to the Department of 


arrived at by considering a sum which would enable the product to be sold 
on any market that was available. 


; Mr. Gray: The other question I wanted to ask Mr. Chairman, was that if 
‘the wording of the appropriation, which says ‘“‘the amount required to recoup 
the Agricultural Products Board Account to cover the net operating loss, is as 
broad as it is, why would it not cover a loss to any purpose, whether it is 
through the making of a donation or through a sale? 


Mr. HENDERSON: I am afraid I did not hear your question precisely. 


: Mr. Gray: I notice in your comment on item 48 there is in effect a ques- 
ion of the propriety of reimbursing the board out of the agricultural appropria- 
tion vote 164 apparently because it may not have been a sale pursuant to the 
Agricultural Products Board Act. My question is, if the actual wording of the 
appropriation reads, “amount required to recoup the agricultural products 
oard account to cover the net operating loss recorded in the account as at 
Mach 31, 1963—$870,014” and this wording does not limit the nature of it, 
where would the impropriety arise in that instance? 


Mr. HENDERSON: I am not raising any question of impropriety on donating 
milk to international charitable organizations, but I have to be governed by 
the wording of the vote. The order in council makes no reference to any sale 
for one dollar, and it only says ‘to offer to international agencies for relief 
purposes such quantities of dry skim milk which in the opinion of the Minister 
of Agriculture would not be required for emergency or welfare purposes in 
Canada”. I also have a copy of a letter written by the deputy minister of agri- 
‘culture to the secretary of the treasury board which he was kind enough to 
send to me last March and which states in part “that, with respect to paragraph 


2 ultural products board was Snes under the authority of the agricultural 
‘Products board. We spelt that there was an error in this peste “ 


riety i is that it is bereias to the Agricultural Products Boek Ace The agri- 
Bo ultural products board is purely a merchandising organization. The act was 
Bessed in order that we would have in the Department of Agriculture a body 


“The Vice-CHAmmMan: I do not want to cortait the di 


biietiee but I should like to draw to the committee's sae 
_ defence committee is anxious to use this room. 


a 


ee ____ Next week on Tuesday at 9:30 Dr. Davidson will be the witness, and w 
ne will discuss the carryover paragraphs 108, 109 and 110 of the 1962 Report. 


_ will also deal with paragraphs 45, 50, 93, 94 and 95 of the 1963 Report. 
one is adjourned. 
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CORRECTION—(English Copy Only) 
PROCEEDINGS NO. 9—Thursday, June 25, 1964 


Last line on inside front cover should read: 
“Replaced Mr. Beaulé on June 23” 


instead of 
“Replaced by Mr. Beaulé on June 23” 


*Replaced Mr. Cameron (Nanaimo-Cowichan-The Islands) on June 3 
after the morning sitting. 


ORDER OF REFERENCE 
HOUSE OF COMMONS, 
TUESDAY, June 30, 1964. 


Ordered,—That the name of Mr. Fisher be substituted for that of Mr. 
Sameron (Nanaimo-Cowichan-The Islands) on the Standing Committee on 


Public Accounts. 


Attest. 
LEON-J. RAYMOND, 
The Clerk of the House. 
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MINUTES OF PROCEEDINGS 


TUESDAY, June 30, 1964. 

‘: (11) 

- The Standing Committee on Public Accounts met this day at 9.40 a.m. 
he Chairman, Mr. G. W. Baldwin, presided. 


a ‘Members present: Messrs. Baldwin, Berger, Cameron (High Park), Car- 
ff, Fane, Forbes, Gray, Grégoire, Hales, Harkness, McMillan, Muir (Lisgar), 
"Keefe, Rinfret, Ryan, Southam, Stefanson, Tardif, Tucker, Winch (20). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada; Dr. 
orge F. Davidson, Secretary of the Treasury Board; Mr. J. C. Allen, Director, 
stimates and Administrative Procedures Division, Treasury Board; and Messrs. 
ong, Laroche, Chapman, Millar, Smith and Douglas of the Auditor General’s 
office. 

iy The Report of the Subcommittee on Agenda and Procedure was presented | 
the Chairman, dealing inter alia with the schedule of witnesses until the 
end of July. (See Evidence). 

On motion of Mr. Winch, seconded by Mr. Fane, 

Resolved,—That the report of the Subcommittee on Agenda and Pres 
cedure, presented this day, be now concurred in. 


The Chairman then tabled the Reports of the Auditor General to the 
Board of Directors of the Canadian Broadcasting Corporation on the examina- 
on of the accounts and financial statements for the years ending March 31, 
962 and March 31, 1963 respectively. (Identified as Exhibit No. 2). 


Copies of the tabled reports were distributed to members of the committee. 


_ Mr. Henderson supplied the answer to a question by Mr. Cameron (High 
rk) at sitting of June 25. Mr. Henderson also tabled returns to two other 
uiries and the Committee agreed that these be printed as an Appendix 
to the Minutes of Proceedings and Evidence of this day. (See Appendix 1). 


The Committee resumed its consideration of the carryover items of the 1962 
Report and also the Report of the Auditor General for the fiscal year ended 
larch 31, 1963. 

_ The Chairman introduced Dr. George F. Davidson and Mr. J. C. Allen 
of the Treasury Board. 

Messrs. Henderson and Davidson reviewed paragraphs 108, 109 and 
10 of the 1962 Report and paragraph 45 of the 1963 Report; both witnesses 
supplied additional information and were questioned thereon. 


The Committee agreed to sit again at 8.00 p.m. this evening. 


_ The-questioning of Messrs. Davidson and Henderson still continuing, at 
10.45 a.m., the committee adjourned until 8.00 p.m. this evening. 


bo 
EVENING SITTING 
(12) 


_ The Committee resumed at 8.10 p.m. this evening. The Chairman, Mr. G. 
W Baldwin, presided. 
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Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Fane 
Forbes, Francis, Gendron, Hales, Muir (Lisgar), Southam, Stefanson, Tcl aT 
Whelan, Winch (14). 


In attendance: (same as at morning sitting). 


The Auditor General tabled a return to an inquiry relating to paragraph 
43 of the 1963 Report, “Other non-tax revenues’. The Committee agreed that 
this be printed as an Appendix to the Minutes of Proceedings and Evidence 
of this day. (See Appendix 2). 4 


The Committee resumed discussion of paragraph 45 of the 1963 Report 
of the Auditor General, Governor General’s special warrants. 4 


Messrs. Davidson and Henderson reviewed paragraph 45, supplied ad. 
ditional information and were further questioned thereon. 


Paragraphs 50, 94 and 95 of the 1963 Report were reviewed by Messrs 
Davidson and Henderson and they were questioned thereon. 


The Committee reverted to Paragraph 11, Findings of the Royal Commissior 
on Government Organization, and to Paragraph 9, Form and Content of the 
Estimates of the 1963 Report, both paragraphs which were carryovers from 
previous sittings. Messrs. Davidson and Henderson expressed their views on 
these subjects and were questioned thereon. 


The questioning of Dr. Davidson being concluded, the Chairman thanked 
Messrs. Davidson and Henderson and Mr. Henderson’s staff on behalf of the 
Committee. 


The Chairman announced that officials of the Canadian Broadcasting 
Corporation would appear before the Committee on Thursday, July 2. 


At 10.25 p.m., the Committee adjourned until 9.30 a.m., Thursday, July 
2, 1964. 


M. Slack, 
Clerk of the Committee. 


EVIDENCE 


TUESDAY, June 30, 1964 


_ The CHAIRMAN: Gentlemen, I see a quorum. 
Before we proceed with our meeting may I say that your steering sub- 
committee, as requested, held a meeting the other day and we discussed, 
among other things, the question of the agenda and one or two other items. 


o 


I am going to read to you the recommendations of your steering committee 
and ask for the usual motion, if it pleases you. 


Your steering subcommittee recommends: 


Date 


ke Thursday, July 2 
_ Tuesday, July 7 


fo 


k Thursday, July 9 


Tuesday, July 14 


Tuesday, June 30 


Witness 
Dr. G. F. Davidson, 
secretary of the 
treasury board 


C.B.C. officials 
C.B.C. officials 


L. Richard, president, 
ClALDiC: 

E. B. Armstrong, 
deputy minister, 
national defence 
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i 1. That the following be the tentative agenda of committee for the 
period of June 30th to July 30th: 


You will note how optimistic we are; we are stopping at July 30. 


Agenda 


1962 report carry-overs: 
Para. 108 
109 
110 


1963 report: 
Para. 9 


1962 and 1963 accounts, ‘ete. 
1962 and 1963 accounts, etc. 


Report on sales and surplus 
equipment 


national defence items 
(Armstrong only) 

1962 report carry-overs: 
Para. 74 


Para. 64 


Carry on 1963 report 
(or Mr. Armstrong continues) 


7 . Witness as 
Mr. George Scott, 
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Mr. R. B. Bryce, 
deputy minister 
of finance 


Tuesday, July 21 
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Mr. Lucien Lalonde, 
deputy minister 
and 


a Mr. G. B. Williams, 
i oP assistant deputy 
BAO 7 in minister of 

te public works 

J 

ane Tuesday, July 28 Dr. A. W. Trueman, 
a Fa sina ioe director, and other 
Priiih Canada council 


officials 


acting deputy min- 
ister of transport 


This is very tentative at the present time. 


i ae 
Revs (9 oa age 
1962 report carry-overs: 


Para. 100 i ae 
101 Nope 


115 
1963 report: 
Para. 84 
85 
86 
87 
98(1) 


Exchange fund report 
1962 report carry-overs: 
Para. 62 
66 
140 
141 
142 
144 
145 
194 


1963 report: 
Para. 45 
52 

53 

54 

5D 
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Now, gentlemen, this is a tentative schedule, and the officials concerned 
‘of the appearances but, however, they are subject to some change, in which 
“ease the committee would be notified. | 
2. That an interim report be submitted to the House within two or . 
three weeks dealing inter alia with the Auditor General’s 
“follow-up” report and his 1962 report. 
3. That a subcommittee be formed to further consider the “‘form of the 
public accounts”. 
i” I should say that the latter comes following discussions which we had 
here and also following receipt of a letter which I had from Mr. Balls, the 
comptroller of the treasury in which he referred to this and indicated at some 
future date, subject to our being able to form a committee and getting together 
with Mr. Henderson and his staff, a subcommittee might fill a useful function 
_ in dealing with the form of the public accounts. 
e If this meets with your approval I would ask for a motion for the adoption 
of this report. As I have said, the dates are as firm as they can-be at the 
present time. 
Mr. CarpirF: Could we have a copy of that schedule for reference? 
The CHAIRMAN: Mr. Cardiff, this will be printed in today’s proceedings. 


q Mr. Wincu: I will move the adoption of the proposed agenda of the 
‘steering subcommittee. : 

Mr. Fane: I will second the motion. 

Motion agreed to. 
mo Lhe CHairMAN: Gentlemen, this morning we will have to stop about 10 
minutes earlier because of the fact that caucuses are being held and this 
room will be required. : 
. q In view of the fact that the officials are making preparations for appear- 
ances before this committee and will appear with the required material I 
would hope the committee at this time might give serious consideration to 
having multiple meetings in one day, if found necessary, to complete the 
work which we will commence in the morning. I realize this may be a strain 
on us but I think we should bear in mind that the officials are here, and I 
hope this will be agreed to, if found necessary. Of course, we can deal with 
it at each hearing before adjournment. 
_ Mr. Davidson is attending a treasury board meeting this afternoon. How- 
ever, he will be available this evening if we are unable to complete what we 
have started out to do this morning. I will bring this matter up again before 
adjournment. 

_ Before calling Mr. Davidson there is one more thing I should say. There 
is available for tabling this morning the 1962 and 1963 long form reports 
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‘have been contacted. The dates I have mentioned probably will be the dates i 
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made by the Auditor General to the C.B.C. I have discussed this with the 
officials of the C.B.C. and they will be tabled today. We have available a 
number of copies in English. The French copies are now being prepared and 
I think we will be able to have them distributed shortly. However, we will 
require a motion for tabling in order to make them available to the members 
of the committee. 
In addition, we have a number of the C.B.C. annual reports, both ir 
French and in English. Of course, this report already has been tabled in the 
House of Commons, as a result of which it is not necessary to table it here. 
But, in case some members have not access to this report—they may have 
taken them home with them over the recess to study—it will be available here 
and can be picked up by members. This will give you an opportunity to 
consider it before we proceed. 
In addition, there will be the annual financial report of the C.B.C. which 
also will be available. 
May I have a motion that these documents be tabled? 
Mr. Hates: I so move, Mr. Chairman. 


Mr. STEFANSON: I second the motion. 
Motion agreed to. 


The CHAIRMAN: Before introducing the witness may I first call on Mr. Hen- 
derson to comment briefly on those aspects of the 1962 and 1963 reports in 
which Mr. Davidson is interested. They were all referred to and itemized on 
the notices sent out to you. You should have them before you. 


Mr. WIncH: Before Mr. Henderson proceeds, I understand he now has pre- 
pared and has in his possession a number of tables and information requested 
by this committee. In order that we may avoid the necessity of considering 
these now may I suggest they be tabled and published in today’s proceedings? 

The CHAIRMAN: Thank you, Mr. Winch. I had intended to do that. 

I would ask Mr. Henderson to refer to these before dealing with the mat- 


ters which Mr. Davidson is concerned with, and then I would ask for a motion 
to table them. 


Mr. Murr (Lisgar): Could you please give us the chapters in the 1962 
report to which reference was made? I have not my copy with me this morn 
ing. 

The CHAIRMAN: Paragraphs 108, 109 and 110 of the 1962 report and para- 
graphs 9, 45, 50, 93, 94 and 95 of the 1963 report. . 

However, before dealing with these Mr. Henderson will refer to some mate- 
rial which was requested previously, so that it can be tabled. : 


Mr. A. M. HENDERSON (Auditor General of Canada): Well, the three points 
on which we have answers this morning deal, firstly, with Mr. Cameron’s 
inquiry on June 21 concerning the proceeds from sales by crown assets disposa 
corporation. The corporation retains 4 per cent of all real estate sales and 10 
per cent of commodity sales and the remainder which amounted to $8,543,000 
in 1962-63 and is recorded in the revenues of the Department of Defence Pro- 
duction. As from April 1, 1964, a change has been made in the former procedure 
and the Department of National Defence now receives the proceeds of sales of 
its surplus commodities and under authority included in 1964-65 votes 15, 20, 
25 and 30 may use these moneys to supplement its appropriations. The purpose 
of this is to provide an incentive to the department to clear out surplus mate-_ 
rials as recommended by the royal commission on government organization. 

The next question on which I would report relates to the inquiry in respect 
of the composition of the figure with regard to other loans and investments. 
shown at $12,565,000 in the table in paragraph 40 of my 1963 report. I have 


the particulars here and with your permission I will hand them to the clerk 
to insert in the evidence. . 
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The final item had to do with Mr. Winch’s inquiry in respect of oil and 
gas exploratory permits, and the information we have assembled in this respect 
~ also will be handed to the clerk for inclusion in the minutes of today’s proceed- 
ings, if that is agreeable. 

5 The CHAIRMAN: Thank you. These will be printed. 
Could I have a motion that this material be printed as an appendix? 
Mr. McMILLAN: I so move. 
ea Mr. WINcH: I second the motion. 
a Motion agreed to. 

The CHAIRMAN: Now, would you be kind enough to deal with the matters 
which Mr. Davidson will be discussing with us today so that we may then. 
launch into that? 

Mr. HENDERSON: The first of these is paragraph 108 in the 1962 report, 
having to do with educational leave costs. 
You will recall that we discussed this paragraph from my 1962 report in 
our sixth meeting held on June 16, at which time we turned also to a similar 
paragraph, number 93, which appears at page 62 of my 1963 report. Neither 
the estimates nor the public accounts show the aggregate cost of financial 
assistance to persons on educational leave, which takes the form of allowances 
- in lieu of salaries, living allowances, tuition fees, book allowances and trav- 
is elling expenses. Together these costs amount to a large figure, the salary 
- portion, for example, in the year 1961-62 having approximated $265,000. 

When we were drafting paragraph 93 for my 1963 report on this subject 
my officers and I met with officials of the Department of Finance who informed 
us that they proposed to give consideration to our suggestion with a view to 
showing educational program costs separately in the public accounts. I have no 
_ further advice on this but presumably this consideration should include the 
_ separating of this cost in future under separate appropriations at the time the 
estimates are submitted to parliament, and it will therefore, be of interest to 
have Dr. Davidson’s view on this aspect. 
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The CHAIRMAN: I do not think Dr. Davidson needs much introduction to 
the members of this committee. Dr. Davidson has appeared before this and 
other committees on other occasions in various capacities. He has a long and 
- distinguished career in the public service and is, as I said, no stranger to 
~ committees of the House of Commons. He has with him Mr. J. C. Allen, 
director, estimates and administrative procedures division, treasury board. 
Mr. Allen, of course, has appeared before this committee on many occasions. 
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Dr. G. F. Davipson (Secretary of the Treasury Board): Thank you Mr. 
Chairman. You have been kind enough to make reference to previous appear- 
ances on my part before this committee in other capacities. I should merely 
like to add that my appearance this morning before this committee in my new 
capacity of secretary of the treasury board is still a new and strange experience 
for me since I have been the secretary of the board for only one and a half 
months as of this moment. I think I need say no more than that to indicate 
to the members of the committee that I still lack a good deal of background 
and experience in dealing with the many problems that we will have to deal 
with both this morning and on other occasions, and I should merely like to 
ask the members of this committee to bear that fact in mind when they begin 

to assess the adequacy of some of the answers that I am in a position to give 
this morning. I think it would be presumptuous of me in respect: of many of 
the questions, on the basis of six weeks experience in my new capacity, to 
express too definite opinions regarding what should or should not be done 
7 a respect of some of those problems. 
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of clarification. One of the reasons I think which has prompted the department 
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The Auditor General has raised a question in respect of educational Tea 7e 
and I should merely like to say that it does seem to me to be logical, that 
whatever is done in respect of the manner of showing these costs in the publ ic 
accounts should be equally applicable to the presentation of these costs in the 
blue book of estimates. I will be glad to follow up the conversation Mr. 
Henderson has had with the officers of the Department of Finance on the basis 
of the statement which appears in paragraph 93 to the effect that the officers of 
the Department of Finance propose to give consideration to the suggestion of 
the Auditor General with a view to showing the educational program costs 
separately in the public accounts. 


I should merely like to raise one question, Mr. Chairman, for the purpose. 


and the treasury board in the past to lump these educational leave payments 
with salary costs has been the fact that, in their minds at least, this kind of 
expenditure relating to one kind of leave, namely educational leave, has bee . 
identified with the numerous other kinds of leave, such as sick leave, furlough — 
leave, annual leave and all the other variations of leave which are provided 
in one form or another through the Civil Service Act and otherwise. I take iti 
however, that the distinction is that all the other kinds of leave are provided for — 
by statutory authority and are properly, therefore, to be regarded as salary — 
costs, whereas in the view of the Auditor General this particular kind of | 
educational leave is regarded as something separate and apart from salary 
costs by virtue of the fact that allowances are paid in lieu of salary. I assume © 
it is that fact in the mind of the Auditor General which sets this particular 
kind of leave apart from the other kinds of leave to which I have referred. 5 
I merely make this point because I think it would lead us into difficulties 
if through a decision to separate educational leave costs and provide for that 
separately in the public accounts we were to find ourselves in the position of 
having to separate out salary costs owing to leave on account of sickness, or 
salary costs on account of annual vacations, or other leave costs. If we were 
to find ourselves in the position of having to separate these out, and have > 
separate appropriations made for them instead of dealing with them as part 
and parcel of salary costs, there would be difficulties. 4 
I merely wanted to put that distinction on the record as one which strikes | 
me as having some validity. Possibly I could inquire through you, Mr. Chair- 
man, whether this is a point which accords with the view of Mr. Henderson, — 
that this is a different kind of salary cost. 
Mr. HENDERSON: May I speak to that point, Mr. Chairman? 4 
The CHAIRMAN: Yes. 


Mr. HENDERSON: Dr. Davidson correctly assesses the situation and I am 
glad that he is going to give it some consideration. . 
Educational leave in this context is an optional thing which carries with 
it a number of other expenses. When a person is sent away to a university, or 
to do some postgraduate work, there are, as he explains, allowances in lieu 
of salaries. These individuals also receive living allowances, tuition fees and — 
book allowances as well as travelling expenses, and it seems reasonable to u 
to determine the size of the costs of this educational program. It is on that 
basis that we felt it would be a useful refinement and certainly add to your. 
information were they to be separately shown. , 


Mr. Davipson: Perhaps I could make one additional observation observa- | 
tion, Mr. Chairman. I am grateful to Mr. Henderson for his elaboration of this — 
point. He did, however, refer to the desirability of using this separation of the 
educational leave costs into a separate item of the public accounts and estimates 
as a means of showing to members of parliament the cost of this educational 
program for public service employees. It does seem to me that it would be a 
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e risky to place too much reliance upon such a figure, if and when it does 
sar in the estimates and public accounts, as being a true reflection of the 
st to the employer of providing this kind of educational support to its em- 
oyees; because there are in fact, as I am sure Mr. Henderson will confirm, 
other kinds of training and educational costs which are part of what the 
government as an employer provides for the training of its employees. 
It would not be accurate I think to conclude that the segregation of this 
particular item in the estimates and public accounts is going to give to parlia- 
ment a truly accurate picture of the total costs to the government as an 


employer of providing educational and other training support to the employees 
q on the public payroll. I am thinking, for example, of quite a wide variety of 
training programs and career development programs, and other types of. 
expenditures which are directly related to the same objects as those for which 
educational leave is provided, namely, to improve the qualifications and capacity 
_ of the members of the public service. I think Mr. Henderson would agree that 
while this may give a valuable reflection of what is paid out by the public 
service as a whole by way of this particular kind of educational support, 
namely, educational leave allowances and related expenditures, there will 
still be in the background an unidentified substantial sum of money spent 
_ departmentally, and through the civil service commission and otherwise, for 
_ training programs for civil servants who are regarded as being on duty while 
_ they are actually undergoing that training. 
The CHAIRMAN: Are there any other questions in respect of this item? 
4 Mr. Cameron (High Park): Is the point about sick leave, and so on, not 
_ that that type of leave is statutory? This is not statutory; it is under the regula- 
‘tions. It says here that the new regulations which came into force in April of 
1962 made no provision for the payment of salaries for people granted such 
leave. Then the treasury board gave the green light, so to speak, in cases in 
which the deputy minister reported that he was granting leave in certain 
- circumstances and thought the remuneration should be made on whatever basis 
the minister thought appropriate. Is that not the point? 
ie Mr. Davipson: I think that is the point. This is not a kind of leave provision 
~ specifically provided for in the statute. Technically, the payments made to the 
| individuals who are granted educational leave are not salary payments as are 
_ the payments made to people on sick leave. The payments made to people educa- 
- tionally are allowances made under the authority, as I understand it, of section 
| 7 of the Financial Administration Act to people who are on leave of absence 
- without pay. 
s Mr. Cameron (High Park): What is wrong with Mr. Henderson’s sug- 
_ gestion that there should be an estimate showing what that will be in any cur- 
rent fiscal year? Then it would be necessary for the deputy minister to say that 
Mr. So and So is entitled to attend Queen’s University, for example, and is to 
| be paid such a salary; and the treasury board will have a report on it and can 
_ go back and justify such an expenditure. 
Mr. Davipson: Exactly. I did not suggest there was any reason why that 
‘ ‘should not be done. 
ee Mr. Cameron (High Park): I thought you were suggesting that it might 
| not show all the expenditures under that head. 
a Mr. Davipson: I think that is a correct statement, but that is not a reason 
for not doing it. It is rather a warning to the members of the committee that 
they should not expect this figure, if and when it does appear, to be a complete 
_ reflection of the total costs to the government of the educational support and 
t aining that they are providing to members of the public service. 


Mr. CAMERON (High Park): No, but it is an estimate of what it may cost. 
Mr. Davinson: For educational leave only, yes. 
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_we should make a start in this direction. It will be improved from time to time. 


Mr. CAMERON (High Park): What other kinds of leave are there? W 
kinds of leave are there other than statutory leaves ee this one particular 
exception? 6 vA 

Mr. Davipson: Obviously I am not making myself clear. I was not siipeceeal 
ing that there were other kinds of educational leave payments. I was suggesting - 
that the figure showing the costs of providing educational leave should not be 
taken as the total cost to the government of providing educational support and > 
training for the members of the public service because there are other kinds of ; 
expenditure involved as, for example, when the government puts on training ~ 
courses under its own auspices. In such a case, civil servants are detached from — 
their duties in order to attend those courses provided by the government. In 
those cases the civil servants are considered to be on duty. : 

Mr. CAMERON (High Park): Why are they considered as being on duty? 
Is there a statute or a regulation that says they are on duty? 

Mr. Davipson: This is training provided by the government itself as part of 
the training program for its own employees. 

I subject my views to Mr. Henderson on this, but I think I am correct in ~ 
stating that training programs provided by the government itself for its own — 
employees do not involve the requirement of releasing the person concerned on > 
leave of absence without pay. 

Mr. CAMERON (High Park): We will have to depend upon Mr. Henderson — 
to check on that, but would you have any objection to this being dealt with in 
the manner suggested by Mr. Henderson if there is an estimate showing how © 
much it is proposed to spend or how much may be spent in any fiscal year 
for such purposes? ‘ 

Mr. Davipson: I have no objection whatever to this, but I do think that — 
it should be tied up to whatever is done on the public accounts side. 

Mr. HENDERSON: It would be an excellent start in providing this important 
information for what is a very large employer. It could be that having made — 
that start we could go on and put into that figure the other training programs — 
that are paid by other departments in order to wind up, as Dr. Davidson says, 
with a more truly correct picture of the total cost of training our employees. - 
This would be, at least to our way of thinking, a very worth while start; and — 
that is why we raised it. 4 

Mr. McMILLAN: What, roughly, is the total cost? I see the salary part — 
is $265,000. 

Mr. HENDERSON: For the educational program part, yes. I do not think — 
we have that figure, Dr. McMillan, because under the present arrangement the 
costs are throughout all the appropriations. We are seeking to pull them — 
together in order that you can see the total figure. 

Mr. Davipson: And the travel charges. . 

Mr. HENDERSON: Yes, in the case of the other programs he mentions, but 
in our view this would be an excellent way to start it if it carries the blessing © 
of the committee. 


Mr. HALsEs: I think parliament would like to know this figure and I think 3 


I would like to ask one or two questions, and my first question has to do — 
with travelling expenses when one is away. 

The CHAIRMAN: To whom are you directing your question? 

Mr. Hautes: To Mr. Henderson. 2): 

Are the travelling expenses paid to one who is on leave included in the © 
travelling expenses of that department? 

Mr. HENDERSON: Yes. 
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_ Mr. Hates: When you set up this system, these will go in as part of the 
ducational allowance? 

Mr. HENDERSON: That is right. 

Mr. Hates: Does any one department more than another use this educa- 
tional leave? 

Mr. HENDERSON: Dr. Davidson might have a view on that. I think these 
ities are available generally to all departments, are they not? 

z Mr. Davipson: Yes, sir. I would venture to guess—and I am speaking 
quite without specific knowledge on this—that in those departments where 
there is a higher proportion of what you might call professional classes of 
mployee, the use of educational leave is likely to be higher than in other 
epartments. 

F Mr. Hautes: On what basis is this granted? Is there any guarantee on 
behalf of the employee that he will remain in government service for any 
“specific length of time after he has obtained the leave? 

a Mr. Davipson: I will have to check on this. I know there is an educational 
policy that has been developed by the treasury board that is generally applicable ~ 
a the service and is, of course, the basis on which the deputy ministers of each 

“department make their applications to the treasury board for permission to 
grant educational leave allowances in the specific cases in which they are 
‘interested. Certainly the implied obligation is that the individual will return 
to his employment after he has completed his training program. 

9 Mr. Hautes: And remain for a certain length of time? That is what I want 
to know. 

-_- Mr. Davinson: I will have to get that for you. 

; Mr. HENDERSON: I might mention for the benefit of the committee that 
in this same report, paragraph 74, which we have not reached yet, deals with 


+ 


‘the improper use of a government owned automobile by an employee when he 
“was taking a course at a university under this particular educational leave 
Ks program. We will be dealing with that paragraph when we reach it, but it 
explains in rather more detail how an employee operates under this particular 
program although, unfortunately, in this case I had some criticism to make as 
to the way in which it was done. I have discussed that with the deputy min- 
ister concerned and he has been good enough to give me a statement about it 
which I will discuss with you when we reach the paragraph. 

Ks The CHAIRMAN: For the benefit of members of the committee who have 
_just arrived, may I say that we are now dealing with paragraph 108 of the 
1962 report and paragraph 93 of the 1963 report of the Auditor General. Dr. 
“Davidson, the secretary of the treasury board, has come here to discuss these 
‘with the committee. The other material you have been given, which is in 
“connection with the Canadian Broadcasting Corporation, is for Thursday and 
is of no concern with the affairs of the committee this morning. 

Mr. Muir (Lisgar): I would like to ask Mr. Henderson if there are items 
in the various departmental appropriations for these programs for each depart- 
“ment. Is there any way of getting this so we may study it? 

k Mr. HENDERSON: Not at the present time, Mr. Muir, no. If these discus- 
'sions—to which, I gather, Dr. Davidson has subscribed with his associates in 
ane Department of Finance—are continued we should be able to work it out. 

_ Mr. Murr (Lisgar): How do the various departments work in this respect? 

ow do they show the costs? 

Ye Mr. HENDERSON: The individual costs go into their own expenses. For 
‘Instance, the travelling expenses, while the person is going to university, go 
into the department’s travelling expenses, along with the travelling expenses, of 
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expenses. In the case set out in paragraph 74 you will note that the tuition 
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people engaged on government business. In this proposition Whee expe : S 
would be pulled out and shown separately in order that we could show he 
total costs for educational training. me 
Mr. Muir (Lisgar): In other words, have we no idea of ey this job 
training program costs? “te 
Mr. HENDERSON: We cannot go beyond that figure now because the cost: s 
have ended up in all the various categories in ali the different department . 
which have sent people away on such courses. It may turn out to be a more 
difficult problem, but this is the general idea, if it has the blessing of the 
committee. 
Mr. ForBes: I take it that these courses are special courses applicable to 

the departments in which the employees are working. 
Mr. HENDERSON: Generally speaking, yes. I know in the case of the Depart- 
ment of Agriculture employees are sent away perhaps on a postgraduate course 
or brushing up course. That is not always the case but generally they take 
advantage of some course that is offered by a particular university. These 
departments consider it good business to send a bright young man away for 
three or four months to attend these courses. That is the sort of criteria they 
bring to it. Is that not so, Mr. Davidson? 
Mr. Davipson: Yes, so far as the detachment of individuals for the purpose 

of educational leave is concerned. } 
Mr. Hates: Mr. Henderson, would it be your department which lays down 
instructions in respect of program training costs? As I see it, it will be a 
problem to assess actually what is the program training cost. x 
Mr. HENDERSON: We would continue our discussions with the Departme ot 

of Finance and treasury board staff, but we do not take action administratively 
in these matters. It is more a question of agreeing with them in respect of what 
they would propose to show. They probably would say: “This is how we 
propose to do it; have you any comments or suggestions to make?” Then, ee 
informal discussions we probably would work that out together. We do that i 
respect of a number of things. But, the carrying out of it and the presentalem 
of it is the responsibility of the Department of Finance and the treasury board 
staff, for the reasons I have given. 
The CHAIRMAN: Are there any further questions in respect of this matter? 

Mr. Carpirr: Are these courses given to these men to improve them for 

the positions they now hold or are they to give them a better education to 
fit them for doing a different kind of job? 
Mr. HENDERSON: It may be that they have their eye on a particular man 
and feel that if he were subjected to a particular course at a particular univer- 
sity he might groom himself to undertake some larger responsibility in a 
particular department or, in another department. 
Mr. Carpirr: And, is the employee paid his regular salary while off duty? 


Mr. HENDERSON: He is paid an allowance in lieu of salary and given is 


fees were $250, which the government paid, and they paid his travelling 
expenses. In this case he had a government car while he was doing it. This is 
the point I am criticizing in paragraph 74. : 
Mr. Davipson: It is precisely because this employee while on leave is not 
being paid a salary but is being paid an allowance in lieu of salary that M re 
Henderson feels the costs should not be shown as part of salary costs. : 
Mr. CarpirF: I now understand it. I just could not figure out how this Ss 
worked. I thought perhaps he was on leave and drawing his salary w 
attending this course. 


i 


PUBLIC ACCOUNTS 295 


Mr. HenpERSon: He might have been in the department only a short time 
e might be a long term employee. 

Mr. SoutHAM: I would like to refer to the third paragraph under paragraph 
8, where it states: 

. .. where the deputy head is of the opinion that an employee who has 
been granted such leave without pay warrants some assistance from 
public funds during training, submissions indicating the reasons why 
financial assistance is warranted and requesting payment of allowances 
in lieu of full or partial salary should be submitted to the treasury 
board. 
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In other words, the full responsibility of deciding who should qualify for 
these educational programs falls entirely on the deputy head. In your opinion, 
there sufficient control on the expenditures of such money or do you feel that 
Bere should be some other way to tighten this up? 
Mr. HENDERSON: I would ask Mr. Long to speak to this, as he is very 
familiar with the situation. . 
Mr. Lone: Mr. Southam, the deputy head grants leave without pay for 
them to attend a university or take a course. The cost is involved when treasury 
board authorizes payment of an allowance in lieu of salary which may be equal 
to the salary, half of it, or some other fraction of it, but treasury board does 
retain control of the costs. 
_ Mr. SoutTHAmM: In other words, the deputy head is the one fully responsible 
for making the recommendation to treasury board. But, my question is this. 
ds there any laxity or evidence of it, say, in consultations between the deputy 
head and treasury board? 

Mr. HENDERSON: They discuss this together and the deputy head more or 
less is responsible for any recommendations for the expenditure, provided the 
: treasury board will accept it. 

Mr. Davipson: That is right. 
- Mr. SoutHam: Mr. Henderson, are you satisfied with this procedure? 

- Mr. HENDERSON: Yes. I would not have any reason to criticize that. I think 
the deputy head should be thoroughly capable of deciding. 

Mr. Davipson: I wonder if Mr. Henderson would not agree with me that 
this is one of the types of cases where the Glassco commission is critical of 
‘the fact that so many of the individual decisions have to come to the central 
treasury board to be made by the board on behalf of the department; and that 
if one were to follow here the philosophy which underlines the recommenda- 
tions of the Glassco commission one would alter this procedure and substitute 
for it a procedure by which the treasury board would have the responsibility 
for formulating a policy and use of guide lines, laying these down in a way 
that would make it possible for the departments to administer this policy 
‘without losing control of the program. I myself would venture the suggestion 
hat it is toward that kind of an objective that we should be working rather 
‘than being content with a procedure by which every single application for 
leave throughout the entire public service has to go to the ministers on the 
a reasury board to be decided. 
The CHAIRMAN: May we move on now to paragraph 109, as follows: 

109. Cost of gasoline used in departmental motor vehicles at Ottawa. 

As noted in last year’s report (paragraph 83) the feasibility of supplying 

gasoline and oil for all government vehicles in Ottawa from central 
* supply points had been referred to the government motor vehicle com- 


mittee for consideration. 
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As the result of a survey completed by the committee in Janua 
1962, it was estimated that the annual cost of gasoline purchased for 
crown-owned vehicles in the Ottawa area amounted to $73,700, of which 
$33,276 was for gasoline obtained from commercially operated service 
stations. On this basis, it was estimated that the cost would have been 
reduced by $14,000 if all gallonage had been supplied by crown-operated 
facilities. 

On September 28, 1962 we were informed that the study of this 
matter by the government motor vehicle committee was almost complete 
and that a presentation was to be made to the treasury board in the 
near future. 


| 


Mr. HENDERSON: This relates to the cost of gasoline used in departmental 
motor vehicles at Ottawa. 
Members may recall that we also discussed this matter in the committee 
on June 16 last, when I explained to the committee how we had been informed 


ment motor vehicle committee was studying another alternative for supplying 
crown-owned vehicles with gasoline requirements on a bulk basis which would | 
produce a better price than that which is presently paid but would allow the 
provision of gasoline through service stations. Since then we have had no 
further information from the board but we have noted in the audit that a 
special discount of 3 cents per gallon, which had been allowed on purchases 
by the House of Commons, was discontinued by the oil company on August 19, 
of last year. 

Mr. Davipson: Well, I insist that our efforts to meet the suggestion of the 
Auditor General in respect of this paragraph cannot be directly tied up wit 
the withdrawal of the special discount allowed to members of parliament! At 
least, I hope not! If that is the case, I think the Auditor General must share 
the blame with us for that unhappy result! . 

The Auditor General’s 1962 report does state in paragraph 109: 


On September 28, 1962, we were informed that the study of this matte 
by the government motor vehicle committee was almost complete and 
that a presentation was to be made to the treasury board in the near 
future. 


The CHAIRMAN: Did you have a comment, Mr. Gray, or were you reserving 
your place for questioning? > 
Mr. Gray: Mr. Chairman, did I understand Mr. Davidson to say that at 
one time members of parliament were allowed a discount in respect of gaso- 
line for their vehicles? 
Mr. Davipson: It was not I; I think it must have been Mr. Henderson. 
Mr. HENDERSON: This would be by the House of Commons staff. 
Mr. Gray: Are you referring to the trucks that bring supplies to the 
house? } 
The CHAIRMAN: This does not refer to members of parliament. Perhaps I 
should say this before a wrong impression is created in the minds of the public. 
Mr. Gray: I just thought I should bring up that point. 
Mr. Davipson: Following through on that last sentence in paragraph 109 
of the Auditor General’s report for 1962, I would like to report that, in fact, 
as indicated in that sentence, a report was presented to treasury board in 
October, 1962. The matter was then considered by cabinet but cabinet decided 
not to alter the existing arrangements at that time, and they informed treasury 
board of that decision. The secretary of the treasury board at that point took 
the initiative, and asked the treasury board staff to investigate the possibility 


ae 
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working out alternative arrangements which would produce economies in 
ne government’s annual gasoline bill, starting from the Ottawa area, which 
was the subject of the comment by the Auditor General in paragraph 109, but 
also extending to the larger area of the government’s motor fuel requirements 
across Canada. Some progress has been made in that regard. A survey has 
een undertaken in which departments have been asked to supply a range of 
information relevant to the purposes of the inquiry. This information is now 
in the process of being assembled by the staff of the treasury board. It is hoped 
hat when we get this information assembled in proper fashion we will be able 
then to go to the Department of Defence Production, which is, as members ~ 
know, in the process of being converted into a central procurement agency for. 
the government as a whole, and put to the Department of Defence Production 
‘ vith concurrence of the treasury board the proposal that the Department of 
Defence Production should explore the possibility of arranging for the gov- 
ernment’s gasoline requirements to be put out on tender on some pooled basis 
which will make it possible for us to realize over the entire area of the public 
ervice the kinds of economies through pooled purchasing which are referred 
to in paragraph 109 of the Auditor General’s report. 
4 That is the position in which we are at the present time, Mr. Chairman. 
We have, as I say, this information now in the process of being assembled, cov- 
ering the larger picture. We intend, as soon as we are in a position to do so, to 
present a coherent picture to the ministers of the board, and, subject to Hele 
‘concurrence, we will then turn to the Department of Defence Production with 
the proposal that it should explore this possibility as part of its total responsi- 
bility in the procurement field. 
a Mr. Gray: Dr. Davidson, I am wondering whether the figures you are 
assembling will take into account the extra cost of establishing crown-owned 
‘distribution points? 
Mr. Davipson: This system does not necessarily depend upon crown- -owned 

distribution points, Mr. Gray. 
u Mr. Gray: The reason I ask that question, doctor, is that I note in 
Paragraph 109 of the report, at page 51, the following statement: 


: On this basis, it was estimated that the cost would have been reduced by 
nf $14,000 if all gallonage had been supplied by crown-operated facilities. 


This question should perhaps be directed to Mr. Henderson, but I am 
wondering whether the suggestion contemplates the setting up of new facilities, 
4 hich would incur an additional cost to the government, or whether facilities 
are in existence at the present time to handle this type of supply? 

4 Mr. HenpERSoN: Mr. Gray, I think the suggestion was based on facilities 
in existence and I do not think it is contemplated to set up new distribution 
points. That is my recollection. 

ts Mr. Haurs: Mr. Chairman, I think we should proceed until we have com- 
pleted the report by the treasury department so that we will be in a better 
Position to review it. 

The CHAIRMAN: Yes. This will be covered by Mr. Henderson’s follow- -up 
] report next year. 

Is If there are no further questions in respect of this item may we now 
‘deal with paragraph 110? 

if 110. Cost of advertising. In 1961-62 the total cost of advertising 
3 ypassed by the advertising unit of the comptroller of the treasury’s 
; office, including agency and non-agency advertising was in excess of 
a $5,000,000. 

Prior to 1954 there was an arrangement with the Canadian Daily 
Newspapers Association whereby government advertising enjoyed a 
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special rate, but this arrangement was allowed to lapse. During the « 
of the audit we noted that a publisher had drawn the attention 
government department to the advantage of entering into a contract | 
classified advertising, pointing out that there was a difference of twelv 
cents per line between the contract rate and the casual rate—from 34 
cents to 46 cents. The minimum annual usage to qualify for the contract 
rate in this case would be 2,000 count lines whereas the department 
had used 2,624 lines of classified advertising in the previous two months. 

We suggested to the Department of Finance on April 13, 1962 that 
the field of government advertising might usefully be reviewed in 
the interests of greater economy. The department replied on September 
17, 1962 that the treasury board several months earlier (on May 23, 
1962) had approved our suggestion in principle and that officers of the 
treasury board were currently looking into the matter. 


Mr. HENDERSON: Paragraph 110, dealing with the cost of advertising, was 
likewise discussed on June 16 last by the members of this committee, and it 
was in response to Mr. Tardif’s question on that date that I furnished par- 
ticulars to the committee at the next meeting, on June 18, quoting the advertis- 
ing rates of Ottawa newspapers. At that time I pointed out that the government 
does not at the present time receive any special rates from these Ottawa 
newspapers despite its large advertising volume. 
As the note states, in my 1962 report, there had been an arrangement 
prior to 1954 whereby the government enjoyed such a rate, but the arrangement 
was allowed to lapse. It was as a result of noting how a publisher had drawn 
the attention of a government department to the advantage of entering into 
a contract for classified advertising—thereby saving money to the government 
to the extent shown—that I brought this matter to the attention of the 
Department of Finance on April 13, 1962, suggesting that the field of govern- 
ment advertising could at least be reviewed in the interests of achieving 
greater economy because the total cost of advertising was running in excess of 
$5 million annually. The department advised me on September 17, 1962 that 
the treasury board had approved our suggestion in principle and that officers 
of the treasury board were currently looking into the matter. 
Next year, on May 28, 1963, the treasury board issued a circular lotta 
directing that departments and agencies placing advertising in daily newspapers 
were to negotiate the purchase of advertising with certain newspapers in 
accordance with the current volume rate shown in a schedule attached to the 
circular. However, a month or so later, on July 22, 1963, the treasury board 
issued another circular in which the secretary stated chat a number of difficulties 
had been encountered in negotiating the rates outlined in the schedule, some 
newspapers insisting that formal contracts covering the minimum amount 
required to qualify for the volume rates were prerequisite to the granting 
of the volume rates to any one department or agency. He said that con- 
sequently for the time being departments and agencies should merely endeavour 
to negotiate the best rate possible, keeping in mind the volume rates outlined 
in the schedule. He advised that the matter would remain under review. 
The audit office has been keeping this matter under review because clearly 
some form of over-all contract covering all government departments could 
result in appreciable savings. q 
The CHairmMan: Dr. Davidson, would you like to make a comment in respect 
of this paragraph? 


Mr. Davipson: Yes. I should merely like to follow up Mr. Henderson’s 
statement. I think the last date referred to by the Auditor General was July, 
1963. My notes indicate that in September, 1963, the treasury board staff on 
the instructions of the board communicated to the Department of Defence 
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tion the objective of the board, which is to work toward a position 
2 it will be possible to negotiate bulk rates for the advertising require- 
ts of the government of Canada. As I have mentioned in connection with 
previous paragraph, the Department of Defence Production is now in the 
ess of being converted into a central procurement agency for the govern- 
t as a whole, and it is considered, therefore, that this is the agency through 
which the government should endeavour to effect this bulk arrangement for — 
he placement of government advertising. 


In April, 1964, the deputy minister of defence production indicated that 


4 target date of October 1, 1964 for the completion of negotiation with the 
newspapers for the purchase of advertising on a bulk rate. This will be done - 
through the regional purchasing branch of the department of defence pro- © 
duction. 
In respect of this information the treasury board through the assistant 
ecretary, replied to the deputy minister of defence production expressing the 
willingness of our staff to provide any further assistance necessary to the 
Department of Defence Production in order to enable it to complete its work 
on the target date to which reference has been made, and that is the position 
t the present time. 

Mr. Harkness: Dr. Davidson, are you dealing there with classified ad- 
vertising? 

: F: Mr. Davipson: My understanding is that this consideration deals with all 
advertising. 

_ Mr. Harkness: The Auditor General’s report was particularly directed 
toward classified advertising. 

. Mr. Henperson: If I may just say a word or two in this regard, that was 
the case in point that we noted in the course of our work and which brought 
his to a head, Mr. Harkness, but we are now working toward achieving this 
objective in respect of the pieeeent of all advertising. 

' Mr. Harkness: In this connection it is my understanding that newspaper 
advertising contracts have in the past and are still, as far as I know, being 
placed by advertising agencies; is that correct? 

Mr. Davipson: Are you referring to the situation in terms of advertising 
‘programs? 

Mr. Harkness: Yes. 

Mr. Davipson: Yes. As I understand it, there is still the opportunity of 
pooling the government’s space and lineage requirements whether it be in 
Tespect of classified or other advertising in such a way as to take advantage 
of lower rates. That is my understanding. 

a I must say, however, that our inquiries to date have indicated that the 
savings to be achieved through this pooling of the total requirements are not 
‘likely to be as great as we had expected them to be when we started the 
inquiry. 

' #£=Mr. Ryan: My question dealt with the pooling of advertising, Mr. Chair- 
man, and Mr. Davidson has made the situation clear. 

Mr. Cameron (High Park): Will the cost of setting up a special depart- 
ment in this respect offset any savings to be effected? 

_ Mr. Davinson: The decision to set up the Department of Defence Production 
as a common procurement agency for the government departments as a whole 
has in fact already been taken, but the addition of this function to that depart- 
ment’s responsibility will, I suppose, add to some extent to the cost of operating 
that department. ; 


Ay 


s department was prepared to take on this assignment and that he had set | 
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Mr. CaMERON (High Park): Will there be a net pata 


Mr. Davipson: The purpose of setting up the Department of Defen € 
Production a common procurement agency is to make it possible for that on 
central agency—which has in the past been doing the procurement for the 
Defence Department and has in fact been procuring about $800 million to 
$900 million of the government total procurement requirement of $1.2 billion, 
—to do the complete job or the largest part of the job for the civilian 
departments as well, and thus make it possible to effect some reduction in 
the purchasing establishments of other government departments. 


Mr. CAMERON (High Park): I notice civil service opportunities al 
frequently in newspapers taking up one quarter to one half a page. Under the 
new system will the civil service say to the Department of Defence Production 
“Here are the opportunities. Will you please arrange for publication in the 
necessary newspapers?” 

Mr. Davipson: As I understand the situation, Mr. Chairman, the placemen t 
of individual advertisements will not be the function of the Department of 
Defence Production, however, the Department of Defence Production will enter 
into arrangements with the newspapers which will make it possible for the 
total lineage requirements of the government to be accounted for as a common 
placement of advertisement by a single customer, so that as the bulk of the 
lineage increases the government will take advantage of lower rates. 

Mr. CAMERON (High Park): Will the Department of Defence Production 
check the accounts for payment? 

Mr. Davipson: I will have to beg off in respect of that’ question because 
I am not familiar with the detail. 


Mr. SOUTHAM: I should like to make a comment, Mr. Chairman. 

I think on the basis of what is set forth here under paragraph 110 Mr 
Henderson should be commended. Paragraph 110 states: 
Prior to 1954 there was an arrangement with the Canadian Daily 
Newspapers Association whereby government advertising enjoyed 
special rate, but this arrangement was allowed to lapse. 


The paragraph then gives a specific illustration of the savings, and 
think if this was found adaptable, practical and economical in 1954, it stands 
to reason it would be much more so today because, in view of the increase 
in Canadian government advertising, the government has become one of the 
biggest customers and as such should enjoy the more advantageous rates. I an 
pleased that Mr. Henderson has brought this situation to our attention, and 
I feel a savings can be effected to some extent by following this procedure. 

Mr. HALEs: Following along Mr. Cameron’s line of thought, I do not think 
there will be much of a savings effected as a result of a central purchasing 
department if another empire is going to be created in that department to 
perform this function. I just cannot understand how this is going to operate 
unless they take the civil service commission, as he mentioned. They will 
continue to do the advertising but defence production will simply set the 
rate that will be paid for that advertising. If they do that, then they will 
have to check the invoices to make sure the proper rate is Chareea: This is all | 
confused in my mind. 


Mr, Davipson: May I explain, Mr. Chairman, what is my understanding 
of this arrangement now and what it is designed to be in the future? 
Let us say that the daily newspaper association has an arrangement by 
which a single customer who places 50,000 lines of advertising pays a certain 
rate for the first 50,000 lines and gets the benefit of a lower rate for the 
second 50,000 lines and the benefit of a still lower rate for the third 50, 000 


iS, 


PUBLIC ACCOUNTS 301 


ines In that context, the government at the present time has been considered 
to be 20 or 30 separate single customers, each one of which has been paying 
ate number one for the first 50,000 lines it has placed, rate number two for 
the ‘second 50,000 lines it has placed and rate number three for the third 
50,000 lines it has placed. 

The proposition is that a master contract will be entered into and the 
- government will be considered to be one customer rather than 20 or 30 
eustomers. One can immediately see that the effect of pooling the lines of 
advertising placed by the separate departments will be that only one group 
of 50,000 lines for the government as a whole will be charged at the highest 
rate, and it will enable the government to obtain the benefit of the lower 
rates for subsequent advertising. 

This is my understanding in a rough and simple way of the way in which 
this operates at the present time and the way in which the pooling arrange- 
ment is designed to produce some economies. This does not involve any great 
amount of elaborate administration on the part of any one department that 
ae require a large organization to be set up to handle it. It merely means 
. 


that all the government’s line requirements are to be credited to one single 

account rather than to a series of separate accounts as at the present time. 

I would like to check with Mr. Henderson whether that roughly cor- 
responds to his understanding of the issue here. 


A 


2 Mr. HENDERSON: Yes, it does correspond. It has been very heartening to 
“know the steps you now have under way to follow this thing through. I suggest 
‘we might allow the matter to stand on the basis that I will follow this up 
with Dr. Davidson and his colleagues on the treasury board, bearing your 
comments in mind. He certainly has brought all the consideration possible to 
it in so far as what savings can be brought about. We have to do our sums, 
of course, and see what savings will be effected. I hope it will go into effect 
and realize some savings; and that is the purpose of the exercise. 


4 The CHAIRMAN: What is the feeling of the committee with regard to 


; sitting this evening? We have made excellent progress this morning but we 
have to adjourn in about five minutes’ time because of the caucus. Can we 
_be assured of a quorum this evening? Is it agreeable to the members that we 
should sit this evening? 

Agreed. 

Then we have another five minutes this morning. 


Mr. HENDERSON: We might, therefore, pass over paragraph 9, which is 
the form and content of the estimates, and paragraph 11 which has to do 
‘with my comments on the work I am doing in connection with the findings of 
the royal commission on government organization, a matter with which we 
might deal tonight. 

i May we pass now to paragraph 45, which deals with the Governor 
General’s special warrants. 

< We discussed this comment at the committee’s 9th meeting on June 25; 
the minutes of proceedings are not yet available. The comments of the mem- 
bers on that occasion supported the point of view I had advanced, namely 
that it would be an advantage were a detailed study made of the financial 
“problems which result when parliament has been unable to make provision 
for the carrying on of governmental services between sessions. Pending the 
aking of this study and, of course, any possible amendments to the financial 
Administration Act which would have to be made, my officers and I formed 
the impression from last Thursday’s discussion that parliament expects that 
the precise wording of section 28 (1) of the Financial Administration Act 
hould be interpreted strictly, that no commitments should be entered into 
during such a period for which parliament has made no provision, nor should 
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the section be interpreted as providing a continuing spending authority te 
the executive for the financing of general government services during such 
period. ga) 
We left the matter open on the basis that we would resume this discussion 
today when we had the benefit of Dr. Davidson’s advice. 


Mr. WINcH: I presume Dr. Davidson understands the key points in the 
minds of the committee members on this matter of Governor General’s war- 
rants. We all understand they can only be used when the house is not sitting, 
but I believe I am correct in saying that the question in the minds of all of 
us is whether or not the Governor General’s warrants can be used for some- 
thing new, something outside the general procedure, outside the public business 


The CHAIRMAN: We might have Dr. Davidson’s comments on that. 


Mr. Davipson: I am going to be brash enough to say that I have never 
had any experience with Governor General’s warrants and I hope I never do, 
but that is not a decision that I will be making in my present capacity as 
secretary of the treasury board. I have not had the benefit of reading the dis- 
cussion which took place here on Thursday because I do not think the pro- 
ceedings of that meeting of the public accounts committee have been 
printed yet. 

Mr. HENDERSON: That is correct. 


Mr. Davipson: I am a little bothered, I must say, by what Mr. Winch has 
just said. As I read section 28, subsection (1), there seems to me to be little 
doubt about the fact that the authority for the use of special warrants as set 
out in section 28 (1) of the Financial Administration Act is at best an im- 
perfect instrument for meeting the contingency created by the abrupt dis- 
solution, for example, of parliament on February 6, 1963, with supply not voted. 
I would be inclined to agree with what I understand to be the position of the 
Auditor General as set out in paragraph 45 where he indicates that in his view 
section 28 (1) seems to be designed primarily for meeting another kind of 
contingency. Section 28 (1) seems to contemplate a relatively tranquil state of 
affairs when parliament is dissolved after supply for the year has been voted, 
but some emergencies arise following dissolution and no specific appropriations 
exist to meet these contingencies in the supply that has been voted for the 
year and is otherwise sufficient for normal government operations. In such a 
situation the wording of section 28 (1) of the Financial Administration Act 
applies and seems adequate, but for the situation in which parliament is dis- 
solved with supply not voted, section 28 (1) is less than adequate. Nonetheless, 
when parliament was dissolved on February 6, 1963, there was really no 
alternative but to make use of section 28 (1). Dissolution took place on 
February 6; no funds had been voted to meet expenses for the month of 
February. 

Section 28 (1) seems to me, Mr. Winch, to be designed to meet the very 
point about which you express coneern. It seems to me to be designed to meet 
primarily a situation in which parliament dissolves with normal supply voted 
and with the departments of government able to carry on in the ordinary 
way, but in which some unforeseen contingency arises when a sum of money 
that is not in the voted estimates is urgently required for the public good. 
What “urgently required for the public good” really means is a matter of 
judgment, and we can have many arguments as to whose opinion should pre- 
vail. However, section 28 (1), it seems to me, is designed specifically to make 
it possible for the executive authority to use the Governor General’s special 
warrants to obtain the money for that specific purpose. $ 


Mr. WINCH: May I suggest that between now and eight o’clock Mr 
Davidson may have access to the minutes of the proceedings of our 1 
meeting so that he may understand the confusion in our minds, and also may 
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‘sl ssest Mr. Davidson look at example number five on page 18 in which we 
that $114,950 is asked for when, according to our information from the 
ditor General, they had available $49,926 which could be used for any 
purpose whatever. They did not use that for part of the requirement; they 
asked for the whole business. It is that kind of matter upon which we would 
ike to have an understanding. 

_ The CHaiRMAN: I will see that Mr. Davidson has a chance to see the 
‘proceedings of the last meeting. The meeting is now adjourned until eight 
o’clock. 


EVENING SESSION 
TUESDAY, June 30, 1964. 


- The CHAIRMAN: Thank you, gentlemen, for being so prompt. I see a quorum. 
‘We shall resume where we left off, save that Mr. Henderson has a brief 
comment he wishes to make in respect of some information required. So 
_ before Dr. Davidson resumes, I shall call upon Mr. Henderson. 
The CHAIRMAN: Thank you, gentlemen, for being so prompt. I see a quorum. 
Mr. HENDERSON: Mr. Chairman, there remained one more item or break- 
down of information which you asked that I undertake to furnish. You may 
recall that it had to do with other non-tax revenues which we were discussing 
der paragraph 43. In particular you asked for a breakdown of miscellaneous 
other non-tax revenues, a figure of $16,982,000, as shown in the table on 
' page 16. I would like to furnish the details of this breakdown in accordance 
‘with the request, for printing in your minutes of proceedings. 
The CHaIRMAN: Thank you. Is it agreed that this breakdown be printed 
as an appendix? 
Agreed. 

(See appendix two.) 


a We were dealing with paragraph 45 in the 1963 Auditor General’s report, 
‘and Dr. Davidson was making some comments at the time of our adjournment. 
‘I now ask Dr. Davidson to continue prior to the questions being asked. 


Mr. Davipson: Mr. Chairman, I had made a brief comment at the end 
of the meeting this morning with reference to a question put to me by Mr. 
Winch. The gist of what I had to say was that it seemed to me that section 
28, subsection (1) of the Financial Administration Act, as written, is better 
designed to deal with a situation in which there is a completely unforeseen 
expenditure which has to be made, and for which there is no covering ap-- 
propriation than it is designed to deal with a situation such as was encountered 
last February when parliament was dissolved without a vote of supply. In 
consequence, section 28, subsection (1) was used for a purpose which, in 
the ordinary reading of the section, would not seem to be the primary purpose 
for which it was written. And now, may I read from the section. It reads as 
follows: 

28. (1) Where a payment is urgently required for the public good 
when Parliament is not in session and there is no other appropriation 
pursuant to which the payment may be made, the Governor in Council, 
upon the report of the Minister that there is no appropriation for the 
payment and the report of the appropriate Minister that the payment 
is urgently required for the public good, may by order direct the 
= preparation of a special warrant to be signed by the Governor General 
st authorizing the payment to be made out of the Consolidated Revenue 


Fund. 
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No reference is made in this text to a distinction between payment with 
respect to an item that is in the printed or supplementary estimates before par- 
liament at the time of dissolution, and an item which is not in the printed 
estimates. I take it that the Auditor General, in the paragraphs which he has 
written following the section which I have quoted, takes much the same view 
of the primary meaning of this section and its primary purpose as I have just 
indicated. 

Now, Mr. Winch also asked me to read the evidence of the proceedings of 
this committee of last Thursday in order to get a better background of the 
problems that were concerning members of the committee; and he asked me, 
in the light of this, to turn my attention to illustration No. 5 which is shown in 
the list, reported by the Auditor General on page 18 of his report, of items which, 
in his view, could not be regarded as being payments urgently required for the 
public good, within the purview of section 28, subsection (1) of the Financial 
Administration Act. 

I have looked at item 5, which is the item referring to the National Gallery 
of Canada, where there were two special warrants totalling $114,950 provided 
to take care of administrative expenses of the National Gallery of Canada with- 
out taking into consideration $49,926 which were available for this purpose in. 
the gallery’s special operating account. As I understand it, the question that was 
put to me was: Did I not think that the amount provided by special warrant 
should have been limited to the difference between these two amounts, and 
should the national gallery not have been required in effect to use up, to exhau 
the surplus that was available in their special operating account before they 
drew upon the special warrants? ck 

If I were completely clear in my mind as to the purpose of the special 
operating account of the national gallery, I could answer that question. 

Mr. WINCH: Might we have it read again? 


Mr. Davipson: I think I have it before me. I have no doubt what the words 


are, but I have some doubt about what the words mean. Section 8 of the 
National Gallery Act reads as follows: 


8. (2) There shall be a special account in the Consolidated Revenue 
Fund called the National Gallery special operating account to which 
shall be credited all money received by the Board by way of donation, | 
bequest, revenue or otherwise. 

(3) Any expenditures for the purposes of this Act may be paid out 
of the National Gallery special operating account or out of money ap-— 
propriated by Parliament for such purposes. 


On the face of it, this means that when anyone gives a donation or makes a 
bequest to the national gallery, the moneys go into the special operating account, - 
and those moneys may be used to meet the operating expenses of the national 
gallery in any year to reduce thereby the demands upon parliament. There is 
no doubt about it that that is what those words, taken literally, mean. But those - 
words taken literally also mean that an expenditure for the purposes of this 
act, whether it be for operating purposes or whether it be for capital purposes— 
whether it be for the ordinary day to day expenditures, or whether it be for the — 
purchase of works of art—may be paid out of the special operating account. 
In fact, over the years, since it seemed that a special operating account based — 
upon such principles of input and output did not seem to have much purpose, 
some ground rules and restrictions have been placed upon the use of the operat-_ 
ing account. 

In practice, one of the restrictions that has been placed on the operating | 
account, I believe, is that any money paid into the account by way of a dona-_ 
tion is set aside in a sort of special trust subaccount and is treated rathe 
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_ separately, the implication being that it would not be right to take a donation 


or a bequest and simply use it for the ordinary operating expenses of the fund, 


‘since in most instances at least the donor would have some more significant 


intention in mind in making a contribution to the national gallery in this way. 
In like manner certain restrictions have been in practice placed upon the 


use to which the fund may be put. For example, there has been an exchange 


of correspondence between my office and that of the Auditor General in which 
it has been made clear that at different times the national gallery has been 
told that they should not use the money in this special operating account for 
the purchase of works of art. Now, there is nothing in law which prevents 
them from doing that, but by direction they have been told that they should 
not use it for that purpose, and there have been other occasions when the 


national gallery has in fact been asked to proceed on the basis of policy that 
this money was not to be simply regarded as an additional amount of money 


for its ordinary operating expenses, because this would in fact be a back door 


method by which the national gallery could get more money to spend for 
administrative purposes than parliament intended it to get through the appro- 


priations it made for this purpose from year to year. ; 
I cannot, I must say, criticize the national gallery authorities too much 


7 at this stage for not knowing what the special operating account is really 


designed for. If I were asked today to give the committee a clear statement as 
to the clear intent and purpose of parliament when it set up this special oper- 
ating fund, I could not say that in my opinion it was clearly intended to be 
used for the purchase of works of art, because there is another special account 
for this very purpose. Equally I could not say that in my opinion parliament 
intended this special operating account to be set up merely as a supplement 


to money that parliament votes from year to year for ordinary operating 


expenses of the gallery. Had that been the case, I do not believe that parlia- 


ment would have provided that contributions from individual donors or be- 


quests would be put into this account, nor do I believe that parliament would 
have considered it an appropriate way to exercise control of the administrative 
expenses of the gallery to have made it possible to supplement the operating 
expenses that parliament provides in the year to year vote, through a reserve 
account of this kind that is made up in part from the sale of catalogues, repro- 
- ductions, fees for exhibitions and other services, donations for specific purposes, 
' and miscellaneous revenues. I must therefore conclude that there is a very 
grey area so far as the proper decision in respect to this item is concerned. 
[think it is a matter of opinion whether or not this was an item that was 
- properly included in a special warrant in the amount in which it was included. 
The one thing I am satisfied with as a result of my examination is that we 


certainly need to clarify the position with respect to this special operating 


account so there will be no doubt in anyone’s mind in the future whether the 
_ purpose of this special account will be for works of art or for operating 
expenses or for any other purpose. 


I think that is all I would have to say by way of a preliminary statement 


on this matter. 


The CHarrmMaN: Thank you. Are there any comments? 
Mr. Muir (Lisgar): I think Dr. Davidson has given us very logical reasons 


| for this vote, but I am wondering for what purpose the gallery uses this 


special account. 

Mr. Davipson: I have here, Mr. Muir, a statement which shows from year 
to year the purposes for which use. The receipts have been derived from the 
sources which I have mentioned to you—from the sale of catalogues and 


reproductions, from fees in connection with exhibitions and other services, 


from donations made from time to time from outside groups for specific 
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_ purposes, and from miscellaneous revenues. The disbursements have been fro 1 


chase of works of art and it has been used at times for operating expenses. 


time to time for works of art, for operating expenses, for supplemen 
appropriations, for payments from trust funds or donations. These latter ite 
are the payments made from that portion of the special operating acco: int 
which is recognized as a trust fund for the receipt of earmarked donations. 
These then are the different kinds of payments which have been made under 
those heads in the past. . a 

It is quite clear from this list of disbursements that the special operating 
account has been used for both purposes; it has been used at times for pur- 


There is nothing to say, as far as the law is concerned, that it cannot be used 
for either or both of those purposes, I would venture myself to say—and this 
is a matter of opinion and a matter of judgment—that it would have been 
unusual, to say the least, to have had recourse to the use of the entire balance 
remaining in this fund to meet the situation created by the dissolution of 
parliament. I say this, in view of the fact that this special account has been 
established by parliament to carry funds forward from year to year, pre- 
sumably, for some purpose, and also in view of the fact that, had this fund 
been drained to meet the situation that presented itself at the end of March, 
1963, there was in fact no way by which it could have been replenished in 
order to enable the gallery to carry on, using the resources of this fund, in any 
way in future years. 

I admit this is a pretty grey area. It is quite clear that if the purposes 
and intents for which this fund had been created had been such as to prevent 
the money in it from being used for operating expenses of any kind, then 
clearly the sum of $114,000 would have been the proper sum to have included 
in the special warrant. It is equally clear that, if this special operating account 
had been very clearly intended to supplement the ordinary administrative 
expenses provided by parliament, the position would have been the reverse, 
that the provision by special warrant of $114,000 would have been in excess of. 
the sum that should have been provided. 

I submit, Mr. Chairman, that the uses to which this fund has been put 
over the years have created just enough doubt about the purposes for which 
this fund is really intended to justify the conclusion that it is not clear that the 
essential purposes of this fund are that it should be used to supplement the 
administrative expenses that parliament appropriates in its annual appro- 
priations from year to year. 

Mr. Murr (Lisgar): Yet it would have been quite in order to use some of 
this sum provided the $114,000 had not been adequate if they were doing it ir 
the way in which it had been done in the past. Bs 


Mr. Davipson: On the record of the past, Mr. Muir, it is quite fair to 
suggest that some portion of this fund should have been recognized as being 
available for operating expenses in an emergent situation such as presented 
itself to parliament. It is equally clear to me that so far as the law is con- 
cerned it would have also been fair for the gallery authorities to take the 
position that some portion of this fund should properly be reserved for pur- 
chases of works of art. The law Says any expenditure for the purposes of this 
act may be paid out of the national gallery special operating account or out 
of the money appropriated by parliament for this purpose. E 

Mr. Murr (Lisgar): Have you any idea of the amount in this fund? “g 

Mr. Davipson: The record of the past five years, which will perhaps give 
you some guide, indicates that the total receipts in any one year—and this 
does not include the balances carried forward from one year to another— 
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run from $33,000 to $27,000, $59,000, $29,000 and $26,000. Expenditures 
e run from $35,000 to $10,000 in 1959-60, $13,000 odd in 1960-61, $52,000 
961-62 and $26,000 in 1963. The balances carried over amounted to $13,000 
958-59, $31,000 in 1959-60, $77,000 in 1960-61, the high figure, and $54,000 
ach of the past two years. 
I might add one comment of interest to the committee: the particular 
‘matter which concerned the staff of the treasury board about the use of this 
fund arose from the fact that in accordance with provisions of the act, moneys 
erived from the sales of catalogues and reproductions and other printed 
material of this kind were being deposited into the special operating account. — 
‘This meant that moneys appropriated by parliament were being used to 
orint the catalogues and other articles that were for sale, and the revenues - 
re derived from these products which were printed at the expense of parliamentary 
unds were being deposited in this special operating account, thus giving par- 
tiament, to that extent, correspondingly less control over the total funds it 
would wish to make available for the operating requirements of the national 
es gallery. . 
ia We took up this matter with the national gallery authorities in 1960-61 
and told them that we did not think from that point on the revenues derived 
from the general sale and distribution to the public of catalogues and reproduc- 
tions should be deposited into this fund. From 1961-62 those funds have gone 
to the Queen’s printer who has been the responsible agent. The result has 
been a very sharp diminution in the revenue accruing to the gallery from 
this particular source of revenue in 1961-62. This is shown by the fact that 
prior to 1961-62 the revenue from sales and catalogues was $21,000; it was 
_ $17,000 in 1959-60, and almost $50,000 in 1960- 61. At that point we became 
interested, and in 1961-62 the revenues going into the special account from 
this source dropped off to $8,000 and, in 1962-63, to $2,600. 
Mr. CarpirF: The reason there is so much difference in the revenue each 
year would be the lack of, shall we say, donations in those particular years. 


Mr. Davipson: The principal reason is the reason I mentioned; that is, 
as of a given year the money derived from the sales of reproductions and 
catalogues in the national gallery was returned to the Queen’s printer rather 
than put into the special operating account. 


Mr. HENDERSON: May I interject to point out that the misgivings Dr. 
Davidson mentioned about parliamentary control are something I drew atten- 
tion to both in my 1962 report, where I deal with the national gallery, and 
in this 1963 report on page 139. In the last paragraph I pointed out how par- 
_liamentary control may be weakened by the supplementing of specific appro-. 
priations for purchases of works of art by expenditures from the national 
_ gallery special operating account. In a sense, this is a separate matter from the 
- questions I am raising under paragraph 45 in respect of the Governor Gen- 
 eral’s special warrants. 
J It is a fact, as Dr. Davidson says, that parliamentary control does stand to 
be weakened, but I may hasten to add that I certify the financial statements 
“2 of the national gallery separately just like those of any crown corporation or 
agency each year and the full particulars of the income and outgo of this 
special operating account are set out as a part of the financial statements 
ae. thereby providing complete disclosure of its operations. That may commend 
: itself to you as providing the necessary detail to satisfy you. Dr. Davidson is 
perfectly correct in terms of the fact that they are able to spend this money 
themselves. I thought I should mention that, because as I have said, it is covered 
i “ paragraph 76 later in this report. 

Mr. Wincn: Mr. Chairman, I think Dr. Davidson has explained this just 
about as fully as it can be explained, particularly when he points out there 
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to his views. I realize that Dr. Davidson has been only a month and a half 
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is a grey area which will have to be studied. It is this grey area which brings 
me to what I think is the meat of the entire situation in respect of the Gover 
General’s warrants. I believe it is the responsibility of this committee to ask 
Dr. Davidson as the secretary of the treasury board what certain studies are 
going to be made, or whether he can give us any indication now with regard 


in this position; however, I have known him for about a quarter of a century: 

Mr. Davipson: Do not put it that way. 

-Mr. WincH: —and he has been known in provincial and federal govern- 
ments for his ability as a trouble shooter and cleaner upper. I would imagine 
that is why he is in his present position. Could Dr. Davidson give us his 
comment or any information with relation to any special studies which can be 
made so that this committee will not have to be as much concerned as we have 
in the past, and are now, by such statements as we see at the bottom of. 
page 18: a 

—“urgently required for the public good” when the cheque was held 
by the department, and, indeed, it would have been irregular in the 
circumstances even if parliamentary appropriations had been available. 


I am not asking you for any statement on item 7 in paragraph 45, but Ia 
referring to the emphasis placed by the Auditor General in respect of the 
operation of the Governor General’s warrants and the fact that he comes out not 
only with a number of cases and points out there is not the authority or ity 
is wrongly done, and not only was it irregular and not for the public good 
or urgently required, but would have been irregular under any circumstances. 
When the Auditor General puts that in a report to the House of Commons, we. 
would like to ask you whether you can express any opinion on this whole 
matter of the Governor General’s warrants. 


Mr. Davipson: It is a little easier to express an opinion when you have 
been six weeks in a job, that it is when you have been six years in a job. 
So far as I am concerned, without getting into the argument about these 
detailed illustrations—some of which quite frankly I must say I would have 
to argue about—I am sure that in any year when special warrants are resorted 
to there always will be situations of this kind arise in which questions of 
judgment are involved. It is inevitable that the Auditor General in his capacit j 
will have a different view in some individual instances of what is an item 
“urgently required for the public good” than the authorities who are respon-_ 
sible for the administration and decision at the time the decision is being 
made. ; 

Having that in mind, and also having in mind the point which Mr. 
Henderson and I both referred to earlier—that is the relative inadequacy of 
section 28 (1) to meet the kind of situation which was encountered in February, 
1963, as well as that encountered in February, 1958—I certainly cannot help 
but agree with the concluding paragraph of the Auditor General here that this 
problem should be examined in depth. E: 

We will endeavour to see whether we can devise a provision to be con- 
sidered by the government and by parliament which will authorize a regime © 
for the use of special warrants which will be applicable to the kind of situation 
we now have encountered twice in the past ten years. From that point on, if we 
succeed in devising such a legislative provision, it will be for the government, — 
and ultimately for parliament to decide whether or not it will approve of the 
inclusion of such a formula in the legislation. A 

I am sure the members of the committee will understand that from my point 
of view, if I have any responsibility for preparing such a legislative amendment, 
it will be my duty to present this to the ministers on the treasury board, and 
it will be for them and for the members of the government to take the decision 
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regard to whether or not they are going to recommend such a provision 
parliament as a whole. Certainly, there are unresolved problems in this area 
‘ich require study. On the basis of my brief acquaintance with the situation, I 
m satisfied that improvements could be made in the legislative provisions for 
the use of special warrants. 
I see no reason why there should be any reluctance on anybody’s part to 
undertake this examination to see what proposals can be developed. I would 
ddd, again, the caveat that in any proposal which I have the responsibility of 
eveloping, it will be my duty to report to the responsible ministers, and 1 am 
not at all clear that it will be possible for me to appear before a committee of 
his kind, and indicate to the members of the committee the nature of the con- 
idential advice I have given the ministers of the crown to whom I am re- . 
sponsible. I hope the members of the committee will understand my reason for © 
‘adding that caveat. 
Mr. WIncH: The committee desires, shall we say, that the ministers on the 
treasury board keep in mind that special warrants, no matter what procedures 
are devised, have to be of such a nature that the ultimate authority of parlia- 
ment in respect of the expenditure of funds is protected and, if I can put it this — 
“way, money under any system of Governor General’s warrants must not be 
‘spent unless absolutely necessary, because that means they are getting the 
authority of parliament after the expenditure is made which is not the purpose 
of parliament. 
_ Mr. HENDERSON: I should like to point out to the members that in a situa- 
ion of this kind, there are a number of dangers which are inherent. One of the 
rst points to which I directed my attention in respect of what was likely to 
happen was the instruction which issued by the treasury board staff. On page 
17 in the top paragraph I say what the instruction were. You will notice that 
one of these instructions by the treasury board staff to the departments was that 
the departments were to make: “an internal review in order to estimate the 
amount that would lapse in each vote and take such amount into consideration.” 
‘We were approaching the end of the fiscal year, and that instruction could, 
as I read it, be taken several ways. Perhaps being an auditor I might be excused 
‘or taking this to mean that this might be considered an invitation to the 
d epartment to see what they could spend the money on before the balance of 
the money lapsed, which is something we endeavour to watch very carefully as 
fiscal years come to a close in order to see that purchases and so forth are not 
‘suddenly accelerated in the closing months and weeks because a department 
as money left over. 

In 1961 this point was the subject of quite a bit of discussion in this com- 
‘mittee. I was asked what steps I took and how I watched money that was apt 
to lapse in the votes. I was asked whether there was a great flurry of purchas- 
_ ing during the closing months of fiscal years or not. I think perhaps some of 
you will recall that discussion. This perhaps might serve to explain the very 
point that you mentioned when under Item 7 we were dealing with the cheque 
for $6,000 issued on April 30, which is the last day of the 30 days following 
the close of the fiscal year. I refer to the cheque for $6,000 which was issued 
to the corporation of the town of Sioux Lookout on April 30 and which was 
held until June 5. 
er I would hope that different wording could perhaps be used in issuing 
instructions to departments because it did seem to me a little bit like an invi- 
tation for departments to look over the situation to find things they perhaps 
might include. 

TI should like to ask Dr. Davidson if he has any comment in this regard, 
and whether he would agree with what I have said. 

_ Mr. Davipson: Before I comment, Mr. Chairman, I should like to ask Mr. 
Henderson a question. Do I understand from you that the words you have 
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referred to in this paragraph are Pore that were taken verbatim from a instruc 
tions that the treasury board sent out to the departments? 


Mr. HENDERSON: Yes, that is correct. These are not in quotation marks bu 
they paraphrase the words that were employed in the instructions that went 
out from the treasury board to the various departments. ; a 


Mr. Davipson: I do not have the words of that instruction before me. ; 


Mr. HENDERSON: My point is, if I may say this, that this is dangerous word- 
ing to use in respect of expenditures and particularly in the last month or so 
of the fiscal year. 


Mr. Davipson: As I say, Mr. Chairman, I do not have the wording of the - 
letter of instruction before me. If these words are in that letter of instruction 
I must agree that they are not the words I would use. However, I should like 

to add that I do not believe for one moment, and really cannot believe that Mr. 
Henderson believes for one moment, that the purpose of the use of these words 
by the responsible members of the staff of the treasury board was to say in - 
veiled language to the departments to whom this letter of instruction was 
directed that they should estimate the amount of money that would lapse in 
each of their votes and then hurry up and spend as much of that as they could 
before the end of the year. a 

It seems quite clear to me that any reasonable interpretation of the pur- 
pose and intent of these words would indicate that they were used to issue a 
warning to the departments concerned that they should be careful to deduct 
from any amount that they were going to ask be supplied to them by way of a 
special warrant any amounts that they did not need because these amounts 
were going to lapse through the lack of requirement for these votes to be pro- 
vided before the end of the fiscal year. I must say, quite frankly, to put any 
other interpretation on these words seems to me to strain beyond reason the 
reasonable interpretation which any reasonable man would place upon those 
words. I say again, I can hardly believe that Mr. Henderson is seriously sug- 
gesting that these words were intended to convey some instruction to the 
departmental officers concerned to inflate their requirement to the maximum 
in order to avoid any vote lapse. . 

Mr. HENDERSON: I am not suggesting that I believe the letter contained 
precise instruction of that kind. If I were departmental management and told 
by the treasury board to estimate the amount that would lapse in each vote. 
and to take such amount into consideration, it would not seem unreasonable 
to me that, whereas the treasury board might put one interpretation on that 
instruction I, being in charge of the operation of my department, might con- 
ceivably be tempted to place the opposite interpretation on those words. 7 

Mr. FRANcIs: Mr. Chairman, is there more than one possible interpretation, 


that this is an invitation to do what can be done by way of transfer from 
one item to another? 


Mr. HENDERSON: We naturally go to particular pains at the close of each 
fiscal year to look over the spending patterns, of the departments as best we 
can, in order to satisfy ourselves that there is in fact no accelerated disburse-_ 
ment. This is not an easy job and it involves the question of looking into 
the operation of a department in some considerable detail. In most cases we 
raise these matters with the departments and discuss cases where we think 
an explanation is required. a 

Mr. ForBEs: How would this account have been handled had the govern- 
ment not been defeated on February 5? Would this have been done by 
supplementary estimate? 3 


Mr. HENDERSON: Most of the items in these warrants, Mr. Forbes were the 
‘subject of supplementary estimates, some of which had been laid on the table 
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nd others which had been prepared but not laid on the table. Presumably 
the normal process would have been continued and supplementary estimates 
“would have been passed and there would, of course, not have been any 
Governor General’s warrants. 

: Mr. ForBes: There is no question about the validity of the account but 
rather a question in respect of Governor General’s warrants for the expend- 
-itures? 

| Mr. HENDERSON: As soon as the Governor General’s warrant procedure 
comes into effect the responsibility rests exclusively on the executive to 
decide what expenses are urgently required in the public good when parliament 
‘is not in session and there is no other appropriation pursuant to which 
, “payment may be made. Each minister certifies in respect of his department 
i what in his opinion is urgently required in the public good, and these certi- 
fications, to which lists are attached, are sent to the treasury board which, 
as I think I mentionned last week, goes over these things with a fine tooth 
comb to satisfy itself that they were due for proper inclusion. I know a great 
“many are questioned. I may say to Dr. Davidson that my officers and I did 
discuss this situation, and had a very useful discussion, about it with Mr. 
Bryce and Mr. Balls at the time this note was drafted and before it was 
{ included in my report. It was our combined view at that time that there was 
L merit in the suggestion contained in the note. We recognized that this was 
a difficult area, or, as Dr. Davidson referred to it, a grey area and it might 
"make sense to undertake a detailed study along ieee lines. 


The CHAIRMAN: Dr. Davidson, perhaps I may be allowed to ask a question. 
“Woula I be right in suggesting that section 28 (1) of the Financial Administra- 
tion Act was passed in contemplation of a situation arising following proroga- 
tion or a dissolution, when the normal situation would prevail and estimates 
would have been passed making provision for future proper expenditures, 
: and that having been done, before a new parliament appeared on the scene 
an additional force was required to be sent to Cyprus, for example, or if a 
‘flood occurred requiring emergency relief, such a situation would fall squarely 
within the wording “Urgently required for the public good”? So far as the 
“normal expenditures of the government are concerned, there is sometimes 
an increasing doubt whether these special requirements do fall within the 
Bords “Urgently required for the public good”. 
5 The executive, faced with having to find the money to pay for the services, 
I suppose takes the view, rightly, or wrongly, under the interpretation of 
this section, that they have to pay wages and make contract obligations good 
and then in their thinking it is urgently required for the public good. But, if 
we have a situation where there is dissolution, sometimes unexpectedly, it might 
be advisable to consider some variation or some addition to this particular 
section to cover such a situation so, if there are warrants to be provided, 
there need be no doubt about their validity. In this way we would not have 
ee doubt which does exist from time to time. 

Mr. Davipson: I share that view completely. And, when one looks at 
section 28 (1) against the background of the circumstances of February, 1963, 
nd February, 1958, one really wonders how it was that parliament did not 
make a more explicit provision for this kind of situation. But, as Mr. Henderson 
_ explained in his testimony on Thursday, I think it was, this section replaced 
an earlier section in which special warrants authority existed for the purpose 
of putting back roofs on government buildings that had been blown off and a 
few other contingencies of that kind. I do not think anyone, not even the 
Auditor General, would argue that these expenditures were not urgently 
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The CHAIRMAN: The words used were “when parliament is not in session’’. ; 
What would be the situation if the House of Commons recessed by an order for 
a period of three months and some emergency arises. Is parliament then in 
session for the purpose of this very section? 

Mr. Davipson: Mr. Allen tells me there is an interpretation, which I have 
read but which I cannot put my finger on at the moment, to the effect that 
any parliamentary adjournment, where parliament is rising for a period longer 
than two weeks, is regarded as an occasion where the use of special warrants 
would be legally justified or in order. 

Mr. Hates: Just before we leave this section and to level off the subject, 
I would like to ask Dr. Davidson what plans has treasury board to take care 
of or to look into this accelerated spending toward the end of the government 
year. It is only human nature that if an estimate for a department is in the 
vote that that department is going to spend that money when it may or may not 
be necessary to spend it. Have you any comments in this connection? 

Mr. Davipson: I have never been through the end of a fiscal year yet 
in my present position. I would have to say quite frankly in the six weeks 
that I have been with treasury board that problem has not arisen. 

Mr. Allen, who is here with me from the treasury board staff might wish ~ 
to make a comment in this connection. Mr. Allen has vastly more experience 
than I have in this regard. 

Mr. J. C. ALLEN (Director, Estimates and Administrative Procedures Divi- 
sion, Treasury Board): Mr. Chairman, I suppose our view is not diametrically © 
opposed to that of the Auditor General in this regard, but it is bound to be 
different inasmuch as the Glassco commission has said at the moment most 
of the programs of most departments come under the scrutiny of treasury 
board throughout the year in the form of contract clearances and many other — 
detailed clearances along the way, so that one of the ways in which we think © 
this is controlled is through the submissions by departments to the treasury 
board weekly meetings in respect of proposals for contracts and that sort of 
thing, and were there to be a flood of these at year end due primarly to the 
availability of money rather than due to a reasonable need for these purchases, — 
construction projects, or whatever it may be, this would be very obvious to the © 
ministers on the board. I suppose I could venture the guess that those ministers — 
would be more interested in the merits of the case than the desire to spend the — 
money. 

The only other thing I might add, Mr. Chairman, is that it is our impression, — 
and I hope it will be Dr. Davidson’s a year from now, that clearances by the — 
treasury board, with the advice of this staff, of the main estimates and the © 
supplementary estimates, we think, limits the provision made in the estimates — 
to a reasonable amount that will be required to be spent for the year. 

The CHAIRMAN: Thank you, Mr. Allen. 

Have you a question, Mr. Forbes? 

Mr. Forses: I have one further question. What becomes of the money © 
that is voted to a certain department for an expenditure within a calendar 
year and half of it is left; does that revert to the consolidated revenue fund? 

Mr. Davipson: It never gets out of that fund. The voting of funds by © 
parliament merely means that parliament is saying to the executive authority © 
that this money is available to be taken out of the consolidated revenue fund — 
on an as and when needed basis for the purpose parliament has voted it; — 
but if the expenditure is not incurred then the vote authority lapses at the — 
end of the year and the funds which have never taken out of the consolidated — 
revenue fund to meet an expenditure which never has been incurred remain 3 
where they are. a 
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_ Mr. Murr (Lisgar): I would like to put a supplementary question to Mr. 
Henderson in clarification of example 7. I was wondering if he was suggesting 
the $6,000 cheque was drawn against a surplus appropriation for that fiscal 
year so it would not show as a reduction of the appropriation for the next 
year. Is that what you were suggesting? 

_ Mr. HENDERSON: Yes. Amounts that relate to the period April 1 to March 31 
may be paid during the 30 day period following March 31. In effect, at March 
81, 1963, the books could be kept open for the 30 day period provided for in 
the Financial Administration Act, so the last day would be April 30 in order 
to get it into the year ended March 31. This is to allow for a normal time lag 
in respect of bills and that sort of thing. But, one day later would place it in 
the 1963-64 year. 

Would you like to comment on this, Mr. Long? 

: Mr. Lone: The point here is that this amount was not payable until the 
agreement with the town had been executed; that did not happen until June 5 
and, therefore, the amount should not have been payable before the end of 
April. 

| Mr. Murr (Lisgar): In other words, that $6,000 should have been shown 
as a surplus that lapsed? 

= Mr. Lone: Yes. 

Mr. Muir (Lisgar): And it should have been taken out of the appropriation 

for the next fiscal year? 
f Mr. Davipson: I fully agree with that. But, the only thing that needs to 
be added, and this is added by the department itself by way of extenuation, 
is that the months for which this $6,000 was due were the months January, 
February, March and, I think, either December 1962 or April, 1963, so at 
the time the cheque was requisitioned, namely on April 30, the money actually 
was due to the municipality of Sioux Lookout at that time but for the fact 
that the agreement had not formally been entered into. 

The CHAIRMAN: Have you a question, Mr. Hales? 

Mr. Hautes: Perhaps we should leave my question until later on. It has to 
do with acceleration of expenses, and I am not quite satisfied with the steps 
we are taking to overcome this. Looking at page 146 of the 1962 Auditor 
General’s report I notice that the unexpended balance that lapsed that year 
was $247,437,015. 

‘I take it that those departments all over-estimated that amount of money. 
The CHarrMAN: We could get an answer to this but we will have ample 
opportunity to deal with this in full when we reach a similar item in the 1963 
report. While we have Dr. Davidson here we still have four items which 
were specifically directed to our attention. We have had a very useful discus- 
sion on item 45. Having in mind that $650 million was involved indirectly, I 
think we can say it has been a fruitful and useful discussion. 

Hy Mr. CarpDIFF: I would like to make one comment. Would it not be muck 
‘more appropriate to pass the estimates instead of fighting over a flag in the 
Buse After all, it is more important. 

\, Mr. CHAIRMAN: Thank you, Mr. Cardiff. I think the expression is “I will 
take that under advisement”. 

Mr. Henderson, might we now proceed with the other items to which Dr. 
Davidson will be directing his attention? There are several items under the 
1963 statement. 

' Mr. HENDERSON: The next item, Mr. Chairman, is paragraph 50 in the 


1963 report before you which deals with grants and contributions included. 
1104—33 


314 STANDING COMMITTEE 

in general appropriations. We did discuss this matter rather briefly last Thurs-_ 
day because the principle outlined in the first paragraph of this note is funda-_ 
mental, and, as members of the committee recognize, it is my responsibility to’ 
report any deviations from it that we find in the course of our work. Although 
the particular comment here relates to a Department of Citizenship and Immi- 
gration vote, the important of accurate wording in a vote text is of interest to 
Mr. Davidson as the secretary of the treasury board, and because we hav 
had several instances of this during your consideration of my two reports it 
would be very helpful to have his comments. 


Mr. Davipson: Mr. Chairman, I hope you will not expect me to be com- 
pletely objective about this particular instance that the Auditor General has 
singled out for comment because this is a misdemeanour of my own at a tim 
when I was deputy minister of citizenship and immigration, and I am bound 
to argue the defence of the proposition even if as secretary of treasury boar ' 
I would take a dim view of this being done by any other deputy minister. 

To speak more seriously, there is a problem here which I would like to put 
to the committee, and I would like to say at the outset that I recognize th 
danger of there not being close and accurate control of the expenditure of an 
item such as this through the vote wording in the estimates. We are talking 
here about grants to organizations. There are several kinds of grants to 
organizations. There is the kind of grant that is made to a well-known 
organization such as the Canadian Red Cross Society which receives a grant 
of $10,000 a year, which is pretty much an out and out donation and which. 
is made in recognition of the general work that the Red Cross Society is 
carrying out. There is no particular relationship between what it is that the 
government is trying to do in a specific area of operation and the grant that. 
is made to the Red Cross Society. That is one kind of a grant. 3 

There is a second kind of grant that is made to the Red Cross Society, and! 
that is the kind of grant that is made, let us say, to the Red Cross Society 
because of the work that it does in veterans’ hospitals—work which if the 
Red Cross were not doing it with the financial support that the government! 
is giving it, would possibly have to be done in part or in whole by the Depart- 
ment of Veterans Affairs itself. 4 

To come a little bit closer to home, there are, for example, two kinds of) 
grants that were in question in the Department of Citizenship and Immigra | 
tion when I was there. There was, for example, a grant such as is made ever y 


amount. 


establishment of Indian friendship centres in many cities across Canada. The 
position that was taken by the Department of Citizenship and Immigration, : 
which is responsible for both citizenship and Indians, was that there were 


ko 


many Indians who came in to work in the larger cities such as Winnipeg and 
Toronto, who were living down in the less desirable parts of the city, who had 
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roblems of association with decent, respectable people of the community. It 
vas felt by the department that the assistance that was needed to help these 
Indians find a place for themselves in the community in which they were living 
was not something that we could possibly do from headquarters or from official 
sources, What was required more than anything else was acceptance by the 
‘community of these Indian men and women as a part of the community, and 
for this purpose groups of citizens in these different communities who were 
interested in helping Indians should be encouraged, with the plans that some 
of them had in mind, to create settlements, community centres, and friendship 
houses as they came to be called. These grants began to be made first of all 
beginning with the friendship centre in the city of Winnipeg in the amount of 
$5, 000 for three years. This happened two or three years before the question - 
which the Auditor General refers to here arose in 1962-63. Under the pattern 
created by the friendship centre in the city of Winnipeg, a number of other 
cities in western Ontario and the western part of Canada also began, with 
some encouragement and stimulation, to organize groups of citizens into friend- 
“ship centres. The Department of Citizenship and Immigration felt that it should 
have some flexibility provided within the vote which would enable it to pro- | 
vide encouragement in small grants of $1,500, $2,000 and perhaps, in some cases, 
as little as $500 to these organizations. At one point in time it became clear 
that in Fort William a group of citizens had reached the point where, with a 
little financial encouragement, they could organize themselves and establish a 
friendship centre. At that point the department wanted to be in a position to 
“make a small grant by way of encouragement, even though it had not been 
able to foresee this possibility at the time of estimates preparation eighteen 
‘months earlier. I merely want the members of the committee to know that it 
was this situation that produced this result. 
i If the citizenship and immigration department had in fact in those cir- 
“cumstances been restricted by the wording of the vote to the organizations 
et were detailed in the estimates in the amounts for those organizations that 
were detailed in the estimates—in other words, to the global amount that was 
Be oresented by the sum total of the organizations and the amounts that we 
could foresee 18 months ahead of time—the submission from the departmental 
pont of view is that they would find themselves in a position in which they 
could not act to make these timely and significant contributions to new friend- 
ship centres at a time when it is particularly important that they should make 
them if they are going to encourage this type of program to develop. This is 
regarded as an integral part of the responsibility of the branch to promote 
good citizenship so far as this type of program assists in the integration of 
‘Indians in our Canadian communities. 
V) This is not to say that the practice of spelling out the names of the organ- 
‘izations and specific amounts in the detailed estimates should not be applied 
to organizations in which the amount of the grant has been stabilized, when 
at becomes repetitive year after year after year, and ceases to have the 
‘relatively dynamic purposes that were envisaged as being the purposes for 
which these particular grants could be used. That is the defence that would 
FE. made from the point of view of the department. The fact that the vote 
| wording here does not contain a dollar limitation or a reference to the details 
in the estimates would be their defence inasmuch as the details in the estimates 
| would limit the ability of the department to make grants to those organizations 
for which the names could be supplied at the time the estimates were being 
| presented, some months before the beginning of the fiscal year. 
Mr. Muir (Lisgar): Is that what you would call an open-end year if 
“you were supplying certain money for certain organizations and then like 
organizations wanted to come in afterwards? Would you therefore feel obliged 
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Mr. Davipson: If the wording of this vote is maintained in this wa —- 
and Mr. Henderson draws attention to this fact—it is possible to transfer be- 
tween allotments a sum of say $10,000 from postage and telegraph to grants” 
for citizenship promotion. It is perfectly correct that it then becomes possible 
to transfer from one primary in the vote to this primary of citizenship promo- 
tion and to make grants to a number of organizations which might not be 
foreseen at the time the estimates were presented to parliament. 

The CHAIRMAN: Have you any comment, Mr. Henderson? 


Mr. HENDERSON: I am hoping, Mr. Chairman, that the committee might : 
see fit to re-endorse the important principle reiterated in paragraph 50. While 
Dr. Davidson was describing the situation surrounding these particular grants” 
and contributions Mr. Long and I recalled the action of the British House of 
Commons and the British public accounts committee in a similar case. I am 
going to ask Mr. Long to give you an interesting quotation from the British 
public accounts committee on this very subject because it is extremely perti- 
nent. ) 

The CHAIRMAN: Mr. Long. . 

Mr. G. R. Lone (Acting Assistant Auditor General): This quotation of 
the British public accounts committee in 1923 referred to a grant in aid to” 
the Lord Mayor’s fund for the relief of Armenian refugees. The quotation is 
this: 


We are strongly of opinion that in all future cases where parliament is’ 
asked to vote money as a grant in aid the exact amount of the grant 
should be specified in the estimates so that parliament may be aware 
of the precise sum which it is proposed to exempt from the ordinary 
conditions which govern accounting for voted moneys. | 


The CHAIRMAN: Are there any further comments? 

Mr. FrRANciIs: Mr. Chairman, I am still trying to sort out the differences. 
The Auditor General has said that he feels there are circumstances in which | 
perhaps the usual audit of government expenditures is not quite possible, but 
there should be a specific amount spelled out in the vote. Does Dr. Davidson 
feel this is not required as a general principle? What is Dr. Davidson’s position 
on this? 

Mr. Davipson: I would certainly agree with this as a general principle in 
terms of grants which might be described as handouts for which there is no 
relationship between the purpose of the grant and the work in which the 
government is engaged. I am not so certain that I would endorse that proposi- 
tion in circumstances in which one is using an organization to accomplish a> 
purpose that is directly related to the general purpose of the vote itself. 

May I just remind the committee that this is a primary within a vote, 
the vote is for the citizenship branch in the Department of Citizenship andl 
Immigration, and the vote is entitled “Grant for citizenship promotion”. t 

Mr. FRANCIS: Is the test the nature of the activity? Without the grant gov- 
ernment might have been committed to funds for its own purposes. With the . 
grant there might be a saving in other aspects of government administration. | 

Mr. Davipson: I think the test is that there should be a clear relationship | 
between the purpose for which the grant is being made, the program which | 
is supported in part by the grant and the purpose of the vote of which this 
grant forms a part. 

Mr. FRANCIS: Granted this is still not opening up quite a new field of 
public administration, if you abandon the principle of a specific amount being | 
put in the yearly estimates of which parliament approves. . 

Mr. Davipson: You may be right. 
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Mr. FrANcIS: I am just asking the question. I am trying to sort out your 

" position. 

P Mr. Davipson: I recognize the problem. I am certainly concerned about 
the problem, and I am concerned about ensuring that there is no means by 
which abuses can creep into the system; but I am concerned about the extent 
to which one is driven by this principle to the spelling out of a tremendous 
amount of detail in the estimates. If you look at a number of other votes, ‘for 

~ example, you will see there are some new votes in the Department of National 
Health and Welfare, with which you are familiar, Mr. Francis. For example 

there is a new program of National Welfare Grants including grants to schools 
and to social work. Here again in this department one has two kinds of grant 
being made; one has the vote that lists grants to health and welfare and 
related organizations, where the same amount of money is being voted more 
or less automatically year after year—the Canadian mental health association 
- and so on and so on. Then one has the new program which the government has 
recently initiated—a program which was initiated by the government three 
years ago or so, the national welfare grants program. 

Is one led by the acceptance of the principle referred to by the Auditor 
General to the application of it to the extent where a program such as the 
national welfare grants program will have to spell out in the detail of the 

estimates the precise amount given to every one of the schools of social work 
across Canada and every one of the organizations that under that grants 
program will be receiving grants for that specified purpose? 

; Mr. Francis: Under these specific grants, is there not a specific monetary 

amount placed before parliament? 

Mr. Davipson: Yes, for the program as a whole but not a specific amount 

- for schools of social work as such within this grants program. ; 

3 Mr. CaMEROoN (High Park): Who makes the decision with regard to who 

receives these gifts or contributions? Is that the minister, the deputy minister 
or a combination of both? 


7 Mr. Davison: As I recall it, Mr. Cameron, in the case of the citizenship 
item with which we are dealing now grants below a certain amount—I think 
below $1,500—-were made on the recommendation of the director of the 
citizenship branch and with the authority of the deputy minister. 
Any grants above that had to go either to the treasury board or to the 
- governor in council for approval. I would like to make it quite clear that I 
am merely trying to pose the problem as I see it. I am concerned about the 
consequences as I see them for the total estimates. If there is a too rigid 
insistence on what certainly on the face of it appears to be obviously the 
proper statement of the principle—that any money that is proposed to be 
_ given as a grant to a non-governmental organization should be specially listed 
_ by name and detailed in the estimates—I think if we searched the complete 
- range of the estimates at the present time and applied this principle literally 
' to every one of them, we would be carried pretty far in the inclusion of 
- detail in the estimates which would not, in my judgment at least, facilitate 
the consideration by parliament of the real purposes for which the moneys 
' are being asked of parliament. | 
| I would like to find, frankly, some point at which we could draw a 
reasonable line so that in acceptance of the very valid principle which Mr. 
Henderson is bringing forward here we would not be carried by our own 
_ logic into accepting it to a length which I think would go far beyond what 
the committee might have in mind. 
Mr. CamERoN (High Park): The treasury board has really settled that 
principle in the instance that you mentioned up to a certain amount, in that 
the director of citizenship or the director of immigration on the recommenda- 
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tion or with the approval of the deputy minister can make a grant. If it goes — 
over that amount, then it has to go back to the treasury board. Your problem — 
is to get the money somewhere out of your own organization, is it not? i 
Mr. Davipson: If we go beyond the provisions made in the details of the | 
estimates, we have to take the money from some other portion of that same. 
vote. We certainly cannot go beyond the vote. 
Mr. CAMERON (High Park): You could not take it from postage? Did you © 
not mention postage? 4 
Mr. DAvipson: Yes, or from travelling expenses. It is a device to transfer — 
between allotments within the vote. | 
Mr. CAMERON (High Park): What do you do if you are short of oe 4 
expenses? 


Mr. Davipson: You cannot go beyond the global sum of the vote. 4 


Mr. CAMERON (High Park): You would have to get a supplementary | 
estimate? 


Mr. Davipson: That is right. 


The CHAIRMAN: Or a Governor General’s warrant. Are there any further | 
questions? 


Mr. HENDERSON: I think we might move a little faster here. There are 
not very many items remaining. The next paragraph we shall deal with is 
paragraph 94 on page 62, “Overpayments of Salary.” 

The CHAIRMAN: We will now deal with paragraph 94: 


94. Overpayments of salary. Rates of pay for the civil service are 
established under the authority of sections 11 and 12 of the Civil Service | 
Act, which read: 


“11. The governor in council, after the commission has had an op- 
portunity of considering the matter and after considering any recom-_ 
mendations made by the commission, shall 
(a) establish rates of pay for each grade: and 
(b) establish the allowances that may be paid in addition to pay. 


“12. The rates of pay for grades shall consist of minimum rates, 
maximum rates and one or more intermediate rates, or such other rates” 
as may in any special cases be appropriate.” 

The treasury board, acting for the governor in council, by T.B.. 4 
598360 of July 26, 1962 established a rate of pay for an individual em-— 
ployee in excess of the authorized rates for the employee’s grade, with 
effect from January 1, 1961. This conflicted with a ruling given by the — 
Minister of Justice in 1929 to the effect that the governor in council had | 
no power under the old Civil Service Act to approve of rates of com- 
pensation which would raise the salaries of a few persons in a class; in 
other words, the class was to be dealt with as a whole if at all. As the] 
new Civil Service Act had come into force on April 1, 1962, the question - 
was again referred to the Department of Justice and the deputy atterney 
general expressed the opinion on June 7, 1963 that sections 11 and 12. 
particular person or employee in a grade, or in respect of a emi 
position in a grade, in excess of the rates established for that grade. — 

A copy of this opinion was sent to the central pay office on June 1s 
1963 (the Department of Finance and the Civil Service Commission were — 
ceiving excess salary in October 1963. 

Copies of the deputy attorney general’s opinion were sent to the 
secretary of the treasury board and to the comptroller of the treasury 
on August 12, 1963, in connection with a treasury board minute of May 
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of the present act do not authorize a rate of pay to be established for a 
advised by the Department of Justice) but the employee was still re- 
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9, 1963 which established special rates of pay for three grades in the 
class “collector, customs and excise”, and directed that payment at the 

special rates be made to certain employees in this grades. The employees 

concerned were still being paid at the special rates in October 1963. 


Mr. HENDERSON: Rather than go into the details of this note, I might tell 
you that the situation outlined here has been regularized by the treasury 
- board as recently as December 5, 1963. Pursuant to section 74 of the Civil 
Service Act it approved the exclusion of the employees referred to in this 
paragraph from the obligation of section 12 of the said act, and it approves 
Mine payment of higher rates of pay. Therefore, the point I made has been taken 
E care of by the treasury board action. Consequently you may not want to take 
‘any time to discuss it. Shall I proceed? : 
The CHAIRMAN: I think so, since you say the matter has been regularized 


2 now, and is in a good situation. 

Fe Mr. HENDERSON: Now, we turn to paragraph 95. 

ie The CHAIRMAN: Paragraph 95: 

Ee 95. Granting of sick leave to employees prior to retirement. An 
| ee opinion was given by the deputy minister of justice in 1930 to the effect 


that, since sick leave is granted for the purpose of enabling an employee 
to resume his duties in the public service, it could not properly be 
granted to an employee if his department had information that he would 
not be able, or did not intend, to return to duty at the termination of 
such leave. 

In June 1963 the audit office informed both the chairman of the 
Civil Service Commission and the secretary of the treasury board of 
the opinion expressed by the deputy minister of justice and each was 
asked if the opinion conformed to his understanding of the policy 
intended to be applied. The former replied that it was the intention of 
the commission to examine the desirability of continuing the practice 
which had been followed for many years and that if it were concluded 
that this should be the case, consideration would be given to the most 
appropriate means of achieving it. The secretary of the treasury board 
informed us that the board had expected that the provisions of the 
civil service regulations which had remained unchanged when the pres- 
i ent regulations became effective on April 1, 1962 (no change was in- 

volved in the discretionary aspect of sick leave) would continue to be 


SPE ne ee Pe ee 


co 


TSS 


B interpreted and administered as they had before. He also stated that 
He the board expected that the discretionary feature of sick leave would be 
fe applied in such a way “as to avoid conflict with the disability allowance 
i! provision of the Public Service Superannuation Act”. 


Mr. HENDERSON: The point in issue here is whether a civil servant should 
- be permitted to exhaust all of his or her sick leave credits, when it is known 
that he or she does not intend to return to active duty. The former policy was 
that sick leave was intended for the purposes of enabling an employee to return 
to his or her duty, and it seemed to us to be a most reasonable one. The fact 
that the treasury board had not anticipated any change due to the coming into 
force of the new Civil Service Act would seem to indicate that the former 
policy should still prevail, and that the new act and regulations should be 
_ amended to make this clear. Perhaps Dr. Davidson might wish to say a word 
about it. 

Mr. Davipson: Yes, Mr. Chairman. I take it there is no question as to the 
legality of the practice which has developed under the new regulations, even 
though there is some question whether it was in the mind of the treasury board 
; qoembers that there should have been a change. I take it that the ruling of the 


320 STANDING COMMITTEE 


deputy minister of justice is that section 47 permits the deputy head who is 
satisfied that an employee is unable to perform the duties of his position be- 
cause of sickness or injury, to grant him leave of absence with pay to the 
extent that such leave has been earned by that employee in accordance with 
the provisions of the regulations. I take it that this is in effect at the present 
time, and is the governing law on the subject. The question is whether inad- 
vertently there was through the passage of the new regulations a change in 
the regulations governing sick leave provisions which was not intended. If I 
read correctly from the paragraph on page 64 of Mr. Henderson’s report, it@ 
would appear from the reply, which I quote that: j 


The secretary of the treasury board informed us that the board had 4 
expected that the provisions of the civil service regulations which had — 
remained unchanged when the present regulations became effective on 4% 
April 1, 1962...would continue to be interpreted and administered as 
they had been before. 


Now, I have not had the time myself to go into the question as to what 3 
the treasury board’s intentions were with respect to these regulations. About — 
all I can do under the circumstances is to say that I intend to take this matter 
up both with the chairman of the Civil Service Commission as well as members — 
of the treasury board, and to come to a decision then as to whether or not these 
regulations should be changed to bring them into line with the situation as it _ 
was before. The decision will of course depend on the treasury board’s view 
of the desirability of making that change. 


The CHAIRMAN: Would you agree, Dr. Davidson? The point as I read the 
Paragraph is that in a case where it became quite definitely known through ~ 
the deputy minister that the employee did not intend to return to work, that — 
this situation would not be proper, and that the sick leave would be in a dif- 
ferent category; and that when it was known, or it was felt that he hoped to 
return, there is a distinction in your mind between the two cases? 


Mr. Davipson: I have no doubt that this conforms to the deputy minister 
of justice’s view. In a situation where it is clear that the employee in question, 
even if restored to health, has no intention to return to work, there is no entitle- 
ment to sick leave, in my opinion, under these circumstances; and any deputy 
minister who insisted on continuing to provide sick leave under such circum- 
stances would be using his discretion, in my judgment, improperly. 

It is not quite so clear, however, when you encounter a situation where 
there may be medical indications that the employee may not ever be able to 
return to work, but the employee has not accepted this in his own mind, and — 
so far as he is concerned he is carrying on in the hope and expectation of — 
returning to work as soon as his health permits him to do so. I think this is © 
an area where there is much more of a case for the exercise of discretion on — 
the part of the deputy head up to the point where there is accumulated leave 
entitlement. 

I come back to the point, however, that it does not seem to be clear 
whether there was a conscious change in the regulations or an unintended 
change in the regulations. I would like to establish that point by taking this 
problem back to the treasury board, explaining to them what the issues are, 
and getting the treasury board’s view on what they really intend these regula- 
tions to provide. I have to admit that I am also in some doubt on another point. 
Perhaps Mr. Henderson or someone might help me here; but I am in some 
doubt as to who it is who can initiate changes in the civil service regulations, 
assuming that the treasury board should feel that this was a regulation which 
should be changed. Is it the prerogative of the treasury board to change these — 
regulations or to recommend to the governor in council that they be changed, © 
or do the changes have to originate with the Civil Service Commission? 
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Mr. Francis: This is one of the things we could clear up when we set 


up a system of collective bargaining through staff associations. 


Mr. Murr (Lisgar): I am wondering how a determination can be made 
in respect of whether or not an employee intends to return. 

Mr. Davipson: It is difficult. 

Mr. Wincu: He may take all his sick leave before he lets you know 
whether or not he is coming back. Human nature being what it is, having 
sick leave coming to them, they think they are entitled to it. 

Mr. Murr (Lisgar): I do not think a deputy minister should discriminate 
in respect of what is fair for one or another. 

Mr. WHELAN: I am in a little doubt with regard to sick leave. How many 
days sick leave may a person build up after so many years of employment 
how long does he have to be employed before he builds up any sick leave? 

Mr. Lone: Fifteen days a year starting from the day he starts work. 

Mr. WHELAN: What about a person who never takes a day of sick leave? 


Mr. Lone: It accumulates for 20 years. 

Mr. WHELAN: How many days is he entitled to; is he allowed so many 
days for the 15 or 20 years? 

Mr. Lonc: Fifteen days per year for each year he works, 
had any sick leave. 

Mr. WHELAN: What about a person who has taken 15 days a year, and 
then is sick? He would not be entitled to anything if he was off for two 
years? 

Mr. Davipson: That is right. 

Mr. FRANCIS: Dr. Davidson brought up the point of who initiates a change 
in the regulations. There is nothing before us which indicates an answer to 
the question. I do not like a discretionary feature in this area. I feel it operates 
to discourage the kind of person who does not abuse sick leave. The exercise 
of discretion by the deputy head creates a potential incentive to use sick 
leave. I was not being facetious when I said I think this could be one of the 


areas which would be quite appropriate for collective bargaining in staff 
é 


if he has not 


associations. 

The CHAIRMAN: I am sure Mr. Henderson in his follow-up report next 
year will report back to us in respect of what has developed out of this. 

Is there anything else, Mr. Henderson? 

Mr. WincH: I seem to remember we were most interested in hearing 
from Dr. Davidson concerning his views with regard to how far the Auditor 
General’s department can go in drawing attention of department heads, or of 
this committee through his report, to cases where he thinks there may have 
been a waste of money or inefficiency. 

Mr. HenpEeRSON: I think Mr. Winch is referring to paragraph 11, having 
to do with the findings of the royal commission on government organization. 

Mr. Wincu: I believe this was held over so that we might have the views 
of Dr. Davidson. 

The CHAIRMAN: That is right. We stood this paragraph. 

Mr. WincH: We do not want to feel that the auditing staff is stepping into 
the field of the treasury board where it has no business; but at the same time, 
if the Auditor General feels there is a degree of inefficiency he has the re- 
sponsibility to bring this up. 

Mr. HENDERSON: It is paragraph 11 on page 8 which we discussed last 


. Tuesday. 
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The CHAIRMAN: Yes. Would you comment on that, Mr. Henderson, and — 
then we will have Dr. Davidson’s views. 4 


Mr. HENDERSON: In this section of my report I set down my conception of % 
my responsibility in connection with waste and extravagance, and my duty a 
as Auditor General to study reports prepared by or for the management of i 
departments and agencies directed towards the saving of public money by — 
the elimination of wasteful practices and unnecessary or uneconomical opera- 
tions. 


I said that to the extent such reports correctly indicate where and how ~ 
savings can be made, I feel the Auditor General has a responsibility to parlia- 4 
ment to follow through and ascertain what action has been or will be taken — 
toward achieving such savings, or if no action is taken, to inquire why. : 

I went on further to point out that with regard to the particular recom- — 
mendations made in any such report—and in this instance I referred to those 
made by the royal commission on government organization—the decision in | 
respect of the extent to which such recommendations are to be implemented 
must be at all times and is the responsibility of management. I then concluded | 
by saying that it is not my intention to express views at this time on any of | 
the individual recommendations, but with regard to the commissioners’ findings _ 
—that is to say, the disclosures in this case in the 24 reports in the five volumes _ 
—I believe it to be of considerable importance that those relating to outdated 
procedures, uneconomical operations and wasteful practices be effectively dealt 
with not only in the interest of improving efficiency, but because of the sub- | 
stantial savings of public funds which could result. I went on to say that I shall — 
consider it to be my responsibility to follow through on the action taken on | 
such findings of the royal commission on government organization, and to © 
report thereon to the House of Commons. 

Last Tuesday we had a discussion about this to which Mr. Winch and Mr. 
Muir were good enough to speak and the matter was left for the purpose 
of inviting any comment on the subject from Dr. Davidson today. 

The CuHarrMaAN: I think that is right. Dr. Davidson, what is your view on 
this? 

Mr. Davipson: Mr. Chairman, I think it would be presumptuous of me to 
even express an opinion with regard to what are the duties and responsibilities 
of the Auditor General. The Auditor General is a servant of parliament; his 
statutory duties are laid down in the Financial Administration Act. His statu- 
tory duties and responsibilities can be defined with relative ease by taking a 
look at the provisions of the Financial Administration Act, which sets out in 
sections 65 and following the duties and responsibilities which, by statute, are 
placed upon the office of the Auditor General. 

Now, certainly that is the hard core of the Auditor General’s duties and . 
responsibilities. I suspect that beyond that hard core, the concept which any j 
Auditor General has of his further duties and responsibilities in the non- © 
statutory field would vary according to the personality, make-up and outlook 4 
of any given Auditor General from time to time, and also, I have no doubt, © 
it will vary also from time to time with the same Auditor General, depending — 
on the circumstances which he finds himself facing in his auditing of govern- 
ment accounts. 

To illustrate what I mean,—and I would invite the attention of the members _ 
of this committee to this example,—I would refer to the circumstances of 1958 j 
when special warrants were used and $15,000 was left untouched in the special — 
operating account of the national gallery, and the Auditor General of that date } 
had no observation to make in respect of it, and almost no observation to make { 
about the procedures that were used by the treasury board and the government # 
at that time in the use of special warrants generally. 
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_ In contrast to that, six years later under a different Auditor General and 
under circumstances which are remarkably similar, the date of the dissolution 
_ being only seven days different, the present Auditor General felt constrained 
- to make observation about certain procedures used in respect of special warrants, 
_ including the use or non-use of the special operating account of the national 
_ gallery, which we have been discussing this evening. 
‘= I do not think there is any way of judging beyond the hard core, which 
ah consists of the statutory responsibilities of the Auditor General as set out in 
_ the law, what any given Auditor General at any given time should be expected 
# to report on, should be required to report on or should be prevented from 
f reporting on. This is an area of judgment which the Auditor General has to 
exercise on his own responsibility, in respect of which he will no doubt seek 
the guidance either from his master, parliament, or from a select committee 
representing his master in the form of this committee, as indeed he has been 
- doing from time to time. 
bo There are just two things I would add to that rather general observation. . 
I think Mr. Henderson will not mind my saying that he had the courtesy, before 
writing these words contained in paragraph 11, to come to see me. I was at 
that time head of the bureau of government organization in the privy council 
office, and he discussed these paragraphs with me. I offered not the slightest 
criticism or difference in point of view regarding the validity of the opinions 
expressed in this paragraph. I made only one comment and I think Mr. 
Henderson will bear me out in this regard. I did say to him in respect of 
paragraph 11, which states: “By the same token it is the duty of the Auditor 
- General to study reports, etc”.—I thought it would be a more accurate rep- 


a 


; resentation of the situation if these words were to read, “By the same token 
2 it is my view the duty of the Auditor General to study reports etc.” 

fe I think this concept of the role of the Auditor General, as set out in this 
i" part of paragraph 11, is a concept which lies in the area of judgment and 
iy opinion; it is not clearly part of the statutory role of the Auditor General, 
ik authorized by law, as I read the law, to take upon himself, as his duty and 
i responsibility, the duties and responsibilities which are set out here. This is 
i. in my judgment a perfectly legitimate and consistent concept of the role of 
the Auditor General but it is one which extends beyond the realm of the 
statutory authority and into the realm of opinion. It is for that reason I took 
the opportunity at the time I did of expressing my opinion to Mr. Henderson, 
that the statement in paragraph 11 of his report would be more accurately 
stated if it were made clear this was his view of his concept, instead of stating 
_ in quite such categorical terms, as being a statement of fact, that it is the duty 

of the Auditor General. 

May I just go on to say one final thing, Mr. Chairman? 

The CHAIRMAN: Surely. 

Mr. Davipson: There is a problem which presents itself. The Auditor 
General is a servant of parliament and it is his duty to report after the damage 
_ has been done in respect of things that have been done wrong. It seem to me 

there is a constant danger of an officer placed in this position, moving into the 

_ management area by advice to government, of which he is not a servant, 
| because he is a servant of parliament, stating how it should manage its affairs, 
in ways which under certain circumstances could involve this officer in joint 
responsibility with the government for the decisions which the government 
takes upon his advice. 

I believe that this is in effect what Mr. Henderson himself is referring to 
here when he says he takes no responsibility,—and I cannot find his exact words, 
but I am sure I have the gist of it here,—for decisions taken with respect to 
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such recommendations by the government. It seems to me this indicates Mr. © 
Henderson is touching upon the same point I am endeavouring to touch upon. ~ 
I am trying to make a distinction between the responsibilities of the Auditor % 
General to parliament, in reporting upon actions of the government, which ~ 
he must do as his statutory responsibility, and that situation which would — 
develop if an officer in his position were to become too closely associated with, 

and to that extent responsible for, any part of the actions of the government — 
on which he is obliged to report to parliament. | 

I do not know whether I am making this distinction clear or not, but I think 
there is a problem area here which has to be resolved in only one way, and 
that is by the judgment of the Auditor General himself, supported by the 
guidance which he can receive from this committee or from parliament, of 
which he is a servant, regarding how far he can usefully serve parliament by 
involving himself in areas relating to management decisions, which are not 
his statutory responsibility, but in respect of which, by his helpful advice to 
management he may avert circumstances on which he would be obliged later 
to report adversely to parliament. 4 

Mr. Hates: Mr. Chairman, along this line of thought, I think a man in — 
business hires a professional auditor, to audit his books, who is obliged to give j 
a profit and loss statement only, but who goes beyond that point and shows ~ 
the businessman where he has made mistakes, where he has been extravagant, 
or where he should curtail expenditures. I think a man in business will think ~ 
more of such an auditor for that service rendered than one who does not render 
such a service. I think the same principle can be applied to an audit of the © 
governments books. However, I do realize that when business becomes really ; 
big an auditor is hired to prepare a profit and loss statement, and if that state- 
ment indicates something other than a desirable situation, a consultant manage- — 
ment firm is hired to find out where the weaknesses lie. I think that analogy — 
applies in respect of the circumstances outlined by Mr. Davidson. 

The CHarRMAN: Perhaps I might ask Dr. Davidson one question. I should 
like to have some clarification in respect of one point which was touched upon 
during his discussion of this item. 

Dr. Davidson, you referred to the statutory duties of the Auditor General. 
We find at page 1 of the Auditor General’s report a list of his duties as outlined i 
in section 70 (1) of the Financial Administration Act, and the very interesting | 
statement at the end of those listed duties reading as follows: y 

...and to any other case that the Auditor General considers should be 
brought to the notice of the House of Commons. ] 


I suppose this illustrates your point, that it is entirely a consideration of the ; 
Auditor General himself what he feels should be brought to the attention of 
the house. 

In my own profession we have a saying that the measure of justice cor- . 
responds to the length of the lord chancellor’s foot, which means that one could _ 
take the same set of facts before different courts and different judges would | 
hand down different decisions. This would be the particular section you had _ 
in mind when indicating what cases in the meaning of this subsection should _ 
be brought to the attention of the House of Commons by the Auditor General 
himself in his particular examination. This is what you have in mind, I presume. 

Mr. Davinson: This and section 67. | 

In respect of section 70, although I am no lawyer, my attention is drawn I 
to the fact that it is the word “case” that is used and not the word “matter”. 
I have no difficulty in accepting the interpretation of section 70 (1), particularly 
these last two lines, which clearly authorizes and requires the Auditor General 
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‘to report to the House of Commons any case other than the cases that are 
detailed in A, B, C, D, E and F, which attracts his attention for any reason. 
This, however, is not the area ‘that we are discussing now, particularly in 
respect of the kind of issues that arise in section 11, where we are discussing 
management advice to the government, and the principles that are involved 
in the decisions that government has to make, the extent to which it is going 
to implement the decisions of the royal commission—considering ways and 
‘means by which a better organization or administrative approach to a problem 
would save the government money through a more efficient practice, and so on. 
Here we are not dealing with any individual case; we are dealing with principles 
‘and issues, management practices, the kind of advice that oftentimes in the 
‘business world is obtained through the services of management consultants 
and oftentimes also through chartered accountants who do the auditing of the 
books. It is in this area that I think questions of judgment are raised which 
‘the Auditor General obviously has to resolve in his own way, depending on 
how far he feels it is right and proper for him to move into the area of coun- 
‘selling the government, which is one client, in respect of how it should handle 
its affairs, when his statutory duty is to report on the actions of government 
to another client, which is the parliament of Canada. 


Mr. HenpERSON: Mr. Chairman, may I address my reply in this regard 
to Dr. Davidson and to the members of the committee. As you no doubt know, 
the 24 reports of this particular royal commission contained a great many cases 
illustrating waste. They refer to procedures which are outdated and which, 
if changed, could save public money; they refer to uneconomical and unbusiness- 
like operations; they suggest how public money could be saved, and they deal 
‘with outright wasteful practices. I am not referring to their recommendations; 
‘they are not my business. But, I am referring to the Royal Commission’s disclo- 
‘sures or findings of these instances assuming these instances, are proven and do 
‘in fact exist. There are many cases as Dr. Davidson and I know, where the 
facts are not correctly stated by the Commission but, at the same time, there are 
many which are correctly stated. What I am saying to you is that I conceive it 
‘to be my responsibility to take note of these particular findings disclosing 
‘eases which are wasteful or extravagant and to the extent that I see fit ask 
the executive departments “what are you doing about these?” And, if they. 
are not doing anything about these things, ask “do you plan to do something 
and if not, why not?” And to the extent that I believe that the resulting situa- 
tion should be brought to your attention I consider it to be my responsibility to do 
so. You have asked me to set forth for you in my reports all cases of non- 
productive expenditures and waste which my officers and I encounter in our 
-audit work. There are numerous comments in my reports indicating unbusiness- 
| like practices, uneconomical operations, wasteful practices and, as the watchdog 
i of parliament, charged with reporting on the accounts to you, I find it very 
‘difficult to ignore a set of 24 reports which contain a considerable array of 
these very things. 

i I do not intend and never have sought to tell the government what to do. 
fl do not assume the role of a management consultant. But, if they see fit to 
cask my advice—and I might say that a great many of the departments come 
to us and ask us questions—we are happy in cases where we feel we can help 
‘them to answer their questions. But, we never intrude unless specifically 
‘requested to do so and such occasions are rare indeed. To me, this is very much, 
“as Mr. Hales has said, the constructive and modern aporoach to auditing work. 
‘It is the way the large professional auditing firms operate. I feel I would be 
doing less than my duty if I did not raise these matters and set them down in 
‘this form in my reports to you. Therefore, any expressions that you can give 
I e in respect of this particular concept are very helpful to me. I am grateful 
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for the way in which Dr. Davidson has outlined his point of view. I find it most 
helpful and very fair. Believe me, I am not seeking any more work than I have; 
I have quite enough. But I do conceive it is my responsibility to take a stand 
in respect of things that I believe I am expected to do for you. q 

The CHAIRMAN: Are there any questions on this? We have had a very good | 
discussion. If not, are there any further matters, Mr. Henderson? 3 

Mr. HENDERSON: We have not touched on the estimates. i 

The CHAIRMAN: Yes. You are referring to the form of the estimates. This 
is the other item. 

Mr. HENDERSON: The remaining item has to do with paragraph 9, the form — 
and content of the estimates. 

The members of the committee will recall how the committee an 
this matter when it was studying a somewhat similar comment in my 1962— 
report last December when, in the committee’s third report, 1963, it made. 
three immediate recommendations. The first recommendation had to do with 
the adoption of the revised vote pattern which had been proposed by the 
treasury board for introduction into the main estimates 1964-65, subject to 
certain improvements I had suggested to officials of the treasury board during 
the meetings of Mr. Wahn’s subcommittee. ; 

The second recommendation was the inclusion of supporting financial in- 
formation of crown corporations and other public instrumentalities in the 
details of services for the purpose of providing better information to the mem- 
bers and to the public in respect of the nature of the fiscal requirements of the 
crown corporations and other agencies requiring financing by parliamentary 
appropriations. 

Now, the nature of what we had in mind here is described under paragraph 
9 and would consist of both operating and capital budgets of crown corporations. 

The third recommendation was the presentation of additional information 
in the estimates concerning the staff of all government departments and the 
crown corporations and other public instrumentalities that I have referred to. 

In making these recommendations, the committee in its third report in 
1963, recommended the adoption of as many of these three improvements as 
would be practicable in the main estimates of 1964-65. 

When I presented my follow-up report to the committee, which we dis- 
cussed on May 26 last, I was able to tell you that the first of these major im- 
provements, namely the revised vote pattern, had been adopted by the treasury 
board in the presentation of its main estimates for 1964-65. However, the sup- 
plementary financial information regarding crown corporations and other 
public instrumentalities and the presentation of additional staff information in 
the estimates were not given in the main estimates for 1964-65. When this 
matter was discussed in the subcommittee the secretary of the treasury board 
pointed out that it might not be practicable to include this particular informa- 
tion in these estimates because of the time schedule with which he was faced. i 
He said that he would wish to discuss the disclosure of this information with 
the crown corporations and other public instrumentalities and at a later meeting — 
of the subcommittee reported on the extent to which he had been able to do 
this. He had not seen them all, but he had seen a number. He stated that © 
generally speaking the proposal appeared practicable enough and my officers 
and I were left with the impression that this information would be given when t 
the next set of estimates was prepared, namely 1965-66. | 

I have had a brief talk with Dr. Davidson concerning this situation, so 
perhaps he can add something further now on this point, which was the one 
we left over from our last meeting. 


; 
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Mr. Davinpson: Could I first of all deal with the second of the two points 
that Mr. Henderson referred to as being the recommendations of the committee 
in its report of Thursday, December 19, 1963 which had not been implemented 
in the 1964-65 estimates? I think I am correct in saying that so far as the ad- 
"ditional presentation in the estimates concerning the staff of crown corporations 
_and other public instrumentalities is concerned, it is the intention to provide 
or that in the estimates for 1965-66. With that we will have taken care of two 
E of the three recommendations of the committee. 


"i I confess quite frankly that I am in some difficulty and confusion about 
“the other recommendation, partly because I am not at all clear on what the 
commitment of the previous secretary of the treasury board was. Consequently 
a that I was able to say to Mr. Henderson in my conversation with him on ~ 
the telephone when he called me about this, was that whatever was the com- 
“mitment that Mr. Steele had made, I give the committee my word that that 
“commitment will be carried out. However, I have to find out what that com- 
"mitment was, and all the witnesses present at that meeting are not entirely 
“unanimous on what the extent of the commitment was. But above and beyond 
G that I think I need to know more clearly than I know at the present time from 
the committee what it really means when it says that it wants the inclusion 
of supporting financial information of crown corporations and other public 
_instrumentalities in details of services. 
a I need to know in respect of what crown corporations this reference is 
made, and I need to know something of what supporting detail is required in 
respect of the operating and capital budgets of these crown corporations, that 
3 is the wish of the committee to have included in the blue book of estimates. 
eFor example, to take the most extreme example, there is an item voted each 
_year in the supplementary estimates at the end of the year to meet the deficit 
on the Canadian National Railways. How do I interpret this recommendation 
with respect to the operating and the capital budgets of the C.N.R.? Is this in- 
_ tended to apply to the C.N.R. at all? If it is, then does it apply equally to all 
got the other crown corporations? If it does not apply to the C.N.R., what 
’ guidance can the committee give me on which of the crown corporations it had 
‘reference to when it made its recommendation? I think I need to know also 
and to have some guidance from the committee on just what it wants in the 
“way of supporting financial information; does it want the breakdown in terms 
of the details of services such as is provided for other ordinary votes that are 
_being made to departments where a prescribed amount of detail of the service 
is given? 
; I have here a list, for example, of the crown corporations provision for 
Fake i is included in the main estimates 1964-65. For some or all of these I 


take it the committee would wish to have more supporting financial information 
‘than is given in the 1964-65 estimates—Atomic Energy of Canada Limited, 
Canadian Broadcasting Corporation, Defence Construction Limited, Central 
Mortgage and Housing Corporation, the Canadian Corporation for the 1967 
World Exhibition, and so on. There are a number of others such as the national 
harbours board, the St. Lawrence seaway authority, where advances are given 
for certain purposes, or certain expenses are provided for specific things such 
| as specified canals in the case of the St. Lawrence seaway. In some situations, 
Air Canada is an example of this, and Central Mortgage and Housing Corpora- 
tion is another example,—there may be one year when an appropriation is re- 
quired but is not required the next year. This would make it difficult to provide 
the kind of year to year continuity that I think the members of parliament have 
come to expect in respect of the supporting financial information that is usually 
given in the details of the estimates. 

211044 
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I outline this, Mr. Chairman, to indicate the reasons why I feel that i 1 
need to have some additional guidance from the committee on what apeetaG] 


board in respect of the changes to meet this so that they will have a pas: f 
meeting the requirements of the committee. a 


The CHAIRMAN: Is there any discussion? Are there any comments? 


Mr. HALEs: I think the committee’s thinking on this was that a corpora- 
tion should not be looked upon any differently from any department of govern- 
ment. They come to parliament for money, and therefore, as members of par- 
liament, we should be entitled to know what they want it for. They should 
submit their estimates the same as any other department of government. I 
think it was along this line of thinking that the committee suggested that they 
be incorporated in the estimates. 


Dr. Davidson, you did bring up some things that we did not think about. 
You were saying that some of these corporations some years request money 
and other years do not, but in order to have continuity I think they would have 
to bring the estimates every year whether they were asking for money or not. 


Mr. WincH: Or a one dollar vote. 


The CHAIRMAN: Would it be possible in this connection for you and Mr. 
Henderson to be in communication on this? It does appear that, following your 
discussion, there may be some points where you feel that clarification is re- 
quired. Perhaps we could have a memorandum from you and perhaps to that 
extent the committee could attempt to provide the guidance and clarification 
on those issues where you did fee] that there was not that degree of precision 
which you thought would be desirable. 


Mr. Davipson: I would be glad to follow that suggestion. Perhaps I shoul 
add one thing, that I have not personally approached any of the crown corpora- 
tions yet, first of all, because I am not entirely clear on which ones it is desired 
that I should approach, and second, because I am not quite sure what kind of 
information I will be discussing with them when I do approach them. If Mr. 
Henderson and I could clear up some of the points I outlined here, such as 
what crown corporations we are talking about, to what extent and what kind 
of additional information is involved—those are the two principal ones—and 
what happens about the corporation that is in and out again from year to year, 
that would be very helpful. 


Mr. HENDERSON: The broad general approach is contained on page ce 
where I say that I have been recommending since 1960: 


(c) including both operating and capital budgets of crown corporations. : 
even where funds will be forthcoming in full from corporate re- 
sources (thus giving parliament an opportunity to consider broai 
policies associated with their operations) ; 


For example, there is one page in the estimates book showing the money 
required by C.B.C. and the global figure of $80 million is shown, and nothing 
else. I think that the budget that the C.B.C. prepares supporting that $80 mil- 
lion figure would have a useful place in the estimate detail. It is a modest state- 
ment showing about an eight or nine figure breakdown and it would have a 
logical place in the estimate detail. So that when you are asked to pass $80 mil~ 
lion you would have some idea on what it is composed of. That budget has to be 
made public anyway pursuant to the Broadcasting Act of 1958. All they would 
have to do there is to make it public at the time they put in the estimates to the 
House of Commons, and show it in the detail of the estimates, because it “ 
to me unrealistic that the members be asked to approve a figure of that size with 
out knowing what makes it up. Dr. Davidson touched on something which woul d 
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ather difficult to show. He cited the case of the Canadian National Railways 
ficit. I would hope in the supplementary estimates that there might be some 
detail indicating what gave rise to that deficit as compared perhaps with the 
previous year or something like that. It should be quite possible to prepare it. 
Certainly there would be no problem in preparing that in the case of a large 
orporation. Certainly a chartered bank, for example, would not make a loan 
thout asking for such detail. 

The CHAIRMAN: Mr. Hales, did you have a question on this? 

Mr. Hates: No, but I have a comment. By the same token Polymer, for 
ample, makes $12 million profit. That is the other side of the ledger as com- 
“pared with Canadian National Railways. We should know how they make it. 
Perhaps they should make $24 million, or maybe they are making too much. 
Mr. HENDERSON: These are wholly owned creatures of the crown and, like 
any other stockholders, I think you are entitled to know how your creations 
e doing. Of course, all the companies file annual reports. There is no ques- 
n about that, but they come later on. Polymer does not come for any money, 
but at the same time there should be some arrangement whereby you can dis- 
cuss the operations of that corporation at regular intervals. 

Mr. Wincu: Even if they do not come for money there should be a vote 
$0 the operations can be discussed. So far as the province of British Columbia 
“is concerned, there is always a vote for $1 in order to give the members an 
opportunity to discuss the operations of the company. There is always a $1 vote 
‘for anything for which the legislature is responsible. It would be a proper 
practice here for all crown corporations to have at least a vote of $1 in order 
for the operations to come before parliament. 
Mr. FRANCIS: Dr. Davidson has asked one or two questions. The answer to 
the first question with regard to which crown corporation is simple; the answer 
is all of them. 
It is not simple to select just which approach should be taken. I agree with 
Mr. Winch that there should be an item governing all government owned oper- 
ations, all the different shades and varieties of crown corporations. There 
should be some item in the estimates presented before parliament so there 
can be debate upon the items and opportunity for comment and review. I per- 
sonally feel this is an area that has to be looked into. Iam very much concerned 
with basic policy problems, even in an operation doing so well as Polymer. I 
understand from what I read that Polymer is going into a number of foreign 
ountries, and this is investment of Canadian public funds in economies of 
many countries of the world. This is a basic principle in which at some point 
guidelines must be set. I hope Dr. Davidson will not feel there is any restric- 
tions imposed in looking at this area. 
The CHAIRMAN: I made the suggestion that these conversations will con- 
tinue between Mr. Henderson and Dr. Davidson so that before we make our 
“report in due course to the House of Commons we will know if they have 
“reached an understanding, and if they have not we can always consider any 
further request for additional information. 
Mr. WincuH: I suggest we name them as a subcommittee. 
The CHAIRMAN: I think this has been helpful, Dr. Davidson. I think pos- 
sibly you and Mr. Henderson can resume discussions. If you feel you require 
something further from us, I am sure we will be glad to give you any additional 
assistance and guidance. 
Is there anything further, Mr. Henderson? 


Mr. HENDERSON: That completes the items we wanted to consider this 
evening. 
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Mr. WIncH: I think we have done pretty well today. — \ 

The CHAIRMAN: May I express to Dr. Davidson and to Mr. Henderson and 
his staff, on behalf of the committee, our appreciation for their attendance 
beyond the call of duty. This is not an educational matter for which they re- 
ceive allowances in lieu of salary, and we are most grateful to them. May I 
also thank members of the committee for coming here and enabling us to give 
Dr. Davidson and Mr. Henderson our views on the matters presented for our 
_ attention. q 

May I remind you that the Canadian Broadcasting Corporation officials 
will be with us on Thursday and on the following Tuesday. We are hoping we 
will have multiple meetings. We have suggested meetings at 9.30 a.m., 3.30 
p.m. and 8.00 p.m. on those two days. This is just a suggestion for the com- 
mittee to consider. 


The meeting is adjourned. 


APPENDIX 1 


(The following information supplied by the Auditor General in 
response to inquiries at previous sittings). 


1963 Report of the Auditor General 
Para. 40—Return on Investments 
Other loans and investments $12,565,000 
Interest earned 
Canadian Overseas Telecommunication Corporation $1,971,301 


essonal- Capital: Commission’ <..\duirusn pees ao: 1,776,142 
Northern Canada Power Commission ............ 1,695,542 
ARATE LITO E ok, ciate ais sree Sirs Aaah Oban hg oy 1,055,332 
Province of New Brunswick, Beechwood Power 

50) | 9 a Re an a a Ren Sak RN IE AY 754,608 
Sinking Fund and other investments held for retire- 

meet OL wmatured: Gent. sant. ieee ee 712,403 
Contracts of Insurance under the Export Credits 

prserance set VO4A i. yn) eee ea awe fone ae 578,457 
Interest on balances receivable under agreements 

OL Sole Gl Crownnassets a) tints we oe ae ee 508,610 
British. Columbia; treasury billows ino e so 268,215 
Dominion Coal, Campany Limited wai: co.cc ot. 230,907 
quomitobe- treastiry (bills): ..: era eaae Ae EP he eee 228,421 
Interest on mortgages arranged by Central Mortgage 

and Housing Corporation (Department of National 

DY its NG) NOSED Py teat ROW hy, ) SHU aE: Coy hae Lae eR ks 222,938 
Interest on loans to Atomic Energy of Canada 

WEBLO: Petals Sak creo RET te a a al 216,809 
Town of Oromocto, New Brunswick .............. 212,892 
muberta: treasury, ‘bills a. /aee ee ne cee pee 125,062 
UO . POCTILOTY i, 20". Weta tent oe ata a it ae - 106,308 


Interest on securities received from the Province of 
Saskatchewan in respect of its share of the South 


Saskatchewan river PLOJECIe Rasen ee 94,988 
Saskatchewan {reasuryebillenp cee ee see eo 88,749 
Bee ats Ceylon). ita eee eee ee ee 71,990 
Town of Oromocto Development Corporation ...... 62,606 


eee or 62,500 


PUBLIC ACCOUNTS 


NOEL WESt ML CETILOLICS cia a ote ti fs iaues le ttete ste ate laces 
Province of Quebec—debt account ...........-.. 
Hamilton Harbour Commissioners ...........--+-- 
Railway Subsidy Act agreements ..........+.+--- 
Interest for the calendar year 1962 from the Province 
4s of Manitoba on capital expenditures re. Lac Seul 
i... and Lake of the Woods Storage Projects ........ 
hs Great West Coal Company Limited .............. 
Interest on United. Nations bonds). 2. 2.5. sis 6 2/6 


- Interest on debentures—City of Montreal with re- 
e spect to St. Remi Tunnel ......--6 6-20 e2 tt eewes 
3 Ottawa civil service recreational association ...... 
ne Municipal Improvements Assistance Act ......... 
5 Avon Coal Company limited... 22.6 Oe wee 
é faterest on salejot irrigated land 4. s22.2<+-<96-: 
er Interest on Crop Insurance Loan—Province of Mani- 


6 EOE ee ns ee ata he penitence Cp hthe ie eke en Wy ener 
‘ He Wear arial te os Wid oT VOC = ee tere oes eee net oe At den eel 
Huterest ON lOanNS.tO INdIaNSee wy tees arse aise Son © 
Land and timber purchased for Indians (Interest) .. 
Crows Nest Pass Coal Company Limited .......... 
Y Itrest, Oo 1Gans TOMSKIMOS fia irae ars ogy mes oe ye anys 
Interest on loans to City of Vancouver with respect 
to Domestic Terminal Building at Vancouver air- 
POU Dene ene ten Prion scned ces caret eed an te 4 See eee '9 
PEINterest Ol} loans’ tO EMpPlOyeCeSw... 5 viehide sc = se ia ete 
Interest on debentures—The Corporation of the 
Mownship Ol “COPORTO. ans ass eons Ob ee te te we 
Interest on loans to Yukon Coal Company Limited.. 
Interest on loans to Canadian National Railways 
with respect to Yarmouth, Nova Scotia and Bar 
Harbor, «Maine-ferty Services (i. 366: 2 3s e es 
Bras) Orie oa lh Com Painy. ny neuen rio re Kats eset ons 
SS UL ACL IY eee elect bots ek thea Pee sc tnd tat ns wrists avin hs Nestnet ince 


ADOLEaNL JHANeIRSS, GERNOT! . Fh dogddwewnnes 


PERL ARTae ctin  e BR LT ee Oe ire 


Profits/Dividends 
e Net profit from sale of sealskins transferred from 


ay : : : 

bg Wisheries TEVOLVINg TUG” < site 15, 20S oe Hs oe le) ie 
4 Profit transferred from Industrial and Stores account 
ig —Penitentiaries (manufactured products) ...... 


Part of the accumulated surplus of Crown Assets 
Disposal Corporations j25. 20! pass 5 a an a 
Profit resulting from the operating of Revolving 
Fund—Manufacture of Remembrance Day poppies 
Net profit on the operation of the Agriculture re- 
volving fund for the fiscal year 1962-63 ........ 
Net profit transferred from Royal Canadian Mounted 
Policewevolvingetund A he vie os os ee ieee 
ROLETUCLE Woh nate e Gos Uae thal igd esa) et keh ire 2 haben ser kee ae 


Total of item “Other loans and investments” .......... 


\ 


Total profits/dividends ..........-.-.. 


60,474 
58,944 
50,219 
51,815 


45,124 
43,536 
36,191 


35,671 
29,246 
28,462 
25,390 
24,904 


23,958 
22,982 
22,813 
11,688 


11,455 
10,766 


8,565 
8,447 
7,954 
7,379 


7,000 
5,007 
5,882 


488,855 
165,742 
135,223 
24,338 
21,694 


9,653 
30,843 


eee ole 6.08) 
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$11,688,652 


876,348 


$12,565,000 
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OIL AND GAS EXPLORATORY PERMITS a : 


Permits are issued under authority of the Canada Oil and Gas Land Reg 
tions (full description: Regulations respecting the administration and disposition 
of oil and gas belonging to Her Majesty in right of Canada under all lands 
forming part of Canada but not within any province), which were authorized 
by Order in Council P.C. 1961-797 of June 6, 1961, as amended. 


The Regulations were issued pursuant to the Territorial Lands Act antl 
the Public Lands Grants Act. The latter statute, R.S. 224, as amended in 1959, 
c. 52, is the one of interest in connection with the point neice by Mr. Winch. 2 


Section 4 of the Public Lands Grants Act provides, in part, that the Governor 
in Council may 


(a) authorize the sale, lease or other disposition of any public lands that 
are not required for public purposes and the sale, lease or other 
disposition of which there is no other provision in the law; and 


(b) make regulations authorizing the Minister having the control, man- 
agement and administration of any such public lands to sell, lease 
or otherwise dispose of them, subject to such limitations and condi- 
tions as the Governor in Council may prescribe. 


Section 2 (c) of the Act defines “‘public lands” as lands belonging to Her Majesty — 
in right of Canada and includes lands of which the Government of Canada has 
power to dispose. 


The term “Canada lands” is used in the Regulations, and the term is in- 
terpreted therein as meaning 


“(i) territorial lands as defined in the Territorial Lands Act, and 


(ii) public lands as defined in the Public Lands Grants Act for the sale 7? 
lease or other disposition of which there is no provision in the law, 
and includes land under water.” ; 


The conditions under which permits may be issued, the periods of validity 
and financial and other requirements are set out in sections 30 to 54 inclusive, 
and associated schedules, of the Regulations, together with Oil and Gas Land 
Order No. 1-1962, issued by the Minister of Northern Affairs and National 
Resources in September 1962. 


To May 20, 1964, the Department of Northern Affairs and National Re- 
sources had issued 942 “‘water’’ exploratory permits. At that time 876 were still 
in good standing. Of these 617 related to East Coast areas, 214 to West Coast 
areas, and the balance of 45 to northern waters. The fee for an exploratory — 
permit being $250, in accordance with the Regulations, total revenues for the 
942 water exploratory permits issued to date have been $235,500. Only one of 
the 33 permits issued during the 1962-63 fiscal year, which was a particularly 
inactive year in this respect, concerned a West Coast area, therefore the revenue 
was only $250 received from a private individual. ; 


Because of representations made by the Province of British Columbia, the 
sovereignty of Canada, rather than the provinces concerned, in respect of the — 
exploration and exploitation of the gas and oil resources of the submarine areas | 
adjacent to such provinces is currently under consideration. 
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| | Appendix 2 
_ (The following information supplied by the Auditor General in response to 
ee inquiry at previous sitting). 
1963 Report of the Auditor General 
Para. 43—Other non-tax revenues—Miscellaneous, $16,982,000 


Operation or the Royal Canadian, Mint ees eels o- $ 9,404,342 


Meee UO OLOIN SAN: EXCISE SEIAUTES).. aii.) l Lite ae bina areal eihleg biel « 865,260 
:. - Central Mortgage and Housing Corporation—net profits 

a PIL ICN ait OUSTE ONCE Nr NY adm rar rd Gd ay eal al ahh 773,695 
_ Refund of allowances paid on behalf of the United Nations : 
i PIMP CTICY OL CEM Werle yal aunt e In Wearuiau el in genta la plop ein, hide 587,787 


| ___— Export Credits Insurance Corporation, excess of premiums 
f over amount required to meet expenses and overhead 
arising out of insurance contracts entered into under 


ie section 21 of the Export Credits Insurance Act ...... 560,796 
_ Fines and forfeitures (all departments) .............. 457,303 
- Amount of Government annuities account in excess of 
actuarial value of outstanding Contracts! i.) sie 4s ee 8 417,300 
Vehicle accident and other claims for damages .......... 327,542 


Contributions by the Province of Nova Scotia under 
agreement between the Province and the Federal Gov- 
ernment towards the cost of subventions on coal moved 


4 PromuNava Seolia to Onveria wie ees lew i ca ite a iae 296,467 
a Premium on foreign exchange transactions (D.N.D.) .. 267,795 
Pensions contributions, Defence Services Pension Con- 
of LAUT OPC eI MET Ree, Te) Mia a MS CUE Ua ha 235,633 
g Rovolties) Onw sales) CLR TS iii takin ts Ohi Vials sk eM ea als Case 225,000 
¥ EE PISTULD CCH MPN CEs he VLE. GUM wile cnc utbrclatars (31 aie opp a Re al lt eltgieel 212,407 
Canada’s share of operating revenue of the Peace Bridge, 
Leh apd her aN @ Tal eher Leuare Mic aie Meat tbs AUD mila ane SOW OLT msn HOTMAIL Ai 200,000 
PSU RATT CON LOs Aes LOSS (LER Ey iy i ce tenis I tr Tee aas 175,000 
Refund of excess profits, the de Havilland Aircraft Co. of 
COT ca Me ets tained etal w REM STE Nye far aire aiten ahEy DRO APA ah ale Nal 6 BS 120,000 


Transfers from OUTSTANDING IMPREST ACCOUNT 
CHEQUES account and from UNCLAIMED CHEQUES 
account of amounts unclaimed or outstanding for 10 


MOSESAOURINIOLG Haine al eames Os te apo sloniawanittls se cdiolie, Weave geal sal 97,858 
Forfeiture of Candidates election deposits .............. 92,600 
Officers pension) contributions! (RCMP) chi eat a 84,518 
ROSA SUDSIC IES INCA n CATT AArS pent ee eis aialamey ela eia tan (suas 80,839 

F Gustomsidrawbackire./ NATO countries 0)... Unni eats 78,788 

CGM Pines, PLOSCCUTIONS!. Sains kta aketele ws riepenereya 4 aula ar ek TOLD 
Riche mets: (lnGian WAriairs esi ital, apels.c welmieme ee letn dm teles 68,564 
Repayment for damages to barrack, camp and hospital 

SQUIPMIGTIE Gata vies eu cya ele ciate ig thoks ee ain ot a belie eal aera Lak eh 67,484 
Purchase of release ....... (ke, SALAD RU IRC MGA aM 66,017 
Forfeiture of guarantee deposits in respect of oil and gas 

TELS rte cele aiden Rede see oy ere erelag his alle =) uabehare te rai aral one 60,733 


Commissions on sales of publications issued by Interna- 

tional Organizations of which Canada is a member 

TE EIOTAG, MCT ae eels ester, Ble P ote sat nls) ot Nyala ca MBL DERN cancel 44,510 . 
Dormant liabilities transferred from Government Annui- 
USS ACCOULE bie coe te ete coe at Wiis atk fo Ws, by) stole d amgomieaps “er Bt Ate Css 43,264 
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Receipts of compensation monies received under the pro- 
visions of section 22 of the Pension Act. (DV Ac) eae 
Commission on provincial motor and drivers’ licenses .. 
R. L. and R. Blackburn for steam supplied to the Rox- 
poroneh “Apartments, .Oitawa t-..55.. sso) ls eee eee 
MEE beapping. (Maia -Afairs) veces 5/6 s fais 1-0 ls cee 
Atomic Energy of Canada Ltd. for steam and electricity 
supplied to buildings at Tunney’s Pasture, Ottawa.... 
Perini Ltd. for cost of electric power and temporary heat 
supplied to the contractor during the construction of 
the N.R.C. Communication Building, Riverside Drive 
Pemerca tice Glacian Atiairs) 2.5, <b... sods ic a wate. oe ee 
PPG SPACING. LAX ails Ses wh ccm ae pce 4 eee 
Canadian International Paper Company for guaranteed 
Baste, jockace,.at Dalhousie .N: Bs... cwsude oe pene 
Reorreertetire (ITCIAN CATIONS )° % 7 sero (eee «sp waa scdne eats 
Unclaimed balances which have been received from the 
Bank of Canada in respect of chartered banks ...... 
Corporation of the City of Ottawa contribution towards 
overhead costs for site development at Confederation 
Es aS DR GU A ged gE Wee te aM ge eS MR 
Pearsons on: telephones: . 46 cece. cue ke lel eee 
fecspiral clothing (Indian Affairs) 200... 0. nd eek 
fotecest on student veterans’ loans... 2.:s..26.os<s sen 
Reimbursement of the Canadian Government’s loan to the 
administrative part of Intergovernmental Committee 
Peer ODCAN” WISTATION vn oo Sookie rion Cees tO 
RCTS Ue Mes a cay ate © ath ee ee 
Pearmmments Including seeds<.; 6. 2 uy vet cick Ce ee 
Payment by the Prime Minister, as required by section 5 
of the Prime Minister’s Residence Act Chap. 216 R.S. 
21 a EE ROPE OCHS DM Sg dU Bt A OE te 


22.358 — 
18,114 


17,851 
15,026 


14,677 


14,548 
13,818 
10,586 


10,000 
9,163 


7,629 


7,617 
7,221 
7,108 
7,082 


6,702 
5,417 
5,337 


5,000 
789,529 


$16,982,000 
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ORDERS OF REFERENCE 
HOUSE OF COMMONS, 
Tuesday, June 30, 1964. 


Ordered,—That the name of Mr. Choquette be substituted for that of Mr. 
Rochon on the Standing Committee on Public Accounts. 


THURSDAY, July 2, 1964. 


Ordered,—That the name of Mr. Stewart be substituted for that of Mr, 
Richard on the Standing Committee on Public Accounts. 


Attest. 


LEON-J. RAYMOND, 
Clerk of the House. 
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MINUTES OF PROCEEDINGS 


THURSDAY, July 2, 1964. 
(13) 


a The Standing Committee on Public Accounts met this day at 9.40 a.m. 
The Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Fane, | 
"Fisher, Forbes, Francis, Gendron, Grafftey, Gray, Hales, Harkness, Mandziuk, 


O'Keefe, Pilon, Regan, Ryan, Southam, Stefanson, Tardif, Tucker, Winch (22). 


. In attendance: Mr. A. M. Henderson, Auditor General of Canada; From 

_ the Canadian Broadcasting Corporation: Messrs. J. A. Ouimet, President; V. F. 

Davies, Comptroller; R. C. Fraser, Vice-President, Corporate Affairs and A. 

_ Watkiss, Assistant Director Accounting; and Messrs. Stokes and Laroche of 

| _ the Auditor General’s office. 

| The Chairman welcomed three new members to the Committee. 

4 The Clerk of the Committee read the resolution adopted by the Committee 
on June 18 calling for the appearance of the officials of the Canadian Broad- 

“easting Corporation. 


i, _The Chairman introduced Mr. Ouimet, who in turn introduced his officials, 
‘a Messrs. Davies, Fraser and Watkiss. Mr. Ouimet then made a brief statement. 


oe Mr. Henderson reviewed his 1962 long form report to the Board of Direc- 
tors of the Canadian Broadcasting Corporation and dealt with sections under 
headings of “Results of Operations” and ‘‘Balance Sheet’. 


Mr. Henderson then reviewed the first three pages of his 1963 long form 
eport to the Canadian Broadcasting Corporation and was questioned thereon. 


ie Messrs. Ouimet and Davies were also questioned and supplied additional 
- information. 


The Committee agreed that the 1962 and 1963 long form reports of the 
_ Auditor General be printed as an Appendix to the Minutes of Proceedings 
and Evidence of this day. (See Appendix 1). 


AFTERNOON SITTING 

(14) 
The Committee resumed at 3.35 p.m. The Chairman, Mr. G. W. Baldwin, 
Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Dubé, 


I Fisher, Forbes, Francis, Gendron, Harkness, McLean (Charlotte), 
E ‘ichard, Ryan, Southam, Stefanson, Tardif, Wahn, Whelan, Winch (19). 


In attendance: Same as at morning sitting. 
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ting, listing “Programs not available for advertising” and “Unaeceptalll | 
Accounts’. The Committee agreed that these be printed as an Appendix to the 
Minutes of Proceedings and Evidence of this day. (See Appendix 2). 


Mr. Ouimet clarified an answer he gave at the morning sitting relating 
to an incentive system. 


Mr. Henderson then continued his review of his 1963 long report to the 
Canadian Broadcasting Corporation dealing with income and expenses. 


Messrs. Henderson, Ouimet and Davies were questioned on various matters 
including budget and Glassco Commission recommendations, and supplied 
additional information thereon. 


The examination of Messrs. Ouimet, Henderson and Davies still continuing, 
at 5.15 p.m., the Committee adjourned ‘until 8.00 p.m. this evening. 


EVENING SITTING 
(15) 


The Committee resumed at 8.05 p.m. The Chairman, Mr. G. W. Baldvall 
presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, 
Crouse, Fane, Fisher, Forbes, Francis, Gendron, Grafftey, Grégoire, Harkness, — 
Lessard (Saint- Henri), Loiselle, O’Keefe, Pilon, Rinfret, Rock, Ryan, Southam, 
Stefanson, Stewart, Tardif, Wahn, Whelan, Winch (26). 


In attendance: (same as at previous sittings this day). 


The Committee resumed the examination of Messrs. Henderson, Oummney 
and Davies on the long form reports of the Auditor General. 


The questioning of the witnesses still continuing, at 10.00 p.m., the Com-— 
mittee adjourned until 9.30 a.m., Tuesday, July 7, 1964. 


M. Slack, 
Clerk of the Committee. 


; 


b 


EVIDENCE 


THURSDAY, July 2, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum. I thank you for your prompt 
attendance after the holiday. 


I was going to welcome three new members but I do not see them here 
yet. They have been added to our roster, namely, Messrs. Grégoire, Choquette 
and Fisher. I am sure that before our proceedings are finished we will have 
the benefit of their wisdom in their discussions with us. 


Today, according to the schedule which was established and agreed to 
by the committee earlier, we have to discuss the financial statements of the _ 
operations of the Canadian Broadcasting Corporation, and possibly I will ask 
the clerk to read the orders of reference with respect to this, as set out in the 
motion which the committee accepted on June 18. 


The CLERK OF THE COMMITTEE: This is an extract from the minutes of 
proceedings of Thursday, June 18, 1964, on a motion of Mr. Harkness, seconded 
by Mr. Hales: 


That the public accounts committee call officials of the C.B.C. before 
the committee in order to examine into the accounts of the corporation 
including the extent to which the recommendations of the Auditor 
General and the Glassco commission have been implemented. 


The CHAIRMAN: Thank you. We should add to that the fact that we are 
engaged in dealing with the Auditor General’s report on the public accounts 
for the fiscal years ended March 31, 1962 and March 31, 1963. This gives us 
a framework for our inquiry which is, in this particular instance, not a broad- 
casting inquiry but an inquiry into the financial and organizational aspects of 
the C.B.C. within the framework of these terms of reference. 


As is our usual practice, we have been fortunate in having Mr. Ouimet— 
whom I will introduce to you in a few moments—with some of his officials 
here. We will carry on our usual practice of having statements and comments 
both by Mr. Henderson and his staff and by the officials of the C.B.C. together 
so that members will have this very fine opportunity of hearing all aspects 
and all phases of the discussions into which we are going to enter. 


As usual, while all members of the committee have the right to make 
statements and comments, I would hope that in the limited time within which 
this discussion will take place we will try, as far as possible, to limit ourselves 
to the asking of questions and eliciting information which we require when we 
come in due course to make up our report. I say this because of our schedule 
as laid out and because of the commitments of Mr. Ouimet and his officials we 
are limited to today and Tuesday at this particular time. It may be that if 
we are not completed we may have to consider something later on in the 
fall. At the moment I would hope that within the framework of these two 
days and on the basis of these three meetings on each day, if the committee 
so agrees, we might complete all the inquiries we need in order to frame a 
suitable report. I would therefore hope that we would concentrate on eliciting 
information by means of questioning as far as is possible. 
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Before I call on Mr. Henderson to open up the discussion, I would like 

to introduce Mr. Alphonse Ouimet who, I think, is known to all of you, the 
President of the Canadian Broadcasting Corporation who is no stranger, as 
he assures me, to parliamentary committees. Most of us have had an opportun- | 
ity of appearing in committees before which he has presented himself, and — 
I would like to introduce him to the committee and to ask him to make a 
brief statement and introduce the officials he has brought with him who will © 
be available for questioning from time to time by the members of the © 
committee. Having done this, I will then call on Mr. Henderson to initiate the - 
discussion. 


Mr. J. ALPHONSE OUIMET (President, Canadian Broadcasting Corporation): | 
Mr. Chairman, may I first introduce the officials of the corporation who have — 
come with me to this committee meeting? First, our Comptroller who is the 
principal financial officer of the corporation, Mr. Victor Davies; the vice presi- _ 
dent of Corporate Affairs, Mr. Ron Fraser, and Mr. Albert Watkiss who will — 
be assisting the comptroller in dealing with financial matters. 


Mr. Chairman, I have no prepared statement but I would like to say that 4 
I am pleased to meet the members of this committee. It is an unexpected 
pleasure because it is the first time the corporation has appeared before the — 
public accounts committee. It is a most important committee and we will do of — 
course our very best to answer your questions to your satisfaction. e 


As I understand the terms of reference of the committee as you have out- | 
lined them, I think the committee will focus its attention on the long form 
reports of the Auditor General, and also will deal with the recommendations 
of the Auditor General and the Glassco commission with certain respects of — 
organization. As these terms of reference all seem to fall within the particular @ 
field of responsibility of our comptroller, with your permission I would like — 
to refer as many questions as I can to him, and it is only in instances where 5 
matters of policy or matters which seem to be outside of his field of experi- | 
ence and responsibility come up, that I will deal with them myself. However, — 
of course, I am in your hands in this respect. . 


In relation to the long form reports, I would like to say that they have © 
proved very useful to the corporation and that we have been pleased to note 
that for 1961-62 and 1962-63 at least the Auditor General seems to have been ~ 
generally satisfied with what he has found in the corporation. As our 1964 — 
figures are before him now, I trust he will find the same situation when he 
examines those, but that is something for the future. 


(Interpretation) 


Mr. Chairman, I just simply wanted to acknowledge the presence of the 
French speaking members of the committee, and to do it in French, and to tell — 
them that this is the first time I have had the opportunity to meet them. I © 
shall be ready to answer their questions. 


The CHAIRMAN: Thank you very much indeed, Mr. Ouimet. Having in 
mind that questions may be asked in French—as I have said here we are still 
in the process of more adequate equipment being provided so that it will be 
necessary for the reporter to adjust the mechanical device for hearing before — 
the French can be translated—I would hope some indication will be given by a. 
the French members. Gentlemen, I think this suggestion I make is a reasonable a 
one and I would hope, for the purposes of continuity, to separate the discussion 4 
into its logical components so that we can meet together in areas of discussion. 
I would suggest that we start with the discussion of the 1962 long form report > 
which, in actual fact, is an extension of the reports which appear in the public | 
accounts, volume III, and in the Auditor General’s report. I think this will make > 
for a better organized discussion. ’ 
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I would suggest that Mr. Henderson might start, as is customary, and we 
would deal with the 1962 report section by section. Then at the end of each 
ection we will stop and have a discussion and questions relating to that par- 
icular section, the questions being directed either to Mr. Ouimet and his offi- 
cials, or to Mr. Henderson and his officials, or we might have a discussion simi- 
lar to that which occurred on Tuesday when the secretary of the treasury 
board and Mr. Henderson were asking each other questions which was very 
enlightening to the committee. 


i Mr. FisHER: May I ask a question for information? I have a record of a 
‘similar meeting in 1961 when Mr. Henderson appeared before the broadcasting 
‘committee, and Mr. Ouimet also was here. Has there been any meeting in the 
interval? 


Ri Mr. A. M. HENDERSON (Auditor General): I think not; that was the broad- 
‘casting committee as distinct from the public accounts committee. 


| Mr. FisHer: I was interested in finding out whether there had been any 
‘previous meeting in between. 


Mr. HENDERSON: I think there has not been. Perhaps Mr. Ouimet might 
confirm that. 


Mr. Ourmet: There has been no parliamentary committee such as this _ 
‘since that time. 


The CHAIRMAN: I hope everyone here has before him a copy of the 1962 
and 1963 long form report given by the Auditor General to the corporation. 
‘These were distributed. I thought they would be useful to have as a background 
‘paper to this discussion. 


I would ask Mr. Henderson to commence in the usual way by making 
a brief statement and then turn his attention to the first section of the 1962 
long form report. 


Mr. HENDERSON: Thank you, Mr. Chairman. Before turning to the report 
‘itself, there are a few general observations which I feel might be helpful to 
‘the members of the committee. 


‘ As you may know, section 34 of the Canadian Broadcasting Act, 1958, 
“designates the Auditor General of Canada as the auditor of the Canadian 
Broadcasting Corporation. The accounts and financial statements of the cor- 
‘poration for the fiscal year ending each March 31 are reported on by the 
Auditor General within 90 days, or by June 30, to the minister designated as 
the appropriate minister under the Financial Administration Act. This was the 
“Minister of National Revenue for the accounts of March 31, 1962, and the 
Secretary of State in respect of the accounts for March 31, 1963. 


The accounts so reported on then are included by the corporation in its 
‘annual report to the minister which the minister so designated tables in the 
‘House of Commons early in July of each year. Copies of the corporation’s 
‘printed annual reports for 1962 and 1963 are readily available here, as the 
_ Chairman has pointed out, and can be obtained from the secretary. There are 
i copies available in both languages. 


\! In accordance with the practice followed each year, in my own report to 
_the House of Commons with respect to each crown corporation or agency of 
t which I am the auditor, I have reported annually therein on the accounts of the 
Canadian Broadcasting Corporation as follows: For the year ended March 31, 
1962, paragraph 158 on page 87; for the year ended March 31, 1963, paragraph 
137 on page 89. As you will Hive observed from my report, these paragraphs 
“provide a brief summary of the highlights of the accounts for each of the 
ears under study today and contain my comments on those matters which 
tel e should be brought to the attention of the House of Commons. 
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As members of the committee already know from their study of my re 
it is also the practice of the audit office to address detailed long form reports to 
the executive boards of crown corporations and other agencies covering the 
results of each year’s examination, a copy of which is sent in each case to the 
minister responsible. é 

These reports outline the scope of the audit, and give a broad summary 
of the results of operations for the year in comparison with previous yea ‘sy 
and make comments and offer suggestions regarding weaknesses in financial 
control and other matters noted during the course of the audit. 7 


Where matters dealt with in this report are considered to be of interest 
to the House of Commons they are of course mentioned in the report paragraphs 
in my main report to the house to which I referred a moment ago. 


We believe that these detailed long form reports will be of assistance to 
the members of the committee in their study of the corporation’s accounts for 
these two years. Mr. Ouimet asked that they be made available to the com- 
mittee. Accordingly copies were distributed in advance to the members last 
Tuesday. Your study of these should answer many of your questions on the 
accounts of the corporation. Now, with the committee’s permission we might 
turn, as you suggest— } 


The CHAIRMAN: Would you be good enough to do so, please, Mr. Hender- 
son. 2 


Mr. HENDERSON: We might turn to the report made to the board of direc- 
tors on December 6, 1962, in respect of the year ended March 31, 1962. I might 
perhaps—on the assumption that copies of this are in your hands—refer 
briefly to the points contained in the report, and you might interrupt me with 
any questions. 4 

The first page, as you will see, is a recital of the basis upon which the re- 
port is prepared. It mentions the scope or the extent of our examination, 
You will see on page 2 of the report that we usually attach the financial state- 
ments which will have been certified earlier. We do that to provide an im- 
mediate and ready reference to the reader, indicating that a copy of the report 
was sent to the minister designated under the Financial Administration Act. 

We then give a brief summary of the results of operations in the year 
under review, and you will find that it is summarized at the top of page 
3. Here it shows the total expenses of the corporation which, in 1961, were 
$100,000,000, and in 1962 $107,000,000. Then we get to their advertising in- 
come and their net expenditures. We have to make adjustments for depreciation 
because in the way the corporation makes up its account, this is not con-— 
sidered a part of its requirements as far as the parliamentary appropriation is” 
concerned. Then we finally arrive at the net operating requirements which i 
the amount that appears in the estimates and which you will have voted in 
supply. 

On page 4 we show a comparison of these expenses against the operating 
budget. I might say thatthis comparison, on page 4, shows the type of budget — 
which the corporation prepares for the treasury board in support of the total 
amount of its requirements asked for in the estimates. It is precisely this which 
Dr. Davidson and I were discussing the other evening, and we thought that it a 
might usefully appear in the estimate details in future in connection with pro- % 
viding more information to members of the house when they are considering the ; 
figures. At the present time the only information which appears in the blue 


(a 


book of estimates in this case would be the $70,000,000 figure at the bottom. — 
Mr. WINCH: May I ask a question here on page 4, Mr. Chairman? - 


The CHAIRMAN: I thought under the circumstances I would like Mr. Hen r 
derson to complete his remarks under this particular section, “Results of oper- 
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ations” but it is a fairly lengthy one. It covers pages 2 to 7. I hope Mr. Hen- 


- derson will complete it and then we might come back and have questions. 


Mr. HENDERSON: Perhaps I might read through the 1962 report in this 
manner, and say that the 1963 report follows the same pattern. It is the last one 
which has been released. Then if I should stop at that point it would be a very 
propitious time to ask questions. 


The CHAIRMAN: You will stop there. 


Mr. HENDERSON: I wish to refer to something you might have noticed in the 
1962 report. It is that the pattern of these reports is the same, yet the figures. 
and circumstances are naturally different. 


The CHAIRMAN: Would you stop please before the balance sheet in case™ 
something is required by the committee at that time. You may go as far as 
the balance sheet which appears on page 7. 

Mr. WincH: My question has to do with 1963-1964. 

The CHAIRMAN: The members will be guided by your advice. 

Mr. HENDERSON: At the bottom of page 4 you are given a broad explanation 
of why operating expenses have been increased in this case, 1962, as com- 
pared to 1961. You will observe that they are up $10,000,000. 

Beginning at the bottom of page 4 we give reasons. Increasing expenses and 
declining revenues have both contributed to the enlarged operating require- 


ments. Increased expenses contributed to the extent of $6,195,414 to the in- 
creased operating requirements for the year ended March 31, 1962 over the re- 


quirements for the previous year, while decreased revenues accounted for 


$4,768,383. 

We then move on to page 5, which shows a comparison of the actual in- 
creases in various expenditure classifications. You will see there that a large 
proportion of the increase had to do with the salaries and wages. In this case 
it was approximately $4,400,000. We then go on to comment about this. It 
accounted for 66 per cent of the total increase of expenses as you will see. We 
refer to the new television station in Edmonton and other factors which have 
contributed to an additional number of employees engaged during the year. 

We carry on with this on page 6. There is a point in the second paragraph 
on which I have a comment to make in regard to the fact that the salaries of 
the president and vice president had not been fixed by the governor in council 
as required by section 25 of the act. 

We were informed that such action as may be required to remedy the 
situation will be taken, and when you go through my 1963 report you will see 
that this comment remains. 

Then there follows a further reference in regard to representation or 
monthly expense allowance paid to the senior officers. This involves the fact 
that the claims for reimbursement were not supported by receipted vouchers 
and details, and I gave my view that the payments could therefore be regarded 
as income to the officers concerned, under the Income Tax Act. 


The CuairmMaN: At this point, Mr. Henderson, so that we will establish a 
pattern, may I say that if there are any comments to be made by the officials 
of the C.B.C. or questions to be put by members of this committee, this is an 
appropriate time to do it, bearing in mind that we will be coming back to all 
those items in the 1963 report which follows the same pattern. I am quite sure 
there is no reason why, in dealing with the 1963 report, we should not turn 
back to the 1962 report. I thought members should have an opportunity, as 
well as officials of the C.B.C., to make any comment they wish to make before 
we go on to the next particular section. 
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Mr. HENDERSON: You could mark your copies in the margin if you. 
any questions to put on this particular section. he oe 

We then turn to the balance sheet of the corporation. We show the com- 
position of the items on the balance sheet. In this case the cash on hand is the 
first large item; the next is accounts receivable, which is also a large figure. We 
then refer to the small parcel of bonds which they have. We then turn to their 
engineering and production supplies which you will see at $1,569,345. There 
is then a comment regarding the engineering, production and stationery sup-— 
plies because they made a change in their method of accounting. There might 
conceivably be something there on which you will want to ask a question, 
although it is not unusual to find this in corporate accounting of this type. 


On page 10 we point out the corporation wrote off from their inventor if: 
accounts an amount of $85,894. 


Mr. FRANCIS: I am sorry, I have a little trouble following. 
Mr. HENDERSON: Am I going too quickly? 4 


an 
at 


Mr. Francis: I am afraid so, sir. Are questions regarding comparisons in 
the income of 1962 and 1963 in order? 4 


The CHAIRMAN: Yes. At any time a section has been completed it is per- 
fectly in order for a question to be asked on the material contained within that. 
section. My view is that such would then lead to a more organized discussion. 


When Mr. Henderson comes to the end of a section anyone wishing to ask a 
question can do so. j 


Mr. FRANCIS: I was particularly concerned at the decline of income of 196 4 
over 1962. I presume this was as a result of the impact of private television — 
networks on the C.B.C. I do not know to what extent it is fair to ask this kind 
of question of the Auditor General. 


) 


Mr. HENDERSON: Mr. Francis, if you look at the top of page five I have 2 
sentence there which says: 34 


The significant decrease in revenue from this source was attributed | 
by the corporation mainly to the establishment of second televisio a 
stations in eight major areas previously served only by the corporation. . 


The revenue dropped $4 million. ) A 


Mr. FRANCIS: This is the point on which I intended to ask more questions. - 


Mr. HENDERSON: We will have a similar situation when we reach the 1963 
report. ’ 


Mr. Recan: Mr. Chairman, I would like to clarify a point right now. Ita 
would appear to me that Mr. Francis’ question would not be in order. Surely — 
the extent of our concern, as the public accounts committee, would not go. 
into the question on why revenue has fallen off from sales of the corporation. 
I think in this particular hearing we are dealing with a crown corporation whose 
independence and operation must be kept in mind, and this being very — 
important we should be very careful. I would suggest, Mr. Chairman, that you 
should be very cautious in admitting questions that go into the actual opera- 
tional details, such as this question would appear to, in my view. ; 
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Mr. Wincu: If that is not the type of information we are to get, what are 
we sitting here for? By 


Mr. FIsHER: Mr. Chairman, on a point of order, I have seen a number. 
of statements by senior officials of the C.B.C. in the last year dealing with 
this whole question of commercial revenue and perhaps slight alterations 
and changes in policy. I cannot see much point in just noting that the Auditor 
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General has pointed out that the revenues have dropped if we do not get a 
bit more information from the corporation on what policy shifts may be related 
to this. It seems to me it is natural and therefore I would disagree very strongly 
with Mr. Regan. 


4 Mr. Regan: Mr. Chairman, it is basically a question of what is the respon- 
‘sibility of the public accounts committee and what is the responsibility of 
Mr. Henderson as the Auditor General in relation to the C.B.C. Perhaps Mr. 
Henderson would care to comment on how far he feels our responsibilities go 
‘on this particular point. I think Mr. Henderson would agree that it is not his 
concern to urge more active sale policies. This is surely a question of the policy © 
of the C.B.C. operation that we are dealing with, whether the auditing pro- 
cedures have been proper, and whether they have complied with the statutory 

requirements. Do you agree with that? ; 


Mr. HENDERSON: Yes. You are quite correct on that count, but in terms 
of the resolution that you have before you and the fact that you have the 
benefit of the presence of the president of the corporation, it does not seem 
to me unreasonable that you would perhaps care to ask him to comment on 
the reasons behind some of these figures. 


Mr. Tarpir: I do not disagree with Mr. Regan. I think our terms of 
reference do not cover this questioning of either the sales, profits or amount 
of business. I think they cover only the auditing of the figures that are sub- 
mitted by the corporation. 


Mr. SoutHam: I would like to put one simple question: Why are we 
‘occupying the time of these busy gentlemen of the C.B.C. this morning if 
we have not a right to discuss some matters pertaining to the corporation? 


Mr. Manpziux: Mr. Chairman, as far as auditing goes, that is Mr. Hen- 
‘derson’s department. I do not think we are going to re-audit anything, but we 
are interested and we have a right to be interested in policy. I go along a 
/hundred per cent with Mr, Fisher. We are interested in why revenues go 
up or down. We like to know what shifting policies there were. The Canadian 
_ people are entitled to know that. That is the broad aspect of this inquiry. 


| Mr. Forses: I think probably Mr. Regan was not present when we read the 
resolution that was adopted by this committee with the further reference. If 
you would read that again we would have a fuller understanding of what our 
\ terms of reference are. 


Mr. Cameron (High Park): I suggest that both the gentlemen are right. 
Mr. Francis prefaced his request by asking Mr. Henderson if it was an appro- 
priate time to ask it. His question should be reserved until we are asking ques- 
tions of the president of the corporation. We should discuss policy if we want 
to do so, but if it is a question of accounting figures, then let us make notes 
of this and let us wait until we start examining the members of the corporation. 


Mr. Fisuer: I have two examples which I may be able to give to Mr. Regan. 
Several years ago the question came up about the film stocks of the C.B.C. 
I believe it was raised by the Auditor General. One of the things that I want 
to follow through, when the president of the corporation is involved, is what 
has happened to both their policy and practice as a result of those rare 
' presentations. 
There is another question which was brought up several times, the whole 
matter of whether there was going to be a management consultant group 
_ examining the C.B.C. and its operations perhaps in a one-shot effort, perhaps in 
a continuing way. I would suggest, Mr. Regan, that those questions go right 
, into the policy and they are legitimate questions to ask. They do follow out of 
the various reports of the Auditor General and they do inquire into policy. 
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The CHAIRMAN: Is there any further discussion? 77 
Mr. Ryan: I would just like to observe, Mr. Chairman, that as the pu slic 
accounts committee we are quite entitled to go into policy. “ » 
The CHAIRMAN: My view is—and probably I may not have to give a fina 
ruling—that members of the committee will have an opportunity to frame their 
questions later on when we get to the 1963 report. As Mr. Regan pointed out, 
our terms of reference indicate that we are entitled to look at the report of the 
Auditor General for 1962-63, and we are also entitled to look at the Glassco > 
commission recommendations in so far as they are relative, within the broad — 
terms of reference of the House of Commons in the first place. My own view — 
would be that unless Mr. Francis presses his question now—I do not think 
I need to make a ruling until we get to it—we are entitled to go into questions 
of policy as they affect the financial aspect and operations only. 4 
With regard to other questions of policy, we are not a broadcasting com- 
mittee and we are not entitled to go into questions of policy and programming. — 
We must examine each question on where its emphasis lies. If it is a question 
of organization and financial policy being reflected in the ultimate financial — 
position of the C.B.C., then it would be my view we are not only entitled to 
but we should examine it. Beyond that I do not think we should go. This is the - 
ruling I would be inclined to make if the matter proceeds. : 
Mr. Francis: I quite agree. I think this is entirely proper. I asked when © 
was the appropriate time to raise this kind of question, and I think I will defer — 
it for now. : 
Mr. HENDERSON: I was referring to page 10 which shows the amounts 
written off the inventories of engineering and production supplies total $85,000. — 
They are listed on that page. ‘ 
We then come to page 11. There is an item carried on the balance sheet of © 
the corporation entitled, ‘‘Programs completed and in process of production”. — 
As you know the corporation video tapes a lot of its productions, and of neces- é 
sity must have an inventory of these on hand at any given time. This shows that 
their balance sheet position at the end of 1962 had increased from $2,100,000 
to $3,300,000. Some explanation of the increase is given after the table. As is 
also the case when you are making products of this type, it is necessary to write q 
off some of the material which you cannot use for various reasons, and in this — 
particular year they wrote off $206,000 worth. That is listed at the bottom 
of page 11. 
We then go on to page 12, to inventory of film and script rights. This — 
was something Mr. Fisher referred to a moment ago which in this particular 
comparison dropped by $325,000, and there follows an explanation of what 
caused that drop. It would also give you some idea of what makes up these 
figures. The corporation was faced with write offs, and these total $165,000, 
as compared to $241,000 the previous year. They are listed at the top of page _ 
13. You will see that the largest figure of film rights written off was owing — 
to the expiry of contracts, unsuitability of films for broadcast because of 
program content or technical quality, and changes in programming. I refer to 
these write offs in rather more brief form of course in my report to the house 
because they fall under the category of non-productive expenditures which I ~ 
am asked by this committee to list. of 
We then come to the capital assets of the corporation which are slightly 
in excess of $32 million. You will see my reference to these on pages 13 and 
14 indicating how the corporation capital budget is prepared, how it was 
cleared, and how the actual expenditures compared to the amount which 
you had voted in the estimates. You will notice here that the corporation — 
did not spend the total amount that you voted to them. You voted $9,640,000, 
and it only spent $6,200,000, consequently $3,400,000 lapsed 
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On page 15 I make reference to the importance of having more adequate 
records of the capital assets of the corporation, something which my officers 
md Mr. Davies, the comptroller of the corporation, have been working on 
| for some time with a view to improving the records that have to be kept with 
respect to assets of this type. 

On page 15 we show a list of the accounts payable and accrued liabilities. 
Frem the list you will see that the majority consists of trade accounts, which 
is what you would normally expect to find in a corporation of this type. 

It On page 16 you will see the proprietor’s equity account. It amounts to 
$41 million. That represents the equity of the crown as the sole stock- 
‘holder of this corporation. That, of course, changes from year to year depend- 
‘ing on the figures. 

| On page 17 reference is made to the trustee pension plan. The corpora- 
tion introduced a revised type of pension plan, a trustee plan, and as the auditor 
of the corporation I am also the auditor of this trustee pension plan. I take 
‘this occasion to refer to the results in this report. 

‘7 On page 19 I bring forward a matter which I have dealt with before and 
“which you will recognize as something I brought out in my 1960 report, and to 
which Mr. Fisher referred a moment ago. My report to the corporation at that 
time was tabled in the broadcasting committee, and as I say here I am referring 
again to the recommendations made two years ago to the board of directors 
that in our opinion a useful purpose would be served by having the organiza- 
|tional structure of the corporation in terms of its present size, complexity and 
‘eost, made the subject of a study by independent management consultants 
| working in conjunction with our office. We understand that a study of this 
peture was completed by the royal commission on government organization 
during the fiscal year ended March 31, 1962, but at the time of the preparation 
| of this report the contents of this eit of the commission’s report were not 
available. 


i" This, Mr. Chairman, completes a rather brief description of the con- 
| tents of my 1962 report. Of course the attachments are identical to those which 
| appear in the corporation’s own annual report, namely its balance sheet, its state- 
“ment of operation, and my certificate. You might have some questions that you 
would want to address to the witnesses in regard to the figures and the presenta- 
tion of the figures on the statement of operations, and as the auditor of the cor- 
| poration I would be interested to hear any observations you would have to make. 
We have employed the same format for the statement of the corporation for 
“several years, and I think it generally meets with the approval of the manage- 
‘ment, of the directors, and so far as I know it meets w ith your approval, at 
‘least I have not been in receipt of any comments or criticisms on the 
»Manner in which the facts are disclosed. 

Mr. Chairman, would you like me now to turn to the 1963 report? I could 
) go a little slower and perhaps pick up the questions then. 


- The CHAIRMAN: I take it that the committee has pretty well fallen in with 
the suggestion that as we come to the 1963 report we will quite naturally be 
- free to revert to matters in the 1962 report which will be reflected in the 1963 
figures, and that your failure to ask questions does not necessarily mean that 
‘you cannct go back there. The same thing applies to the officials of the C.B.C. 
who might wish to make some comments at this time on any aspect of the 
1962 report. Is there any particular point, Mr. Ouimet, in the 1962 report to 
Which your officials wish to make reference? 


Mr. Ourmet: I do not think so. I think everything is in order and accepted. 


: The CHAIRMAN: Do all members of the committee have the long form 
Teport for 1963? 
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documents have been the subject of discussion and study in depth by | “ 


31, 1963, as you will see, is dated November 22, 1963. Again, in the opening 


the 1961, 1962 and 1963 figures. You will see the total expense figure across 


-at standard rates on the buildings. It is taken into cost because it is a part 


these Coos to the corporation, ines are Saapesecd to the posi of Se 
and the president is furnished with as many copies as he requires. So, t 


directors of the corporation. 


The CHAIRMAN: May I apologize to the members who are interested in 
receiving the French version. These are long form reports made privately 
the C.B.C. by the Auditor General in his capacity as their auditor. When it 
was decided to proceed in this way, we asked Mr. Henderson whether he would 
be good enough to try to arrange for the French versions. We hope these will 
be available shortly. However, it is not the type of document which normally 
is in French. These will be available shortly, and I will see they are distributed. 


Mr. GraFrtey: It is most regrettable they are not in French at this time, but 
we are becoming accustomed to this type of explanation. 


Mr. HENDERSON: They are furnished in French if the corporation, the 
agency or the department so requests. 


Mr. GRAFFTEY: I have no special complaint about this committee, but this 
is the type of explanation which has been given to parliament and to co 
mittees over the last two years in respect of this sort of thing. 

Mr. FRANCIs: Is it not better now than in the past two years? 


Mr. GRAFFTEY: No; this practice has been evident over too many years. 
am simply registering my complaint again. 


The CHAIRMAN: Your complaint is noted and will be directed to the 
authorities concerned. | 


Mr. HENDERSON: The report to the directors for the year ended March 


Bees ranhs on pages 1 ant 2, we follow the format we mentioned in the 
1962 report. a 

Under results of operations you will remember the figure the previo 
year I think was some $70 million. The sum of $73,244,000 was provided this | 
year by the government as a grant in respect of the net operating amount 
required to discharge the responsibilities of the national broadcasting service 
In this particular year $61,661,000 was supplied to the corporation under 
authority of parliamentary appropriations and $11,583,000 under authority of 
Governor General’s special warrants. 


On page 3 you will see again a comparison to 1962. In fact you will see 


the heey I am sorry; this begins with the accounts of 1960. 


Mr. WINCH: May I ask two questions in respect of page 3? Is there any 
breakdown of selling and general administration; is it possible to have a fig 
showing how much of that is selling and, secondly, at the same time, may I 
ask whether depreciation includes depreciation on the buildings? 


Mr. HENDERSON: May I answer that, Mr. Chairman? 
The CHAIRMAN: Yes. a 
Mr. HENDERSON: To take your last question first, the depreciation is take n 


of cost, but it has been eliminated when you reconcile the total requirements 
with the parliamentary appropriation because parliament does not vote money 
for depreciation as such. ie 


Mr. WIincH: That is the point I am trying to get at. fe’ 
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: The total cost of the perporetion, as shown in the tabula- 
page 3—the total expense figure—includes depreciation to the amount 


ks on the accrual basis. 

WincH: How about depreciation of equipment? 

. HENDERSON: That is included. 

. WINCH: On the same principle? 

HENDERSON: Yes. The figure you see for depreciation represents 


een. 

Mr. Wincu: Is there a breakdown of selling? 

Mr. HENDERSON: You will find that in the statement of operations whieh 
; exhibit 2 in the annual report where the selling and general administration 
f figure is broken down three ways. In the year 1963, you will see the figure 
$7, 268, 751. Midway down is the indented selling expense of $1,646,990, en- 


541,350. 

Mr. WINcH: It may be because of my ignorance, but I would like to ask 
| Mr. Ouimet whether we might have a brief explanation of the $1,646, 990 
‘selling expenses? 

Mr. OUIMET: Well, we have to sell programs. We have a sales force and 
a commercial department that is concerned with sales policy and selling sales 
quotas. We have to administer and manage this sale of $30,800,000 in this 
particular year. This is our cost of selling. 

_ Mr. WincH: Do you mean the selling of programs in order to get the 
a advertising’ ? 


Mr. OuIMeEtT: Yes, selling. 


_ Mr. Wiwcu: It is not selling, for instance, to the B.B.C. in Great Britain, 
or something like that? 

: Mr. OuIMetT: No; this is the cost of actually obtaining commercial revenue 
for advertising; it is the sale of programs as well as the sale of commercial 
advertising in between programs—what we call.spots or spot advertising. 


Mr. Wincn: Thank you. 


The CHAIRMAN: Could the Chairman ask a question at this point? My 
education was totally devoid of accounting experience, and perhaps this is 
why I ended up as Chairman of this committee. On page 3 I see that the 
advertising income for 1963 is $31,402,592. In the actual budget in the second 
last item I see the following: 


Less: Commercial revenue (net of agency and 
U.S. network commissions and payments to private 
BTAUIOIS Wil Me. MOPPING era ee eh eee BA he oe Od ad ae ar ist CE d te. $22,698,000 


s there a reconciliation of the relationship between the $22 million, which is 
he actual budget for commercial revenue, and the advertising income, and 
Be. of $31 million in 1963? Am I wrong in my thinking there should be 
some relationship there? 


_ Mr. HEeNpERSON: Yes; there is a relationship. I think Mr. Davies has ri 


4 The CHAIRMAN: It puzzled me. 


Mr. W. F. Davies (Comptroller, Canadian Broadcasting Corporation): 
is Chairman, this is the difference Foie ey the gross revenue and the net 


es _ Aan ae appropriation. This is a corporation which keeps its . 


preciation at standard rates on all equipment and buildings owned by the | 


ineering and development $1,080,411, and management and Genteal services) 
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investment figure in the miscellaneous income item. The $30,846,000 is reduce j 
to $22 million by $4,800,000 which we pay to private stations as their share 
of the revenue, plus the amount we pay out as commissions to agencies, and th 
share which goes to the U.S. network. 


Mr. GRAFFTEY: I realize that because of the establishment of private tele-_ 
vision stations, the advertising dollar income went down, but in spite of that. 
these figures indicate that television as a communication medium in general 
is getting an increased share of the advertising dollar. 


Mr. OvuIMET: We believe this actually is the fact, but it is a very slow 
increase over the years. The television medium has not been reduced in its 
share of the total advertising revenue, but has been increasing only very gradu-~ 
ally and not sufficiently fast to take care of the very sudden demand placed 
on the advertising revenue by the establishment of the second television sta- 
tions which represented not only several millions, but something in the order, 
I believe, of $20 million. The $20 million was supplied in a small part by new — 
dollars from advertising, but only in very small part, and in too great a part 
from revenues which the Corporation used to get, and also in great part from — 
revenues that other private broadcasters used to get in Canada. 

Mr. Hates: My question, Mr. Chairman, has to do with advertising in- 
come. I may address my question to the comptroller, I presume. For every 
$100 worth of income from advertising, how much does it cost to sell that $100 © 
worth of advertising; could you give us that for 1960, 1961, 1962 and 1963? 
Has it continued to go up or has it come down? 

Mr. DaviEs: On a comparative basis, Mr. Chairman, I would beg leave to 
submit this at the next sitting. In 1963 we were running at a total selling ex-— 
pense of about 5.3 per cent in radio and television of sales. 


Mr. HA.Es: For every $100 worth of sales of advertising you spent $5.30? 
Mr. Daviks: Yes. 


Mr. OurIMet: I believe, Mr. Chairman, this answers the question. 
Mr. Davies: This is for 1963. 


The CHAIRMAN: Do you wish to pursue your request for the comparative 
figures which would mean they could be produced at a later meeting? 


Mr. Hates: Yes, I would like to have the information for the three other 
years. 


Mr. HARKNESS: What is the breakdown between television and radio of 
your advertising income? f 


Mr. Outer: It will take a minute to look it up. 


Mr. HarKNESS: While that is being looked up, although this may depend — 
on that information to a certain extent, I wonder where the decline in the 
revenue came in, and whether it was from television or from radio; that is, — 
the decline from $38 million odd in 1960-61 to $31 million in 1963. I wonder 
whether the decline chiefly was in the television income or in radio income? ~ 

Mr. Davies: The decline in revenue was solely in television. There was 
some very, very small percentage of increase in the radio, but it was not at all ' 
significant. The total decline was in television. In 1963, of the $30,900,000 gross — 
revenue, $2.7 million was radio, and the balance of $28,200,000 was television. — 


Mr. HarKNEss: Then what are the reasons for this decline? 


Mr. Ourmet: Mr. Harkness, I believe this is what I tried to explain — 
earlier; that is, that the sudden coming into being of eight second television — 
stations in the major areas where we were operating created a sudden demand 4 
for advertising revenue which could not be supplied by the advertisers. In other — | 
words, no new dollars were created, or only a small amount was created, so | 
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that it had to come from other media as well as from television. The impact in 
C.B.C. was fairly heavy as a result of this, and many private stations also saw 
a reduction in their revenues. 


Mr. HarKNEss: So far as your sales organization is concerned, what efforts 
have been made to keep up the advertising revenues? I note that one of the 
criticisms made in the Glassco report was that your sales activities were not 
adequate. 

Mr. Ourmet: Every effort was made to keep the revenue up. We actually 
took special measures to intensify our sales effort; but when the total amount 
of money available remains the same and somebody comes into the market 


with a demand for $15, $18, or $20 million, of course, then, you have to suffer 


a reduction. This had been predicted, by the way. 


Mr. HarKNESS: One of the criticisms in the Glassco commission report was 
that in their opinion your record was not as good as it should be because there 
was very little incentive for your salesmen to go out and get business. As 
I recall it, one of their recommendations was that there should be more 


- incentive so far as your sales force is concerned. They noted especially that 


these people on your sales staff were on a straight salary basis; there was no 
commission if they got more business. The recommendation more or less was 
to the effect that incentives of that kind should be provided so far as your 
sales force is concerned. Has anything been done along this line? 


Mr. OurmetT: Yes; we have looked into the possibility of doing this. Some 
steps were taken, but there is a limit to what we can do in practice. Further- 
more, we are not convinced that in our type of business—because we are in 


a business when we are in commercial broadcasting—such measures as suggested 
by the Glassco commission would necessarily be the best way to handle it. 


I do not want to make this as a final statement because at the moment there 
is a study group working on the question, and they may come up with recom- 
mendations which would change my answer. 

Mr. HarRKNESS: Do you pay your sales force on a commission basis? 

Mr. Ourmet: Generally speaking I would say no to your question. 


Mr. Harkness: Do you not think it might be desirable to put part of them 


on a commission basis in one or two offices to see what effect or result there 
might be? 


Mr. Ourmet: I would not like to say at the moment. We are studying it 
now, and we may move in that direction, or, on the other hand, we may not. 

Mr. Harkness: Is it not a fact that, as the commission pointed out, prac- 
tically all organizations find their sales to be much better if they have incen- 
tives for the people engaged in doing the selling. 


Mr. Ourmet: It all depends on what you are selling. If you are selling 


- standard products, it is easy to tell your salesman to go ahead and to sell these 


et ee a Se SR 
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known products according to the quota you give them and according to the 
incentives which you offer them. But in our case we are selling programs which 
are designed in the first place as a public service. An incentive basis may 
not be the best way to handle that type of sale. We do not have a standard 
product to sell. In the selling of programs in the corporation, for example, 


it may be plays, a series of plays. This is not something which can be sold 


according to known specifications where you can guarantee a sponsor that 


- he will get such and such a product, because it is subject, first of all, to the 


objectives of the corporation which are primarily public service, and not 
primarily to make programs that will sell the most easily or that will give 
the greatest return to the sponsor. 


7 ; 21106—23 


are usually related, but I think we had better wait and deal with th 


dealing with two different kinds of products; in one case the American net- 


— 


_ Although I am not sure of their exact practice, I would imagine that most of 


_ field I am personally a little familiar in connection with paid time for adver- 


- entirely to commercial operations? 


fess CHAIRMAN: I Role. Brea if we did not “ine oat ae 


each member has a chance to develop his complete line of examination. I 
that would be the better way. 


Mr. HARKNESS: On what basis do the big Ameviest networks, the Colum = 
bia and the National, work as far as sales are concerned? Are they on a 
commission basis, or do they follow the same basis that you follow, that o e 
straight salary? * 

Mr. Oumet: Before answering your exact question might I say that 
the American networks do not make many other programs than those whic 
will get the maximum audience, and those which will sell the most easily. 


their salesmen must be on some incentive system. But I must repeat that we are 


works are a business. That is all they are. They are a business. They are in a 
commercial business. But in the case of the C.B.C. you are dealing with a 
public service which happens to be engaged in commercial operations in 
order to reduce the total requirements for public funds. It is not at all the same 
emphasis. 


Mr. FRANCIS: I would like to follow Mr. Harkness’ line of questions. Is 
the C.B.C. engaged in selling only network advertising? ss 


Mr. OUIMET: No, we sell network and we sell local advertising. ms 
Mr. FRANCIS: I am concerned about the sale of local advertising with which 


tising in an election campaign. Is there prohibition by the C.B.C. upon accept 
ing sponsored political ads? : 

Mr. OumMET: Yes, it has been traditional policy of the corporation not to 
sell time for political purposes, and also for religion, for education, and for 
many other fields. 

Mr. FRANCIS: You say traditional; is there a policy? Is there a state- 
ment of what is the traditional policy available? I am curious to know the 
things you do not accept. ee 

Mr. OUIMET: We could provide you with an exact statement of those 
types of programs which we do not offer for sale. I am thinking of our ne Sia 
for example. 

Mr. FRANCIS: I appreciate it. The effect of it is that in an election campaigi 
the commercial field has a monopoly of this kind of advertising revenue. Are 
there any other areas from which the C.B.C. really withdraws, leaving then ig 


Mr. OuIMET: Yes, we do not sell our news; we do not sell, as you ea 
tioned, political broadcasting: we do not sell religion, and we ae not sell, gen- 
erally, public affairs programs. We do not sell educational programs either. 

Mr. FisHER: What about cigarettes? 

Mr. OurmeET: We do not sell in general information programs. But apart 
from this we do not accept certain types of accounts which will be accepted 
by private stations. There is quite a long list of accounts that we do not accept. 

Mr. Francis: I wonder if Mr. Ouimet would consider preparing a stateme! t 
in this general area, because I at least, as one member of the committee, would 
like to have that information. a 

Mr. OUIMET: We shall be pleased to do so. ‘a 


The CHarIrRMAN: It will be in line with financial and organizational matters, 


+ 


yes. 
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Mr. FRANCIS: I am concerned about the trend here. Your advertising income 
960 was $38,500,000; for 1961, $38,000,000; for 1962 it was $33,300,000; in 
63 it was $33,400,000. A little geometrical projection here develops a series 
of questions in my mind. Would Mr. Ouimet care to comment on this trend? 
Does he see any stabilization or reversal of this trend? 


Mr. OvuImMeET: Yes. 


_ Mr. Francis: This is in a different field to that of Canadian publishers _ 
ome of whom are saying very vigorously that what has happened in Canada 
is that private television has grabbed the great bulk of advertising revenue, 
and that this puts printed magazines out of business in Canada, because of the 
bvious impact on the public stations. I am raising the basic question: Has the 
°.B.C. withdrawn from too great a sector; is the C.B.C. following the incentives 
which Mr. Harkness pointed out, to maximize its revenue? What assurance can 
Mr. Ouimet give the committee? On what does he base his anticipation of a 
eversal of this trend in the future? 


Mr. OurmmetT: To answer the first part of the question, I think the figures 
before you indicate a very marked downward trend. Actually in the last year, 
1963-1964, that trend was stabilized. We are not going down any further. In other 
words, we have had the full impact of the advent of second stations as far as 
we know, unless they change their policies or their methods of selling, or the 
total amount of commercial time they may be allowed to carry. 


a As far as our efforts to get our revenues at the highest possible level, we 
do so of course consistent with our primary objectives. We must not allow at 
any time our commercial considerations to affect our programming service 
- which must be determined on a public service basis. And this consideration has 
_ had no effect on the broad downward trend that we have been talking about. 
4 It has been due almost entirely to the advent of new demands on advertising 
‘ funds. 
. You were talking about incentives. We are very conscious that whatever 
may be the basis of our selling activities, such incentives would be very useful 
_ to have. It is simply that it is very difficult to determine a set of incentives when 
: you are dealing with the sale of programs for which there is no known specifica- 
i tion ahead of time. It is not the same thing when you have a standard product. 
- You know you are going to be able to sell this product in the whole year, and 
it is specified and it is known. In our case one program in a series for example 
may be of one type, while another one may be perhaps built to a different 
| requirement and have a different audience; so it is difficult to establish a 
| system of incentives for this type of selling. 


The CHAIRMAN: Might I interrupt here. I do not know if you have finished, 
Mr. Francis, but the time has approached when we must move out to make 
room for the defence committee. Before we do so, I have been advised that 
| Mr. Davies can now give an answer to the question which Mr. Hales asked. It 
ee _ will be put on the record. Perhaps I might ask him to do so now. 


1 Mr. Davies: Your question had to do about the percentage of selling 
Lo hy expenses up to the years 1962 and 1963. In 1960, it was 3.2 per cent; in 1961 

it was 3.7 per cent; in 1962 it was 4.7 per cent; and in 1963 it was 5.3 per cent. 
_ This reflects a dropping off of sales revenues. 


4 


_ The CHAIRMAN: I think we must postpone further questions at this time. 
Mr. Francis will be continuing, and Mr. Fisher will follow him. Before we 
leave do you agree that we print as an appendix the 1962-1963 long form 
ef Bee is? 


@ Agreed. 
(See Appendix 1.) 
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Are you prepared to come back here, as I hope you will, Fh as 1 Oe 
We have no formal order, but in order to accommodate the parties concerned, 
and in view of the limited time available, are you agreeable to coming back ¢ a 
3.30 p.m. and 8.00 p.m.? 


Agreed. 


It will be 3.30 or after the orders of the day. We hope that with the — 
opposition being reasonable as usual, we will be finished with the orders of — 
the day by 3.30. The meeting is now adjourned until 3.30 p.m. or thereabouts. 


AFTERNOON SITTING 


THURSDAY, July 2, 1964. 


The CHAIRMAN: Gentlemen, I am told we have a quorum. The meeting 7 
will come to order. 
Before we carry on, Mr. Ouimet has some information which he is going — 
to give to me in response to questions. He has a clarification to make in respect — 
of a statement he made this morning. 


Mr. OUIMET: Mr. Chairman, I have here two lists which I would like © 
to file with you in answer to an inquiry of Mr. Francis. The first one is programs 
not available for advertising, and the second is a list of unacceptable accounts. 


The CHAIRMAN: Thank you, Mr. Ouimet. Is it agreed, gentlemen, that 9 


these two lists be printed as in appendix to today’s Minutes of Proceedings and 
Evidence? 


Agreed. 
(See Appendix 2.) 


Mr. OuIMeET: Then, Mr. Chairman, this morning when we were discussing — 
commissions and incentives, I am not sure that I gave the complete picture. 
I think I was asked specifically whether we had people on commission and I ~ 
said no. Then we more or less dropped the question of incentives. What I _ 
would like to bring to the attention of the committee is that in Montreal — 
and in Toronto we are experimenting with an incentive system, where we ~ 
have a number of our salesmen who are on a sales compensation plan which _ 
means that while they are not on commission, they do receive supplementary _ 
remuneration on the basis of their performance. 


Mr. Harkness: I take it this is a bonus system? 


Mr. OUIMET: You might call it a bonus system. The results achieved — 
are subject to assessment by a committee. This assessment takes into account the & 
difficulties of sales in particular areas; all areas are not the same. 


Mr. Harkness: This is for selling advertising on national networks, and 2 
is not just for the local stations in Toronto and Montreal? 


Mr. OUIMET: I believe this includes national selective business also; but — 
this is Toronto and Montreal only. It has not been tried in other locations. — 
We are waiting for the results of this experiment before we decide whether or 
not we will do it at other locations. 


The CHAIRMAN: Gentlemen, we had reached the top of page 3 in our | 
consideration. Mr. Harkness had asked a question, and a number of questions — 
followed. I think it would be logical if we asked Mr. Henderson to carry on ~ 
from there to the top of page 9 without interruption. In the course of this he 
will cover the details of expenses and income. Some of the details have been 
elicited following the questioning in respect of the table at the top of page 3. 
After Mr. Henderson has done this, we could then resume our questioning. 
Mr. Fisher is the first on my list. 
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a If I have your approval, I think our proceedings would be more orderly, 
and we would save a good deal of overlapping by proceeding in this manner. 
Mr. Henderson, would you be good enough to carry on from page 3 to page 9, 
; dealing with the question of income and expenses? 


Mr. HENDERSON: On page 3 you will recall that you saw the summary of 
the net operating amount required for the year which we are now studying, 
1963, compared to the three previous years. On page 4 there is shown a com- 

parison of the actual net operating amount required against the budget figures 
which would have been filed with the treasury board in support of the esti- 
mates that ultimately appeared in the blue book, and which you approved in 
the course of approving supply. 

I would repeat, the corporation seeks to budget or to estimate the broad 
general area of its requirements ahead of time under the categories shown in 
this table on page 4. The figures appear in the budget column. They are re- 
quired, under the treasury board procedure, to estimate to possibly 18 months 
and sometimes even further ahead of the period for which the money is going 
to be needed. 


In this case you will observe, speaking on the net basis—how the total 
expenditures less recovery brought out the actual figures to $1,339,000 less than 
the budget. 


‘- On page 5 we deal with the expense increases and decreases before turn- 
ing to income. Here you have a table showing the categories of expenses for 
the year you are considering—1963—compared to 1962. On the comparison you 
' will observe that in 1963, whereas salaries and wages again increased $2,362,000, 
certain savings in other areas reduced the over-all increase to $755,000. We 
. then go on to point out that the increase in salaries and wages is mainly attrib- 
: uted to the provisions of the collective bargaining agreements, together with 
an increase in the number of employees during the first four months of the 
‘fiscal year. However, staff reductions during the balance of the year more than 
offset this early increase, and by March 31, 1963, the corporation had 179 fewer 
e than at the end of the previous year. 


; The next paragraph refers to the same item that I had commented on in 
my 1962 report, having to do with the executive officers’ remuneration, includ- 
ing as it does the salaries of the president and the vice-president, and again 
_ recording the fact that there had been no action in respect of authorizing the 
salary rates being paid for these two officers. This was the condition I had 
_ referred to in the previous year’s report and which was still the case at March 
mol, 1963. 
That condition has been rectified, I believe, during the year that has just 
; recently been completed, that is, to March 31, 1964. The reduction in the amount 
paid to private stations is ee referred to here. Owing to the disaffiliation 
_ from the C.B.C. network of two stations, this resulted in a drop in revenue. 


We then deal with commissions paid to agencies, and we explain why 
they were reduced. That is on page 6. 


ig Mr. CarpirF: May I ask one question? 


% 


i The CHAIRMAN: Please let us go through to the end, Mr. Cardiff. I have 
“Mr. Fisher on my list next. I think we would get along much better that 
way. 


le Mr. HENDERSON: On page 7, one of the items in the expense category which 
_ you will have noted is employment expenses, other than wages and salaries. 
The principal reason for the change here is that the corporation adopted a 
'new pension plan, as you will recall from my 1962 report. They moved into 
‘the trusteed type of pension plan, and their contribution accordingly was 
higher; that is, 74 per cent of salaries and wages for male employees, and 


We : 
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6 per cent for female employees. Under the old plan it was 6 per cent 
both, and married women were not eligible under the former plan. In 
year you are studying now they took the full impact of that particular chan 

We now turn to the bottom of page 7 to income where again you see Q 
comparison between the three factors which make up the income of the corpora. : 
tion, which of course principally is advertising, which we discussed earlier, 
and interest on investments. That would be largely arisic from their holdings 
of some bonds which you see in the balance sheet, and to other miscellaneous 
items. 
At the top of page 8 there is a comment which possibly will be of interest 
to Mr. Harkness in the light of his questions. It says that a decrease in television 
advertising revenue was offset to a small degree by increased radio advertising 
revenue to the extent of $134,000; and we point out the reasons again which 
the president gave in his earlier testimony about the impact of private television 
activities on the corporation’s revenue. % 

The next paragraph deals with an interesting angle on the statement of 
operations. You will find in the corporation’s annual report a statement of opera- 
tions, the one which follows the balance sheet, namely exhibit II. Therein are 
segregated costs of production and distribution under two types of headings: 
first of all, programs without advertising, $63,586,267 and Prostar witl h 
advertising, $28,801,732. 

Within the former classification, that is to say, programs without advertisean 
there are two types of programs: those which are available for advertising 
which have not attracted advertising revenue; and programs of a public service 
nature, which, because of corporation policy, are not available to prospective 
advertisers. 

There then follows a segregation of the total cost of the programs without iy 
advertising. You will see that of the $63,586,267 at the bottom of page 8, 
point of fact $26,561,801 were for programs available for advertising, and ‘the 
others were for news, and public service programs. 

The most important point is contained in the last paragraph which says 
that the total cost of production and distribution of programs with advertising 
potential, therefore, is really $55,318,533 comprised of the $26,516,801, above 
and $28,801,732 shown as cost of production and distribution of programs witl 
advertising. As gross advertising revenue amounted to only $30,846,627 the 
difference of $24,471,906 was required to be met from the parliamentary grant 
during the year. 


The CHAIRMAN: Thank you, Mr. Henderson. We are now open for a dis- 
cussion and questions up to this point. The order of questioners I have is 
Fisher, Mr. Ryan, and then Mr. Cardiff. Now, Mr. Fisher. 4 


Mr. FISHER: I would take it from the way the figures are shown that all 
administration and what you might call headquarter expenses are costed in 0 
the figures for programming. ; 


Mr. HENDERSON: No, they are not. If you have exhibit II before you, the 
statement of operations, you will see that whereas they have put in as many 
of the direct costs as could properly be allocated under the heading of cost of © 
distribution, there remain other expenses, the division of which would entai 1 
considerable work and time, and which cover all the other cost aspects. They i 
have not sought to break down the expenses under operational supervision — 
and services, and those of selling and general administration; they are left 
in as total ee without being applied upstairs. 


Mr. FISHER: It is possible to approach the C.B.C. or any other crown cor- ey, 
poration from the point of view of looking for too large an overhead, too man? y 


administrative bodies and not enough of those who are actually engaged in 
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duction or revenue. We approach the C.N.R. and T.C.A. in this way. I would 
e to know if in your opinion, in your analysis as such, you can get a good 
w of the administration and general overhead cost of administration as 
against production, or you might say the productivity of the organization? 


Mr. HENDERSON: That is what we have sought to do in this particular 
tatement. Perhaps I might ask Mr. Davies to correct me if I am wrong in 
this; but I believe the cost of production and distribution includes what might 
be called the direct allocable expenses to the programming, to the network 
distribution, and so forth. Managerial expenses, selling expenses, operational 
‘supervision, overhead and the things which you describe are to be found 
- in the two figures which follow, the $8,426,592 and the figure of $7,268,751. 


te 
te, 


_ Would that not be correct, Mr. Davies? 


: Mr. Davies: That is right. The cost of production and distribution, Mr. 
Fisher, is somewhat equivalent to a cost of sales figure, and these other two 
items, operational supervision and services, and selling and general administra- 


over the last number of years. When are we going to get results in terms of 
increased productivity so that the cost of the products would tend to become 
stabilized or to come down in relation to both the capital as well as the other 
: f spending you are talking about in your administration? 

‘ Mr. Ourmet: I wish we could answer this question, but we really do not 
od know. Our overhead figures expressed as a percentage and comprising selling 
- and general administration as well as operational supervision and services have 
- remained pretty well fixed over the years. Even when our total output was 
1 smaller than it is now; generally speaking the overhead was about the same 
-as we have at the present time. I think the reason for this is that we are 
dealing with a custom made product. In other words, there is no advantage 
in terms of simplification of supervisory processes by making more programs, 
because each one of them still requires the same attention. I really do not think 
that our supervisory charges will appreciably change over the years. We of 
course have no advantages of mass production, and because of that the fact that 
you produce twice, or three times as much does not change your ratio of 
overhead. 

Mr. FisHER: I am paraphrasing very generally an interpretation of the 
speeches which you have made within the last six months which indicate that 
the C.B.C. does not intend to go out more militantly than it has in the past 
for more advertising revenue. | 

Mr. OurmeET: That is correct, if it is left to the C.B.C., but this is a matter 
on which parliament can decide otherwise. 

Mr. FISHER: The reason I wanted to raise this question is that on at least 
three occasions I have seen in your various reports an indication that you 
did go out after more advertising revenue about four years ago as a result 
of a recommendation of a parliamentary committee. 

Mr. OuIMET: Yes, we did, and at the same time I think there was also 
a general boom in advertising economy. 

The CHAIRMAN: Mr. Henderson has presented us with figures which 
indicate that you still have a potential advertising revenue of a considerable 
size in terms of programs that are available for advertisers but have not been 
taken up as yet. 


Mr. Ourmet: I think I should explain what categories of programs are 
included under this general description. 


S Mr. F1sHER: In your corporation you have had an increase in the budget 
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Any program which can be sold within our framework of policy is avail- 
able for advertising but that does not really mean it is a saleable program. 
For example, a program of chamber music, and we have programs of chamber 
music, can be sold in the sense there is no policy that prohibits its sale, but. 
in fact it cannot be sold because no sponsor will purchase it in view of the 
fact it has an audience too limited to interest a sponsor. We have many 
programs which are addressed to minorities. As you know, it is a job of the 
C.B.C. to serve minorities, and although these programs can be sold according 
to policy, they cannot be sold in fact because there are no sponsors who wish 
to purchase them. 


Mr. FISHER: What would be a more realistic figure or percentage in 
respect of those programs which are available for advertising but are im-— 
possible or unlikely to be actually saleable? ; 


Mr. Ouret: I personally believe that we are selling the absolute top 
percentage of programs available for advertising which can actually be sold. 
Mr. FISHER: You are selling that top percentage at the present time with- 
out any change in policy? q 
Mr. OUIMET: We are selling the top percentage we can sell without a 
change in policy being effected. In order to sell more we would have to change © 
our policies and open up other categories of programs which are relatively — 
popular but which we cannot sell as a matter of policy. 


Mr. FiIsHER: Mr. Chairman, I intend to leave this subject now in the — 
hope that other members will follow it up. Before I leave I should like to ask 
one or two questions in respect of the money that has been turned back to — 
the crown over the last few years. 


Mr. Ouimet, you have indicated that there is no way you can make e 
adjustments within your budget in respect of this money. The reason I raise — 
this question is familiar since the question has been raised for approximately B 
the last ten years. And it is related to the possibility of using some of these 
funds for the extension of service. What are the difficulties you have en-— 
countered, first of all, in getting a proportion of your budget allocated for 
the extension of services and, second, in respect of any statutory or regula- 
tory form of applying anything that you have left over, and which you are 
not able to spend in other categories, to this field? . 


Mr. OurMeEt: In order to completely answer your question I think I must 
say that each year for the past six years we have submitted our requirements 
in terms of operation and capital to the treasury board. Perhaps we could 
limit our discussion to capital requirements. These requirements have been 
considered and, generally speaking, the treasury board has recommended to 
parliament, and included in the estimates, an amount which is usually less 
than the amount for which we have asked, and this has necessarily limited © 
the number of projects that we can handle. 


In this regard we have different kinds of projects. Sometimes we must — 
replace obsolete equipment and at other times we have to consolidate facilities. ; 
We also have the very important requirement of extending our coverage in 
areas not receiving service. I believe that will answer the first part of your 
question. 


In respect of the second part of your question relating to difficulties 
encountered in using up funds, which might not be used during the course of — 
a year, for coverage instead of something else, this is something we cannot do — 
because, according to the rules of the treasury board, we have to indicate the — 
general area in which the funds have to be expended. We cannot move from 
coverage to replacement of obsolete equipment, or vice versa. Since we are on 
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a voting basis, any money that is not used simply lapses and we must ask 
for it again the next year, if we need it. If we were on a long term financing 
basis, of course, we could put some money aside, if we had saved it, and use it 
for some of the purposes you have mentioned. 


i" Mr. FISHER: Have you any views, Mr. Henderson, from the point of view 
of the office you hold, in respect of giving the C.B.C. greater latitude in spend- 
ing within its budget, and I refer particularly to alternative spending under 
circumstances where one sector of the budget does not receive all of the allo- 
‘cated spending within a year? 

Mr. HENDERSON: These budgets which are passed by the treasury board, 
and which are listed in my report, carry the provision that the corporation 
can exceed any one of the individual categories up to ten per cent providing 
‘there is sufficient money available in the other categories to permit it. In other 
words, the C.B.C. can make their own transfers, but if they exceed this ten 
per cent tolerance, as the treasury board staff describes it, then the corpora- 
tion is required to file a revised budget at which time the treasury board staff 
looks over the request, and I think, in our experience, all things being equal, 
generally approves it. There may be some reason, of course, why the Board 
would not give approval, but generally speaking that has been the policy of 
‘treasury board. That policy applies not only to the C.B.C. but to most of the 
other crown corporation budgets which, as we know from earlier discussions, 
are filed in like manner with the treasury board. 
th Mr. FisHer: In looking at page 4 of the 1962 and 1963 long range reports, 
‘I assume that any extension of service would come under the item “Network 
Transmission”; is that right? 

R Mr. Ourmet: This table refers to the operating costs, and we have been 
generally referring to capital costs. 

be There are two elements to be considered in this regard, the first being, of 
‘course, capital costs. I believe capital costs is the factor being determined here. 

Mr. FisHER: You would include engineering under network transmission? | 
s Mr. Outmet: This item covers microwave transmission and sound trans- 
“mission over the ordinary telephone lines and cables in respect of our TV and 
“sound programs. 
| Mr. FIsHER: Where do you stand at the present time in terms of the rec- 
~ommendation that you have a longer term budget? 
| | Mr. Ourmmet: This, as you know, was announced as an item of government 
"policy in a statement by the hon. Mr. Pickersgill when the troika committee 
“was set up. It is also an item which, I believe, is under consideration by the 
advisory committee that has been set up by Mr. Lamontagne. 

Mr. FisHer: You want this, do you? 

L Mr. Ovruet: As far as we are concerned, yes; for years we have asked 
| for it, and the Fowler commission in 1956 recommended that the corporation 
| be financed on that basis. Our position has always been the same. We think it 
would give us a great deal more facility to plan ahead than the present 
| arrangements. 

| Mr. FisHer: Have you any views on this or are you in a position to express 
hs any views on this policy change, Mr. Henderson? 

i Mr. HENDERSON: I think, Mr. Fisher, this is a matter on which I would 
preter not to comment. The issues are fairly widely understood, I think. As 
| Mr. Ouimet points out, this is a policy matter which he has under discussion 
with the government. 

Mr. FISHER: The last matter I want to raise is with regard to the question 
you have posed a number of times, Mr. Henderson, in connection with the need 
\ 
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for a survey which, I take it, would be otal a continuous manugenien is 
vey. I gather from the items that have been filed that the corporation has 

certain responses to this and also to the recommendations of the Glassco co 
mission. I wonder what the responses are. 


The CHAIRMAN: While I suppose this could come under this heading 
wonder if it is not more a matter for the last item, “Special Survey”, wh: 
deals with Mr. Henderson’s views in this regard in considerable detail. I th k 
this would be preferable because we could then have a general discussion at 
that time. I am not trying to prohibit you, but I do think it would be more 
advisable if we were to wait until then. q 


Mr. FISHER: I would like to ask Mr. Henderson if he is satisfied now with 


the way in which film purchases and rentals are handled and whether i 
feels the point which he made several years ago is now cleared up. ‘ 


Mr. HENDERSON: We have not raised any further objections to this situation 
over the past couple of years, Mr. Fisher. We have continued to keep this under 
the closest review with Mr. Davies in the course of our audit work. There 
have been some points where we have felt there could be a tightening P 
and he has co-operated in trying to achieve this. 

We have not yet reached the section of the report in which I deal with 
these matters, and that begins on page 13. 

In the Quebec region we have a situation which was the cause of some 
concern and to which I make reference on page 14. 


Mr. FISHER: I will let that go until later, Mr. Chairman. 
The CHAIRMAN: Mr. Ryan. 


Mr. Ryan: The very area with which I was most concerned is the one just 
mentioned by Mr. Fisher; that is, the second item at the top of page 4 in the 
Auditor General’s report for 1963, and the second item at the top of page 4 
for 1962, dealing with film purchases and rentals. 


Mr. HENDERSON: That is the expense item, the amount they have budge” 
and the actual expense. However, further on in the report, on page 13, I do 
deal with it in rather more detail. 


Mr. RyAn: I would like to ask a few more questions if I may. ce 
The CHAIRMAN: Yes, but keep them general, Mr. Ryan. os 


Mr. Ryan: I am not familiar with what happened two or three years back. 
However, I note that the corporation has exceeded its budget to the extent of 
$489,000 in the fiscal year ended 1963; you have gone up to $8,880,000 of actual 
expense, almost $0.5 million. For the fiscal year 1962 you have overstepRaay 
the budget by $944,000, which is almost $1 million, and which is certainly 
in excess of 10 per cent of the budget, which was $7, 676,000. Was this the 
picture for, say, the three years prior to 1962? q 

Mr. Ourmet: I will ask Mr. Davies to answer this. I do not believe this 
was the case. 

Mr. Davigs: We are dealing with the year 1962. 


Mr. Ryan: What was the picture for the three years immediately piel 
ceding 1962? y 


Mr. Daviges: I would have to check this. I could not specifically answer ¢ 


the question for the two years previous to 1962 because I just do not have | 
the figures available. ae 


The CHAIRMAN: We can obtain that information and have it available, 
Mr. Ryan, before we complete the C.B.C. inquiry. x 


Mr. Ryan: Can you specifically answer whether or not treasury board 


approval was obtained for the excess of $944,000 for the fiscal year ending 
1962? 


* 


. i 
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ENDERSON: Ie it was mot. Mr. Ryan, I would have mentioned it in my 
i nere in this report. 

Ryan: Does the treasury board, when it reviews an application for 
sion to exceed the budget position, obtain a breakdown of the film 
chases and the rentals and obtain full details? 


r. HENDERSON: Yes, they require the corporation to file a revised budget, © 
ystantiated by the reasons behind it, before they will approve a transfer in 


| be achieved from other categories. They cannot, of course, alter the total. 


Mr. Ryan: Does this show from what countries the films are purchased or Y 
ted? 
Mr. Henperson: Perhaps Mr. Davies can say a word about the detail 
ves to the treasury board in support of such request. 
Mr. Davies: The detail we give to treasury board, Mr. Ryan, is on the 
is of the total amount of this category of expenditure, and it is based on 
at we estimate our expenditure would be for the year. For instance, in © 
tober, 1962, we would be going to treasury board about the 1963-64 
penditures, and we would not have finished our year until six months later. 
erefore, we estimate as closely as we can, having the experience of the 
st half of the year, what we expect will be the expenditure in the various 
egories. We go through all the complete detail on the individual items— 
salaries, for instance, and film purchases and rentals. This would be one 
mp sum unless there were certain changes in the program schedules which 
would indicate some sharp divergence. This is what the figure would show. 
Mr. Ryan: Does the corporation at any time make a public statement 
n regard to where they make their purchase or rental of films? Is this listed 
nywhere so the public can see it? 
_ Mr. Davies: No, this is a matter on which we deal with known distributors. 
yone in the film distributor business would approach us and they would 
2 well known. For instance, there would be no restrictions on from whom 
we would purchase. 
_ Mr. Ryan: Is it against your policy to reveal from whom you purchase 
r rent films? 
i, Mr. Ourmet: The question really has not come up but, generally speaking, 
we do not reveal this kind of information. 
We are in a competitive field. I should point out at this time that these 
film purchases and rentals in great part are feature films; what you call old 
movies. We use a great deal of them and, of course, we ie from whatever 
ource will supply us with the best possible movies at the best possible prices. 
Mr. Ryan: The thing that disturbs me is that it seems to be so far out 
in respect of the estimate on the basis of the last few years. 
i Mr. Ourmmet: On the basis of these two years, I think, in the first case— 
d Mr. Davies might explain this more fully—there was an error in the 
imating, to start with, because we were basing our estimate for the following 
/year on the first six months of a year that was not finished. We guessed wrong 
mn that one and our estimate was out. Also, we had some additional costs. 
_ Mr. Davies may have more information in this respect. 
% Mr. Davies: I could give you the total analysis we supplied to the finance 
mmittee and the board in respect of this $944,000. It is made up in two large 
es. 
Mr. Ryan: Perhaps it could be tabled in order to save time. 


% ‘The Cuarrman: Is it lengthy? 


ess of 10 per cent of any individual amount, always provided the savings _ 
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Mr. Davies: No. 
The CHAIRMAN: Then, we could have it read into the record. 


Mr. Davies: There was an error of $424,000 in the estimate cost. The b: Se 
that was used for the budget was under the actual; in other words, we had 
the actual in 1960-61 coming out at $8 million and our estimated achievement, 
which we had used, was some $400,000 below this. 4 

There was another item which resulted from the increase in the French 
network service to equate the English and French services in Montreal to 
85 hours a week, which cost some $520,000 to give a total of $944,000. 


The CHAIRMAN: Would you proceed now, Mr. Cardiff. 
Mr. CarpirF: Mr. Chairman, I have a couple of questions. 
Has the C.B.C. any control over private station revenue? e 


Mr. Ourmet: Speaking generally, no. In respect of private stations that 
are affiliated with C.B.C. networks our decisions have an effect on their revenue 
in the sense that if we sell more of our network time they get a greater share 
of it. I should say that they do not get a greater share but a greater retur: 
If we sell less, then they get lesser return. I do not know whether or not this 
is what you mean by control. 


Mr. CarpiIFF: Do all private stations use the C.B.C. network? 


Mr. Ourm™et: No. I would say that only about one half of the private E 
stations use the C.B.C., including radio. 


Mr. CARDIFF: Well, I have one in my riding and this is why I put the 
question. We have a good radio station there. 


Mr. OurMet: They are part of our network which give us their facilities 
which is an advantage to us. They carry our programs and they have the 
advantage, of course, of being supplied with a large quantity of programming, 
and when these programs are sold they get commercial revenue, so that is 
where our decision may affect them. If we sell more network time they get 
more money and if we sell less network time they get less. 


Mr. CarpvirF: I would like to state at this time that we have a manager 
there who deserves a great deal of credit. He started with nothing and now he 
has 90 employees. He installed television facilities just about three or four 
years ago. As I say, he had a hard row to hoe, but he paid his way. He is .) 
very fine fellow. He did more for that community than any other one man. 


Mr. ForBES: I have a supplementary question, Mr. Chairman. 


The CHAIRMAN: Mr. Forbes, we will put you down on the list. Subject to. 
the committee overruling me, may I say that members can develop a line of ab 
questioning anywhere within this particular framework. = 

Mr. Forses: My question refers to affiliates. 

The CHAIRMAN: You will follow Mr. Wahn. 

Would you proceed, Mr. Harkness. 


Mr. HARKNESS: In connection with this matter of revenue from sale of 
advertising, you told Mr. Fisher that some programs are not saleable. I always 
have insisted that everything is saleable at a price and I wonder whether a lot 
of these programs are not saleable because of your pricing policy? Py 


Mr. OUIMET: Well, it is probably true that if we sold them very aes 
it would be in terms of cost per thousand per commercial minute, which i 
the way the advertisers assess the value of these possible buys—they could be | 
sold. But, on the other hand, we get into other difficulties because there are 
certain recognized rights for certain types of programming, half hour and one > 
hour, and we soon would be charged by the private stations with unfair com- 
petition if we go too far in this respect. | 
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: ! I might say that in respect of the example I used, namely chamber music, 
I have not heard of any sponsor who would be inclined to purchase it at any 
_ price, even though it has a very intelligent audience. 


ed Mr. Harkness: But that would constitute a very small proportion of your 
3 eee oeramming, particularly in television. 


i Mr. OuIrmMET: Yes. I must admit I picked a good example. 


- Mr. HARKNESS: Yes; that was on C.B.C. radio. But, one of the reasons I 
; am particularly interested in this is that the Glassco commission report is pretty 
critical of your corporation so far as its sales effort especially is concerned. 
_ They state particularly that their commissioners believe, if the corporation is 
to continue its commercial activities and rely on them for a substantial part of 
“its total revenue, the factor that overrides all other considerations is the neces- 
sity of building up a strong sales organization from coast to coast. It goes on to 
‘ state that nobody at headquarters in Ottawa has any real authority over the 
_ sales organization in the field, and instructions are too frequently flouted with 
- impunity. Has there been any action taken to change this sales organization 
and to divorce sales from regional and network management from the point of 
view of general management? 
3 Mr. OurmeEtT: No, not yet. But, at the moment we are making a very exten- 
Z sive study of that possibility. I am not in a position to say yet whether we will 
or will not do it. I must say that the statement that you have just quoted, that 
nobody has any authority at headquarters over the sales efforts, is not a cor- 
rect one. There is the sales manager in the field who reports to the general 
_ manager of the sales division to which he is attached. What was meant, I think, 
is that there is no corporate sales manager or general sales manager in Ottawa 
: to whom the various sales managers report. But, that is not the same thing as 
to say that nobody at head office has any authority over the sales manager in 
_ the field. 


M4 Mr. HarKNESS: The complaint which the commission made on what they 
found was that there seemed to be almost two separate lines here and no good 
_ co-ordination between them. For instance, they say that: 

The attitudes of operating officials in the field show wide variation. 
= Some disapprove in principle the carrying on of commercial activities— 


2 others may be overzealous in seeking revenue. 


‘ This is exactly what they are talking about. This appears under the para- 
graph on sales organization where they say that: 


,; A characteristic of the corporation’s sales effort is the previously 
noted lack of a positive policy with regard to commercial exploitation. 


¢ Mr. OuUIMET: We did not understand what they meant by this statement. 
_ We have some very clear policies with respect to our commercial sales. I have 
given you, just a few minutes ago, a list of the things that we will sell, and 
: the things that we do not sell. We have targets every year. Except for the year 
when we were really hit by the advent of the second stations, we have always 
_ achieved our commercial targets. Our commercial policies have been discussed 
by many parliamentary committees, they are still under discussion at the 
ts moment. I think we know exactly where we are going. The trouble is that there 
be are many different ideas about what our policy should be. Recently, in sub- 
ip -mitting the report as one of the members of what is called the troika committee, 
1M have made a recommendation with respect to our commercial activities. Dr. 
| Stewart has made another recommendation. He believes that we should be out 
_ of the commercial business. It has been like this over the years as far back as 
I can remember. The Massey commission had us withdraw to a great extent 


‘public does not like to see too many spots. 


_program objectives, the mandate of the corporation. Our commercial activities 


Seah 


ee 


from commercial activities. The Weyier commission haa G us ‘become more 
sive. This goes on all the time, and that is where you get this impression 
uncertainty. However, as far as we are concerned, we know exactly what ot ir 
policy is at any time, and we try to follow the wishes of parliament. 


Mr. HARKNESS: But what they are speaking of here is not so much a mat- 
ter of policy as a matter of how the sales organization is set up and carried out. 
Of course this particular committee is particularly concerned with the revenues 
and expenditures of the taxpayer, and when we see here $26 million worth of. 
programs available for advertising from which there is no revenue, it naturally 
gives rise, in my mind at least, and I would think in most other minds of mem- 
bers of the committee, to concern on why there is no revenue coming from this. 
As I said before, it would seem to me that it must go back to pricing and gen- 
eral sales policy and organization. 


Mr. OurMeET: There are also other factors. Generally in Canada—not only’ 
for us but also for the private stations—it is very difficult to sell programs in| 
the afternoon. Now, with time the sales possibilities will be developed, but at 7 
the moment it is very difficult to sell those programs, and the private statio 
have the same problem as we have. Their revenue is made by having a great 
number of spot advertisements. In our case, where we are making a great) 
number of programs because we are a network operation, these programs 7) 
cannot be sold. The only thing we could do is to multiply the spots between the | 
programs, but there again we have a general policy in the corporation to | 
try to avoid cluttering up the space between programs with too many spots. 
Having made surveys of public opinion in this respect, we know that the 


I do not know whether I have answered your question to your satis- 
faction. 


’ Mr. Harkness: I still wonder very much about this $26} million progran 
on which there was no return. 


Mr. OUIMET: May I add one more factor. In prime time in the evening’ 
we are sold out, but we make all kinds of programs as a public service that _ 
will not sell, although we have no objection to selling them. I think this is’ 
the whole key to the discussion here today, and that is our decision to make 
programs or not to make certain kinds of programs is based entirely on our 


are a means to get more money, to reduce the total demand on public funds, 
but we are not making our programs in order to sell them—that is not o r 
primary purpose. We are making our programs to serve the various tastes 
of Canadians. If they will sell, so much the better and we make a maximum 


sales effort. In other words, we are not a commercial operation, we are a public 
service. 


% 


Mr. HARKNESS: Actually, you are a combination. 


Mr. OUIMET: We are a combination with the accent and the priority on thal 
public service side. Our commercial activities are secondary, and it is a sec- 
ondary objective of the corporation. It is a means to an end, and the end is to 
reduce the total demand on public funds. If we go too far in getting com- 
mercial revenues and in doing so we no longer attain our primary objectives 
of public service, then we are not doing our job. : 


Mr. HARKNESS: But you have here this $37 million worth of public service 
programs which you refuse to seel to advertising which looks after that end 
of the thing to a large extent. From these other programs in which you have 
no objection to advertising it would seem to me that with a better sales organi- 


zation and a better pricing policy and better methods you could get a consider- 
able amount of revenue. 


er: 
of | y ° 
ve RPS 


PUBLIC ACCOUNTS | 365 


Mr. Ourmet: Frankly, I do not think there is much that can be done in 
that area along the lines you suggest. 

Mr. Harkness: I would suggest that if the general attitude of the corpora- 
‘tion is that there is not much that can be done, then nothing will be done. It is 
‘like everything else in life; if there is no wish to do the thing, it just will not 
get done. 

Mr. OuImMetT: I have not said there is no will, but I am speaking from ex- 
perience of trying to sell such programs for many years. In. order to sell a 
program it must be competitive with other media in terms of the cost per 
thousand per commercial minute of advertising, otherwise you do not sell it. 
‘There is a limit to how much we can lower the cost on this because then we get 
into the other pitfall where we get accused of subsidizing sponsorship, as we 
were in the parliamentary committees of 1959 and 1961, and we find ourselves 
pressured on both sides. 


Mr. HarkKnESs: I realize there must be a balance in that regard, but it 
seems to me that when you have this large potential available source of income, 
should be exploitded to a greater extent than it has been. 


. Mr. OvuIMET: You are assuming that it is not exploited. All I can say is 
that we are doing our very best. We have no objection whatsoever, as you can 
‘imagine, in not selling programs that can be sold if it does not interfere with 
our primary objectives. The more money we get, the less we have to get 
‘ from parliament, and the easier our job becomes because it is not easy to get 
-money from parliament. The more money we get from commercials, the more 
programs we can make and the more service we can get. All our interests are 
in selling more as long as it does not interfere with our primary objective. But 
| we are at a stage where we have to be very careful that our sales effort and 
: merece! enterprise do not interfere with our major goal, which is public 
service. 


t Mr. HarKNESS: The basic point there is that we as a committee are investi- 
gating these very matters of saving the taxpayers’ money, and so forth. The 
Glassco commission reports very definitely that your sales organization efforts 
are not anything like as good as they should be, and this is something to which 
2 q think we are entitled to get an answer. I do not think it is satisfactory just 
to say that you do not agree with what the Glassco commission reports. 


Mr. Oummet: I find myself in some difficulty here because I have to say 
_there are certain conclusions in the Glassco report which I believe do not 
apply to the kind of organization we are. If it were a commercial operation, 
there would be no difficulty at all; but in our kind of operation we find it 
difficult to carry out the intent of their conclusions and observations, and at 
the same time carry out what we have been asked to do by parliament. 


! Mr. HarKNESS: But, you have a sales organization, and the report on your 
‘sales organization is to the effect that it is badly organized, if not inefficient. 
‘These are the things in respect of which we should have answers. We should 
ow what changes have been made, or if no changes have been made, what 
you propose to do in an effort to make it more efficient. 

This morning we were on the matter of incentives and at that time you 
said you were hoping to put in more incentives. You said you actually had 
provided some type of bonus incentive in Montreal and Toronto, which I am 
very glad to hear. I say that this is the kind of answer I think we should have. 


a Mr. OuImMET: I also said we were studying in a very thorough fashion our 
internal organization. This is one of the aspects of the organization under study. 
I have said that we could not give you an answer on this until some time later 
-21106—3 
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this year. I just am not in a position to say yes or no to any particular organiza- 
tional proposition because we are not yet at that stage. | 
Also, there is an advisory committee, of which you heard, which is study- 
ing the studies that we are making of our organization; that is the committee | 
under Mr. Fowler. 


Mr. HARKNESS: Still, this report was put out a year and a half ago, and I__ 
would think at this time, after 18 months you would have some pretty definite — 
answers with regard to the various criticisms which are made. ¥ 


Mr. Ourmet: I thought I had given you as complete an answer as possible. — 
I do not know what else I can say to you. You want me to agree with your — 
observation, and I am not in a position to agree. 


Mr. HARKNESS: I would expect you to have some definite proof that any of © 
these particular observations are wrong, or otherwise tell us what you have 
done along the lines recommended, as you have in connection with providing 
some bonuses for incentive to salesmen. 3 


Mr. OuIMET: I think, to deal with your question effectively, would really 
mean an analysis of all the programs which are in this category of saleable _ 
but not sold. That could not be done very easily; there are thousands of — 
programs there. I think we can say that many of those programs are not 
designed for commercial purposes, and that is why they do not sell; they are A 
not commercial programs; they are made to serve minority tastes. That is 
part of our job. We have no objection to selling them, but nevertheless they — 
are not commercial programs. 3 


Mr. HaRKNESS: My next question is somewhat along this same line, but — 
comes back to one of the statements you made a while ago. One of thell 
observations of the Glassco commission is: 


Your commissioners believe that the potential sale of cultural programs — 
to prestige advertisers is not being fully explored, and that the cor- 
poration should reconsider its policy in regard to minimum Prosranal 


cost recovery. | - 
Has there been any review of your policy in this regard? | 
Mr. OuIMET: It always has been our policy to sell those programs. We : 
sold one or two programs to the Canada loan drive seven or eight years ago. 
More recently it has been a little less difficult to sell those programs. We have — 
sold some of them to the Bell Telephone Company and the Aluminum Com- 
pany of Canada. I must say we have sold them at a considerable discount. 
Mr. Tarpir: There may be a conflict of policy. It may be the policy of 
the advertisers not to buy these because they do not think there are sufficient — 
listeners. 
Mr. Ourmet: That is what I was saying. The advertiser will not buy — 
unless he receives a sufficient return on his investment to justify buying oS 


>} 
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program rather than use a poster or advertise on a popular program such as — 
“Country Hoedown”, or “Don Messer’. Here we are speaking of fairly ex-— 
pensive prestige efforts. I could not agree more with the thought that if the p 
advertiser would see the great benefits— * 

Mr. HARKNESS: This, again, comes down to a price policy. How often do | 
you review the pricing policy with regard to these? neg 


Mr. OurmeT: Our pricing policy with regard to these major efforts is _ 
quite a flexible one. We try to get the maximum that the market will bear eh 
in these areas. Mind you, however, you are pursuing an idea for which we 
were very severely criticized in 1959 and 1961. We were told then we should » 
not sell anything at a cost which is below the cost of production. Now the 
suggestion is that we go completely the other way. 


¥) 
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Some of these programs cost $50,000 or $600,000 and, of course, we cannot 
possibly get that return. In certain cases we have got back $20,000. We would 
h 


i. ave to do it anyway, and we are glad to get the $20,000 back. 
i 


Mr. HARKNESS: Certainly half a loaf is better than no bread. 


Mr. OvuIMET: I am certainly glad to hear you say that. If you had been 
‘on the 1959 broadcasting committee, you would have saved us a lot of trouble. 


: Mr. HARKNESS: I have another question in connection with broadcasting. 
One of the statements of the Glassco commission is: 


a —the final budgets are based on what it cost last year plus an estimate 

: of additional requirements, with no searching analysis of last year’s costs. 
They possess, therefore, little real value for purposes of planning as 
effective instruments of control. 


: Have you made any changes in your budgeting procedures as a result of 
that observation? 


) Mr. Davires: Yes. I think this comment dealt primarily with the over-all 
budgeting of the corporation with regard to the way we had to go to the 
treasury board at that time. As I mentioned, we were going around October, 
which was six months before the year started, and at that time we were in a 
‘situation, because of the changes which had been taking place, where we were 
relating an over-all value, much as has been suggested in the Glassco commis- 
sion report. We have since developed that into the situation where we are 
moving planning much further ahead, in other words, in order to determine the 
objectives of the programming, and to develop more fully the program plans 
that. are ahead. As you will appreciate, this is a relatively difficult task and 
has to do with the use of averages that you develop on an historical basis. 


One of the reasons we could not get at this before was that we did not 
have sufficient information. The new system of accounts had only been develop- 
ing over about three years at that time. Now, after this is established, there is a 
“whole system of budgeting within the corporation on a decentralized basis 
‘through its accounting offices in relation to its managers, and to each depart- 
ment. There are some 600 to 700 individual departments throughout the cor- 
“poration and in each one of these the department head sets up the budget of 
his own departmental expenses using information supplied to him through the 
-accounting office. Then he checks it out and looks at it just the same as in 
every other industrial company. These are finally brought together and tied up 
in a management budget, which, being established at a date later than the one 
which had gone to the treasury board, really forms the basis of the management 
budget of the corporation which is used to measure the results, and the actual 
‘figures as they come forward each month. 


i 


Pe Mr. HarKNESS: Have you any observations you would like to make, Mr. 
Henderson? 


Mr. HENDERSON: You are speaking about the budgeting question? 
Mr. HARKNESS: Yes. 


bs Mr. HENDERSON: I can confirm from my own knowledge what gave rise to 
Glassco saying this, because the paragraph you are quoting from points out— 
and this was in effect at the time the Glassco people examined it—that the 
‘financial planning and the budgeting functions were split. Mr. Davies described 
show the entire budgeting function has been transferred to him as comptroller, 


and that is where in my opinion it always should have been. 


fe Mr. Harkness: I am glad to hear you say that, because it would have been 
the basis of my next question, whether a split in the budgeting authority had 
been wrong. 
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process is the way in which he and the officers of his comptroller’s department 4 
handle it. It is under a unified head. I found his explanation to be quite ade- 
quate in that respect. I think it is correct, is it not, Mr. Ouimet, that the — 
responsibility for the total budgeting, and the preparation and co- ordination of # 


it now rests with your principal financial officer? 


Mr. Ourmet: Yes. If I remember correctly this was done while the royal — 
commission was making its study. It is all in Mr. Davies’ hands now. rm 


Mr. HarKNESS: There was mention made to the effect that there was © 
organizational overlapping in the two procedures. One represented the vice © 
president of administration and the other represented the comptroller, and they — 
were performing the same or similar functions. I understand that this has been © 
corrected as well. : 


Mr. Ourmet: This has already been modified, and the whole of these func- 3 
tions is now in the hands of the comptroller, and the management of it also. — 


Mr. HENDERSON: I might add that in my 1960 report on the operations of | 
the corporation which was tabled before the broadcasting committee on June © 
1, 1961, I had a number of recommendations to make, and this was one of — 
them, and, as Mr. Ouimet just stated, this has since been adopted. 


The CHAIRMAN: Now, Mr. Wahn. 


Mr. Waun: Mr. Chairman, Mr. Ouimet emphasized that the primary ob ¢ 
ligation of the C.B.C. is to perform a public service and not a commercial serv- _ 
ice. I personally am completely in accord with it. It seems to me that the 
only justification for the $73 million grant from public funds is to pay for 
public service programming, and that there is no justification for the expendi- — 
ture of any part of the public grant merely for the purpose of competing more , 
effectively with privately owned stations. I hope my question to Mr. Ouimet | b 
will not be regarded as an attack on the C.B.C. on another flank, because it is © 
not. I wish to support the C.B.C. 

Mr. Harkness: At this point I would just like to make it clear that any- — 
thing I have been saying, I hope, will not be interpreted as being an attack 
on the C.B.C. I have been asking for explanations of various findings which © 
were made by the Glassco royal commission, and of the figures which were © 
produced. I hope that the inference from my remarks is not to be that this is — 
an attack on the C.B.C. This certainly would be the inference that I would © 
take from what was said a moment ago. ‘a 

Mr. Waun: Let me assure you that that was not my intention. I merely © 
wanted to be sure that my questions would not be considered as an attack on 
the C.B.C. I am concerned about the functions which the C.B.C. perform and — 
which Mr. Ouimet emphasized, and that their functions should be the provision © 
of public service programs, and that the C.B.C. should not attempt to be 
a commercial service or to compete in a commercial way in this area where ~ 
private stations already are well established. 4 

My first question of Mr. Ouimet is: Does the fact that the C.B.C. actually — 
own a large number of outlets both radio stations as well as television stations — 
put undue commercial pressure upon it to fill up the time? Perhaps I might — 
explain my question a bit. It must be rather difficult to fill up a complete | 
schedule of owned radio or television stations with programs which would — 
be regarded as of public service nature. Perhaps I might put it another way: — 
Why is it necessary for the C.B.C. actually to own physically radio stations and — 
television stations in urban areas where there are already adequate physical A 
facilities owned by private stations? We all know that a radio licence and a 
television licence are considered very valuable franchises. 4 
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If time is required by the C.B.C. for public service programs, why cannot 
uch time be made available either as a condition of the granting of the licence, 
or by rental from the privately owned station? Is it really necessary for 
the C.B.C. in an urban area to own the outlets that it now owns, or does it put 
commercial pressure upon them to project what Mr. Ouimet emphasized as the 
primary obligation of the C.B.C., namely, to provide public service programs. 


i} Mr. OurMEtT: I think we are dealing here with really fundamental questions 
_ of policy of how to run a national broadcasting service. To answer your question 
_ directly I would say yes, absolutely, it is necessary to have C.B.C. outlets. I 
_ think one of the best ways to diminish the effectiveness of the national service 
_ would be to deprive it of its outlets. 


4 Iam not at the moment proving this point, but I am making the statement. 
2) There is one thought that I think was present in most of the questions you 
. asked, and that was the thought that there are some things which the C.B.C. 
_ do which are a public service, and there are other things which we do which are 
- not a public service. I must say to you that we do not make that distinction. 
a When we provide programming, it is balanced programming. We have to serve 
all tastes. Now, tastes vary a great deal. So we may have something which is 
very serious, very solid, very thought provoking, and we may also have 
as necessary ingredients programs which will be diverting, which will be 
_ very light, which will perhaps have very little for the mind, but nevertheless 
_ they are a public service. 

P In many areas the C.B.C. is the only service available. In all areas which 
- are not commercially profitable the C.B.C. provides a service, and must provide 
4 a full service. In many areas no one else would provide that service because it. 
is not commercially advantageous. 


. Mr. WaHN: My question was directed solely to those areas where there 
are existing commercial facilities. I refer to areas such as Toronto. 


Mr. OurmmetT: Your question was based on the idea that it might possibly 
- save quite a bit of money to provide programs only for feeding networks of 
private stations. We are already in a position of being obligated to provide 
~ services to many stations which have no other source of programming, so we 
have a full program available at the beginning and, it does not cost any more 
to provide it to others. Furthermore, operating a station is not the costly 
part of programming. If you look at the annual report you will see that 
the production of programming is costly, the distribution of programming is 
costly, particularly in a country the size of Canada, whereas the transmission 
of programming is a rather small percentage of the total cost. We would 
| not gain anything of importance by using this system and would lose a great 
deal by reducing the effectiveness of our distribution. We distribute a great 
deal more programming through our facilities than we ever could through 
private stations. 


; Furthermore the private stations, while they have been most co-operative 
In accepting many programs which you might not put in the category of commer- 
cial programs, in the sense that they are not planned for the maximum audience, 
‘can not accept many of the programs that we carry on our own stations. Take 
_ the French network as an example, I imagine we have something like 70 or 80 
hours of programming out of which perhaps the affiliates carry 45 or 44 hours. In 
respect of the English network, we sent out about 57 or 60 hours of programming 
of which that network will carry about 44 hours. The programs not carried 
by those networks are usually those programs which would be in the category 
of public service. 


_ Mr. Harkness: All these remarks you have made are made in respect of 
television? 
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Mr. OuUIMET: I am referring to television. In the case of radio effectiveness — 
our distribution is much less. The affiliates will carry only 25 to 26 hours per 
week of our total output of programming. 


Mr. HARKNESS: That is the impression I had; hence my question. 


Mr. OumetT: I think we have a tendency to think too much of television | 
at times. 


Mr. WauHN: Why must you rely on private stations to voluntarily carry 
your programming? If you did not physically own the stations in urban areas 
would it not be cheaper to rent time? I understand why the C.B.C. must 
own its facilities in areas where there would otherwise be no radio or 
television stations, and I am not referring to those areas. My remarks are 
directed solely in respect of areas where other facilities would be in existence 
even if C.B.C. did not provide a service. Would it not be cheaper for the 
C.B.C. to rent time and provide specific public service programs, and I refer 
to programs of a type which would not otherwise be put out by privately owned 
stations. I ae the fact we need this type of programming, but is it~ 


quantity? | 


Mr. Ourmet: I think the C.B.C. has to put out a program of the nature of 
“Hit Parade”, although we do very little of it compared to private stations, — 
because we have to feed our networks, which cover the whole of Canada includ 
ing many areas where there are no other stations, but where the people ha | 
the same tastes as people living in larger centres. | 


Mr. WaAHN: I agree it is necessary for the C.B.C. to provide that type of 
program to areas in the Northwest Territories, but is it necessary to feed that 
type of program to Toronto where there exist five or ten stations? 


Mr. OUIMET: What would be the advantage of not feeding out these pro- 
grams since the programming is already paid for? 


Mr. WAHN: If you did not own facilities in Toronto you obviously would 
not rent time in Toronto for the purpose of putting out such a program 
because Torontonians already receive these programs through other stations 
My remarks are directed to the very simple question, why does the C.B.C 
have to own radio and TV stations in urban areas? I ask that question in good 
faith in an endeavour to acquire further information. Why can you not rent 
time? : 

Mr. Ovutmet: First of all, as a completely national service, we feel we 
must have something for all tastes, and to follow your suggestion we feel 
would not be effective and would cost a great deal of money. 


Mr. Wauwn: Has a specific study of that situation been made by the C.B.C.? 


Mr. OurmeT: Yes, such a study has been made over the years but not i 
terms of attempting to calculate the relative costs of schemes A, B, C and D 
This has been a matter of discussion for the last 15 years. It was discussed 
before the Fowler commission in 1955 and before other committees. It was dis 
cussed by the troika committee. By the way, there is no other national servic 
in the world which works on the basis you suggest. That information might — 
not be important but it is revealing. We do not think that the national service > 
would be viable on such a basis, and the answer to your question is that simple. 
Our feeling is very basic and fundamental. We think quite frankly that the 
best way of diminishing the effectiveness of the C.B.C. is to turn it into a pro- 
gram production agency a la national film board, for example. Of course there 
have not been very many suggestions of this type made except by some of the 
more extreme right wing private broadcasting stations, and we think to follow 
such a suggestion would be disastrous. 
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Mr. WAHN: Can you give us any reason for your feeling in this regard? 


Mr. OumeEt: I thought I had given you the reasons. You were referring to 
"programs which are popular. Let us now deal with television which is the 
most expensive aspect of our service. C.T.V., for example, which is a private 
: network, provides a variety of programs, but does not provide a complete 
service of programming. They provide sports; they provide hockey and they 
: provide football; they provide quiz shows; they provide syndicated films. I do 
not know whether they provide movies or whether they are provided locally. 
They do not provide any major variety shows; they do not provide any major 
“drama shows and, in other words, they are very limited in what can be done 
_ simply because no sponsor will pay more than say, $7,000 an hour for the 
programming that they put on. The same situation exists with us. We have 
_the advantage of public funds to support us, and we are able to produce the 
rest. A “Parade” program is a light entertainment program and I think, in 
your definition, should not be produced by the C.B.C. If that is the case, then 
it would not be produced in Canada and there would be no Canadian variety 
of high quality. The same applies to drama. I am sure you would agree that 
the C.B.C. should produce all of these programs. 

There is a great advantage in operating a station. If we are to be in 
"Montreal with 2,400 employees or in Toronto with 2,300 employees to produce 
the programs we have to produce, it is a very simple matter to have another 
90 or 75 employees—I do not know exactly what it is—to provide the local 
service of the local station. This keeps us in direct contact with our audience, 
_ and we need that contact in order to know exactly what is the feel or to know 
what is the reaction. It is very difficult to get that when you are distributing 
- through others. 

7 Furthermore, by having stations in Vancouver, in Winnipeg, in St. John’s, 
| _ Newfoundland, or Chicoutimi, we are able to develop talent at the local level 
that eventually may prove good enough to move the national level. All of this 
is tied together, and to try to do a public service job—which the C.B.C is 
“merse to do—exclusively through commercial private stations is trying to 
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merge together two things which are not entirely compatible or cannot be 
to that degree. I think we have achieved in Canada a wonderful 
system, a wonderful mixture of private and public enterprise. I think we have 
_ about the most that we could get out of that marriage, but we cannot go any 
Beurther because then we would come in conflict with one another. 


Mr. Waun: In your annual report for 1961-62, under the heading of 
_ television, on page 18 it is stated: 
a In television, the national service is also distributed through the 
; co-operation of C.B.C. and privately-owned affiliates. The national 
He service is distributed in full to between 55 to 60 per cent of the popula- 
iy tion through C.B.C.-owned stations. 
igs Co-operation between the C.B.C. and its television affiliates has 
x always been high, with the result that about 80 per cent of the national 
is service is carried by the affiliates. 
% 


_Ipresume that means privately owned stations. Why is it then necessary for 
i -you to have a television station specifically, such as Toronto? 


Ia 


fe Mr. Ourmet: In order to give a better service to the people of Canada 

generally. Being in Toronto, it does not cost much more—this is the smallest 
part of our costs—and it gives us this contact with the public which is so 
“necessary. We can test local talent on a local basis, and then we can put 
oe on the network. 
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Frankly, I am intrigued by your thinking on this question because it is 
a matter of public knowledge now that when Dr. Stewart, the chairman of the 
board of broadcast governors, and Don Jamieson, the president of CAB—a ae 
the private stations—and I got together to try to think out what the ideal 
system would be, this is one point on which we were all in agreement. We 
agreed that the best way to serve the public in any area was by a combination 
of a C.B.C.-owned station and a privately owned station, and not by having 
two privately owned stations. That took in the thinking of the private stations 
themselves, the regulatory board—the board of broadcast governors—and the 
C.B.C. Therefore, you can see a lot of thought has gone into this. It is a 
complex matter to explain, but we are very strongly convinced that this is” 
one of the basic fundamentals of broadcasting in Canada which should be 
preserved. P 


Mr. Forspes: Mr. Chairman, Mr. Harkness asked most of the questions 
pertaining to the Glassco commission report in which I was interested, but 
have one more question. 


We were discussing revenue a few minutes ago; and in the C.B.C. report 
you refer to the disaffiliation of a station in Hamilton and one in Edmonton. 
Is this due to the fact that your programming is too expensive? If not, why 
did you lose the affiliation with these two stations? 


Mr. OUIMET: No. By the way, let me make it very clear that we do no 
charge anything to private stations for our programs, so it is not a question 
that our programs are too expensive. They get paid for the commercial pro- 
grams they carry. 

The disaffiliation of Edmonton was simply because the Canadian Broad- 
casting Corporation established its own station in Edmonton, and therefore 
the station that was there before became affiliated with the other network. 
Having our own station, we took our own programs. That is the reason for the 
diaffiliation of Edmonton. 


Mr. ForBES: My question was based on the latter part of the paragraph 
where you say that the disaffiliation has resulted in cessation of revenues in i 
these sources. That is the basis of my question. 


Mr. OUIMET: This simply means that when we sell the network we sell 
C.B.C. stations as well as private affiliates, and we bill the sponsor for the tote 
We get that amount in and it shows in our books as a revenue; and we turn 
around and pay the private station, and it then shows as an expense. That is 
why there is this gross and net revenue here. The disaffiliation of Hamilton 
would thus affect our figures. If, for example, we have fewer affiliates, then 
obviously the payment to the private stations will be decreased, but so 
our gross revenue be decreased—both the payment and revenue will be de- 
creased. 

Mr. ForsBes: Why did these two stations disaffiliate? 


Mr. OUImMET: In the case of Edmonton, because we established our own 
station and it was understood at the time that they would become part of the 
second network, the private commercial network. That is why they disaffiliate ob 

In the case of Hamilton, the reason was entirely different; and we op 
posed it. Hamilton claimed that they were not needed to provide the coverage — 
in their area, that our station located in Toronto provided an adequate service. | 
Obviously, they thought they could be better off financially by working as an 
independent station. We opposed this because we felt we were losing some | 
coverage through the Hamilton station, but the board of broadcast governor: Sot 
when hearing the two cases decided in favour of Hamilton, and disaffiliated 
Hamilton. 

“ 


a 
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_ Mr. Forses: This ties right in with Mr. Wahn’s question when he asked 
hy you do not rent those services instead of putting up your own. I recall the 
dmonton station. You put up the station there, and two services were pro- 
vided in Edmonton when there were other areas in Canada which were not 
covered at all. 

_ _-Mr. Ourmet: Yes. I thought I had answered the question of Mr. Wahn to 
‘the best of my ability. 

The CHAIRMAN: Gentlemen, it is now 5.15 p.m. We have made very ex- 
‘cellent progress. It does appear that we will be able to complete this exami- 
nation by Tuesday. Is it your wish that we adjourn now until eight o’clock? 


EVENING SITTING 


THURSDAY, July 2, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum; thank you. 
. We will commence proceedings now. We had been dealing with the vari- 
‘ous items contained between pages 2 and 9. When we adjourned shortly after 
5 o’clock I do not believe there was any indication there were any further 
3 questions. 

Have you a question, Mr. Winch? 

- . Mr. Wrincu: Yes, Mr. Chairman. I would like to ask one question. It may 
- be that I have it all wrong because I am not an accountant. However, I was 
_ interested in the questioning and discussion relative to the costs of production 
and distribution, as it was broken down or explained by Mr. Henderson and 
- discussed at considerable length by other members of the committee, with 
_ regard to the amount of revenue from what is available for sale but for which 
there is no advertising. I have been trying to find this information in the state- 
ment of operations of the corporation by way of a similar breakdown because 
_ I think it would be of great interest to the house and to the committee at all 
_ times to have in the financial statement of operations of the C.B.C. this type 
_ of information in detail and broken down. Have I missed this somewhere along 
the line, or is it not covered? 

Mr. HENDERSON: You are referring to the figures on page 8, are you? 


Mr. WINCH: Yes. 

a Mr. HENDERSON: That is, where I show the total amount of programs with- 
out advertising at $63,586,267 of which $26,516,801 is designated as programs 
- available for advertising, and in respect of which I go on to show that the 
total cost of production and distribution of programs with advertising poten- 
tial, therefore, is really $55,318,533, comprised of this figure of $26,516,801 
- shown in the table and $28,801,732 shown as cost of production and distribu- 
tion of programs with advertising. Consequently, gross advertising revenue 
~ amounted to only $30,846,627; the difference of $24,471,906 was thus required 
to be met from the parliamentary grant during the year. 

Your point is perfectly correct, sir; the statement of operations which 
_ appears as exhibit 2 of the financial statements does not bring this point out. 
- I have brought it out in my report to the directors this year. 

I might say, Mr. Chairman, this raises quite an interesting question in 
respect of the manner in which the programs are listed. For some years now 
_ we have shown the cost of production and the distribution broken down be- 
tween these two “advertising” categorizations. I think this would be for the 
past three or four years; that is to say, programs without advertising and pro- 
grams with advertising. 


r 
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What Mr. Winch is implying by his question, if I understood him correctly 
is that he would like to have brought out on the financial statements this sep- 
arate figure of programs which were available for advertising but which were 
not sold. In other words, if I understood him correctly he would like the state-_ 
ment to disclose the fact that there was a cost difference of $24,471,906 which 
was required to be met over and above the public service programs. : 

Mr. WINCH: My problem was that I could not locate that. N 


Mr. HENDERSON: No. It is in the figure of $63,586,267. It is only by reading © 
my report that you learn that a portion of it represents programs which the 
corporation would have sold had there been customers. q 

Mr. WINcH: I think perhaps Mr. Henderson has worded it better than I 
did. However, basically, I would like to know whether it would be good © 
accounting practice for this to be shown and, perhaps, with some degree of 
explanation so that members of the House of Commons and members of this 
committee could understand just exactly what is taking place in regard to this ] 
production and distribution. | 


z 
. 2 4 
Mr. HENDERSON: In other words, what you are saying is, could not this 


statement of operations be improved? : 
Mr. WINCH: Yes, so as to make it more understandable to persons like - 
myself who are not chartered accountants. a 


The CHAIRMAN: Perhaps we could hear from Mr. Davies in this respect. 


as 

Mr. Davies: Mr. Winch, we make this split on the statement of operations ~ 

in two large pieces, those programs that have advertising and those as a group 
which do not carry advertising. The ones that do not carry advertising are in | 
the column entitled “programs without”, and portions of these are those types 4 
of programs which are available but which are of a type that have not been sold | 
despite our best efforts. | 


_) 


Mr. WINCH: That, I think, is my point here. To make it clear, of the $63 : 


million I cannot see the amount shown which is available. 4 
Mr. Davigs: It is not shown; it is included. é 
Mr. WincH: Should it not be shown? a 


Mr. Davies: This is a moot point, sir. In our reports every month to the — 
finance committee of the board and through to the board itself this type of — 
disclosure is made in complete detail. a 

Mr. WINCH: We do not get that information. 

Mr. Davirs: No. This is not published information, if you like. x 

Mr. WINCH: Well, that is my point. 


Mr. Davies: When you get to the stage of providing this sort of detail and _ 
the discussions that we have had with the Auditor General heretofore about 
the form of the statement it seemed to us that these two divisions would afford — 
a disclosure without going into a great columnar arrangement. I think this — 
is primarily the reason why these things were lumped. We believe, in the first 
instance, this is probably a management split for its own control purposes. 

Mr. WINCH: But, would it not take only one or two lines just to show 
that of this amount of $63 million— . 


Mr. Davies: It could be shown. 


Mr. WINCH: —$26 million represents productions which are not of the ; 
public service type as such in the broad principle of it, but are productions — 


which are available for sale which have not been sold, although they might ‘ 
have been used. B 


one eRTES: Yes, but if I might suggest, sir, I think, judging by the dis- 
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statement in published form would give rise to questions which could not be 
-answered readily in the amount of detail that has been discussed here today. 
‘Mr. HENDERSON: May I add something to that. I think Mr. Winch has raised 
“an interesting point. Would you look at exhibit 2. 

Ke The CHAIRMAN: Excuse me, Mr. Henderson. For the benefit of the new 
-members who were not here before might I indicate that we are now going 
through the 1963 long form report made by the Auditor General to the C.B.C. 
We are dealing with the paragraphs up to page nine, and we have attached the 
various exhibits which we have distributed. This is what Mr. Henderson is now 
referring to. 

: I am sorry, Mr. Henderson, I interrupted you but I thought it might be 
advisable to inform the new members of the committee what we are now 
discussing. 

, Mr. GriécorrE: May I ask a question as I am one of these new members? 
Do we go through this document paragraph by paragraph? 

: The CHAIRMAN: We started by doing that, Mr. Grégoire, but we got as far 
as the third page and we then discovered that by reason of certain information 
on the third page we had to branch out. We therefore proceeded as far as page 
nine in the English text. 

: Mr. Gregoire: Is there no French copy of that? 

g The CHAIRMAN: The French copies are in the process of being prepared. 
They are not available at present. 

: Mr. GrecorrE: When will they be available? 

2 The CHAIRMAN: I should probably explain that these are private docu- 
ments prepared by the Auditor General for the benefit of the C.B.C. In a 
: comparatively short time it was decided we should proceed with this examina- 
tion today and it was agreed that these documents would be made avail- 
* able. Only then did we discover that, as private documents, they were pre- 
_ pared only in English. Mr. Henderson’s office is now engaged in having them 
prepared in French, and I think they will be ready very shortly, we cer- 


tainly hope before the next meeting. 


E Mr. GREGOIRE: May I ask whether you usually require a French transla- 
tion of your documents? 
fr Mr. Ourmet: For our own sake we accept the documents in the language 


a in which they are prepared. When we provide documents for public use, they 
are generally provided in both languages. 

a Mr. GrecorrE: Do the directors of the C.B.C. never require a French 
copy? Do they speak English well enough? 

4 Mr. Ourmet: We do not insist on getting a French copy for our work. 
be Mr. GrecorrE: They all speak English well enough to understand the 
_ documents quite well? 

5 Mr. Ourmet: I think we do. 

¥. Mr. Gricorre: Can I then presume that all your discussions are held in 
4, English? 

The CHAIRMAN: I think possibly, Mr. Grégoire, we are getting off the 
subject. 


f Mr. Gricorre: I was just finishing. I would just like my last question 


answered. 


\ 


376 STANDING/COMMITTEE, (1.0) /) 50. aay 


The CHAIRMAN: We will have ample opportunity to deal with this la er. 
Probably, Mr. Ouimet, you might answer the last question, and having had 
this little diversion we can then come back to our subject matter. 4 


Mr. HENDERSON: May I just say to Mr. Grégoire that as soon as Mr. 
Ouimet indicated that he would like the reports tabled in the committee, I at 
once arranged—that was early last week—to have them translated. However 


they were unable to deliver them to me today, but they are promised for the 
next meeting. 


Mr. GREGOIRE: Has the C.B.C. never asked you for a French text before? 
Mr. HENDERSON: No. 


Mr. GREGOIRE: How many French Canadians are there on the board who 
study these documents? ; 


Mr. Outmet: There are three French-speaking members on the board. 
Mr. GREGOIRE: Is only the board studying these documents? 


Mr. FrANcIs: Mr. Chairman, I have a question of order. What is the scope ¥ 
of the questioning? 


The CHarIRMawn: I think the point is well taken. Mr. Grégoire, there will | 


be an opportunity later on when we deal with the board itself to bring this 
matter up again. ; 


Mr. GREGorRE: I have finished with my questions. I think this is a question 
of order. I did not want to raise this point of order but as I am asked to sit . 
on this committee and I received this paper this morning only in English I feel 
that I have a right to ask this question. If I might say so, the point is com-— 
pletely in order and relevant to the situation. I can read figures in English as_ 
well as in French. ; 

Mr. Fane: What are you talking about, then? 

Mr. GREGOIRE: It is a question of principle. 


The CHAIRMAN: You are quite right. When the documents were made public 
for use in the committee we attempted to have them made available in both | 
languages, but as this was a private document made available by the 
Auditor General to the C.B.C., as Mr. Henderson said, we decided to proceed. 
with the English text at this time and to prepare the French document as soon 
as possible. Unfortunately it is not ready at this time. ’ 


Mr. HARKNESS: The point was raised this afternoon, you will recall, and — 


the explanation was given. I do not think we should continue repeating this 
same discussion. 


The CHAIRMAN: We have had a reasonable discussion. Mr. Grégoire was 
not here so I attempted to explain it to him. 


Mr. FISHER: Why? 


Mr. GreEGorRE: I will tell you why, because I received notice of this— 
meeting at the end of the afternoon. q 


The CHAIRMAN: Order, order, gentlemen. Mr. Henderson, would you © 
mind continuing with your explanation please? ‘ 


Mr. HENDERSON: Mr. Chairman, Mr. Winch had raised the question 
whether or not the statement of operations—that is to say exhibit 2 for the 
year ended March 13, 1963—might not afford a better disclosure of the results — 
of these operations were the costs of the programs available for advertising — 
but which were not sold shown separately. I indicated a moment or so ago — 
that I felt he had a good point, and by way of illustrating it further, and — 
subject to what Mr. Ouimet and Mr. Davies might have to say, may I explain — 
that if you look at exhibit 2 you will see that the cost of the programs wit av 
advertising is shown in the statement at $28,801,732, whereas under income, 


oe 


ie 
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he gross advertising revenue was $30,846,627, indicating a gross profit before 
r expenses of approximately $2 million. On page nine in my report I 
oint out that if the programs available for advertising were in fact included, 
hat difference would be considerably larger. The question therefore arises 
whether or not consideration should be given to making some appropriate 
‘hanges in the statement in future which would bring out this situation. I am 
all times concerned with the adequacy—as I must be—and with the 
tandards of disclosure of any statements which I certify, and therefore I am 
ilways extremely interested in any comments like this, particularly when they 
ome from the stockholders. 


Mr. FIsHER: I have a supplementary question. How would you clarify it? 


Mr. HENDERSON: That is something which in the ordinary course we 
would work out with the management of the corporation. There are various 
ways of presenting this, such as presenting it across instead of in a columnar 
‘ashion. 


ie Mr. F1isHer: In view of what Mr. Ouimet told us this afternoon I do not 
Bec that. I mean no offence to Mr. Ouimet but it was rather a loose explanation. 
I mean that the explanation you have to give for this kind of program is 
generally rather vague. 


a Mr. OurMeEt: I wish there was a way to divide clearly into two categories, 
or into three categories, that kind of program so that we could show the cost 
of those sold. This is easy. This is under the column, “Programs with advertis- 
ng’. However, when you come to the category of programs which are not 
sold and where you have two categories, one where there is a definite policy 
that prevents their sale, and then all the others, most of which could not be 
old by anyone even if they tried to, it would be misleading to put those in a 
category which would show them as programs which could be expected to be 
‘sold. They cannot be expected to be sold, and that is our difficulty. We would 
require more than three categories. If you were to divide these programs in 
the way suggested, I think it would be more misleading than it is at present. 
“That is why we have resorted to two categories which are quite clear, and 
-we have not tried to divide it into three categories which would not be 
vi lear at all. There might be a way of doing it by dividing it into four or five 
categories but that would complicate the statement. 


i - -‘Mr. Wrncu: Be honest. If you had even four or five, then you would have 
a true picture of what is going on. 

_ Mr. FisHer: Not only honest; it certainly would relate directly to your 
‘program policy. It is one of the best interpretations you can get about where 
‘you are putting your money in terms of your programming. 

ie Mr. Ourmet: By the way, the arrangement of the statement is not a ques- 
tion of trying to divulge more or less; this is not the problem. It is simply 
to provide something which will be accurate. This afternoon we had an 
‘example of the discussion which took place the minute we started to talk 
about the categories of programs available for advertising, but which were not 
sold. Immediately the conclusion was that these programs should be sold. 
Well, these programs are not made to sell. There is no objection to selling them, 
but they are not made to sell, and it is most improbable that they can be sold. 
Therefore, I do not see what the figure reveals. I think this is a misleading 
‘figure. We can try to use our imagination to find some way to get around this 
ifficulty, but I do not think that way is the way which has been suggested. 
Mr. Wincu: In view of what Mr. Ouimet has just said—and I think I have 
his words correct—they are there to be sold, but they just cannot be sold; 
herefore, on the basis that they cannot be sold, you have produced them and 
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therefore they must have a value strictly of public service, and could be i 
cluded in your straight public service production and distribution. 


Mr. OuIMET: This is where we start having difficulty. There is no polic y 
against selling them, but we are not making them for sale. They cannot be sold. 
You are suggesting, therefore, they should go on the other side with the public 
service type of programs as you call them. We call all of the programs public 
service whether commercial or otherwise, but for this discussion we will use 
your term. You can see that then we are involved in a question of judgment 
on the part of management in respect of what can, in fact, be sold and what 
cannot be sold. If this is what you are suggesting, of course this readily can be 
done. It must be somebody’s assessment. 


Mr. WINcH: That is why you are paid as the boss, to use judgment. 
Mr. OUIMET: We will be glad to do as you suggest. We can separate them 
in categories, which would indicate what, in the opinion of management, can 


be sold in order to assess the commercial sales achievement against that break-— 
down. That can be done. 


Mr. WINCH: I think it is worthy of further consideration, at least along 
the lines we have been suggesting. 7 


Mr. OurmetT: I think it is worthy of consideration. 


Mr. FIsHER: Mr. Ouimet, do you remember that, after some difficulty, a 
few years ago the broadcasting committee was given a breakdown of the num-— 
ber of commercial programs which indicated that a number of them were what. 
you might call loss leaders. Is that kind of information available to the Auditor — 
General and his accountants when they are examining your accounts; that is, 
an analysis of the program list indicating which of the commercial programs 
do not have the advertising revenue coming in to meet their costs? 


Mr. Ourmet: So far as I know, all this information is available to the © 
Auditor General. 


Mr. FISHER: You never came to any conclusions, from your point of view, 
Mr. Henderson, about this phase of the commercial operations? 


Mr. HENDERSON: It is because of the importance of this as well as my 
interest in it, plus the fact that I always hope that financial statements of 
this type will achieve reasonable maximum disclosure, that I expressed my > 
interest in Mr. Winch’s suggestion. Were these reflected along the lines Mr. — 
Ouimet said, we might achieve what is desired in the statement. It is too. 
early to speculate how it would be shown. It will not be possible to do it 
with regard to the statement of operations for the year ended March 31, 1964;aF 
because so far as I am concerned I have signed this statement and sent it to — 
the Secretary of State. On the other hand, Mr. Stokes and I would like to sit 
down with management to see what we can do with regard to a similar state- 
ment for the year ending March 31, 1965, the now current fiscal year. All the © 
information, as Mr. Ouimet stated, of course is available to me. a 

I am primarily, and must always be, concerned that financial statements — 
such as these will be the truest possible reflection of the operations of the ri 
corporation, whether it is the C.B.C., the Export Credits Insurance Corporation, 
Eldorado Mining and Refining Limited, or whatever the nature of the business. 

If we could achieve something like this, I think it would be a definite — 
improvement on this particular format. Does that answer the question? 

Mr. FISHER: Yes. 


Mr. Ouimet, in 1960-61 the figures which I obtained at that time in terms 
of commercial revenue for the French network, radio and television, and the 
English network, radio and television, indicated that approximately 50 per cent ) 
of the programming costs was met in the English network by advertising 
revenue, and approximately 35 per cent of the costs in the French network 


PUBLIC ACCOUNTS 379 


>. 
~y ae 

‘was met by advertising revenue. Do you have any indication whether there has 
been any change in this particular balance? 


Mr. Outmet: I do not believe I could answer your question immediately, 
but we certainly can look it up and provide the information. 


Mr. FisHER: As you probably know, this ratio of advertising revenue has 
become of interest in a larger sense than just of this committee as a result of 
some claims made by one of the unions in connection with the spending of the 
C.B.C. on talent in the various networks. I know you have issued a statement 
denying the claims of A.C.R.T.A.; but this is something else again. I wonder 
whether you or Mr. Henderson could tell us whether it would be possible to 
give a clear exposition of this kind of information in the annual report, or in 
the material the Auditor General provides so that we would not have claims 
of this type and would not have this kind of dissension developing over 
something which really relates to your spending policy. 

Mr. Ourmet: I think there is no limit to the extent we could go in providing 
information in our statements. We have been following a pattern which has 
been constant for many, many years. We can expand on this. I am just wonder- 
ing whether this provision of information with regard to the breakdown between 
the French and English would not be followed by requests for information with 
regard to the breakdown between, say, how much we spend in the city of 
Prince Rupert compared to the city of Chicoutimi, and so on. I am just wondering 
where we are going. 

Mr. FisHer: Let me put an argument to you. You have so much com- 
‘mercial revenue, and you have so big a grant for the department. You have 
your mandate, and there are certain things you have to do. I may have an 
obsession on the extension of service, but one of the things involved is the 
amount of money you have available. One of the sources of money you have 
available is commercial revenue. If one of the networks, the English network, 
for example, has more commercial revenue coming in, then it seems to me 
that it is on that line that you should consider spreading some of your money 
for the extension of service. 

As I read the figures percentagewise, the French network does not bring 
you in as much revenue as does the English network; but in looking at the 
applications for the extension of service I find the C.B.C.—and I am not being 
critical of you from the objective point of view—has gone out of its way in 
carrying out its mandate in connection with operating a French language 
service for both television and radio in this country. Might I suggest to you that 
if English radio and television—particularly English television—bear a 
much larger proportion of its cost from commercial revenue, you should consider 
‘as policy that particular network and the extension of its services in those 
areas which are without them, and that they should be given some sort of 
priority? 

Mr. Ourmet: You have made a number of statements. I do not know if I 

‘can deal with the questions in the statements. But one which struck me par- 
ticularly was the thought that the C.B.C. had gone out of its way to provide 
/extension of French language service. Let me tell you that that is not the case. 
Ww e have tried to provide services for both languages as we are required, and I 
think we use exactly the same basic formula to deal with the two extensions. 
“Ido not think you can say that there has been more done on the French 
‘language than on the English language. I would say that it has been done in 
relation to the needs. Now, as far as the English language coverage and French 
language coverage are concerned, I would say that at this moment the English 
language coverage is higher than on the French side. 
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Mr. FISHER: The last time you were before the comitait eee you ae that at 
there was approximately— a 
The CHAIRMAN: I think Mr. Ouimet is still on his tui rank: ee oa 
Mr. FISHER: I have figures here. S 


Mr. OurmeEt: I do not have figures such as this before me. I am working 
on the basis of my memory and subject to review. I do not think it is the other 
way around. Let us put it that way. You are suggesting now that we should 
distribute the service or decide on the allocation of money for extension of 
service on the basis of the ratio in the commercial revenue in the English as 
compared to the French network. That is not the policy of the corporation. Ee 
must say to you that our policy is an entirely different one. The policy of the 


corporation is to provide adequate service to all Canadians in both languages. 


Mr. FIsHER: There is nothing wrong about providing adequate service, 
but my whole point is that in extension of service, I want to contradict Mr 
Ouimet in his point of view. I can dig out his speeches from my files. The C.B.C. 
in the last couple of years, and the president in particular, have been stressing: 
the responsibility that the C.B.C. has accepted to extend provision of Frenc y 
television and radio throughout the country. You have this as an example whe 
justifying the CJBC development in Toronto. I want to make it clear that Ee 
do not have any argument against this kind of extension; but you are in a 
set-up where there are priorities, and I would like to suggest that the com- 
mercial revenue which you have coming in from the English network should | 
lead to a much stronger policy in extending service to English speaking people 
in this country who have not got it. 


Mr. OUIMET: We are spending at the moment—I think this is what you 
want to know, and I do not think there is any problem in making this informa- 
tion public—about one third on our French language service, and two thirds 
on our English language service. 

Mr. FISHER: For extension of the two services? 

Mr. OurmetT: No, for everything. 

Mr. FISHER: What about the extension of services? 

Mr. OUIMET: You ask about the extension of services. 


The CHAIRMAN: Excuse me. I understand a request or suggestion was made 
that these figures be made available at a subsequent meeting in addition to 
the information that Mr. Fisher asked for previously. However, please carry on 


Mr. FISHER: I understand you will try to get us the figures. Now let us 
turn to something else that Mr. Ouimet said. He said that this commercia 1 
aspect, this commercial policy, and the revenue coming from commercial sour- 
ces are really not the key to C.B.C. policy and development. I want to know 
why it is not, because I would assume that the commercial revenue that you 
get is important to your total, and that it is important in terms of the ratio of 
what you have to come to Bek parliament for. What is wrong with considering 
an increase in commercial revenue in terms of extension of service? 


Mr. OUIMET: You mean to say that the more commercial a network could 
get, the more it should extend its services? 


Mr. FisHer: Yes. e 


Mr. OurmetT: I do not think this is the basis on which we operate our 
public service. 


Mr. FISHER: I know, but is it a bad point to look at? 3 


Mr. OurmeEtT: It is not. But you are suggesting an entirely different basi Ss 
for operation than the one we have been following over the years. 
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_ Mr. Fisuer: How can you determine then whether you have a good, ag- 
ressive, commercial policy? 

Mr. Ourmet: I think we can determine it in other ways than by using this 
ather unusual approach, I must say, to the servicing of a bilingual country. 
Mr. FisHer: Let us forget the bilingual part of it. You went into Edmonton 
vith a television station. 

Mr. OuIMET: That is right. 
a Mr. FISHER: That is a major market area. Surely one of the reasons you 
went there with the scope of operations that you did was that you knew there 
would be some commercial revenue available to you there. 
Mr. Ourmet: That is right; that is one of the factors, yes. But we go to 
_ many places, English or French, where there is no commercial revenue expec- 
‘ a _tation, and we do it as a public service. 
Mr. Fisuer: There is a critique that exists of the C.B.C. in terms of the 
‘amount of money that it gets from parliament and that it requires, and also 
‘from its advertising and commercial policy. How can we ever pin down how 
- good you are in the field of your commercial policy and the revenue you are 
getting if we have all this vagueness, the vagueness represented by all these 
policies of having programs available for advertising, but ones which are un- 
likely to be sold? How can you extend your service in connection with com- 
mercial revenue that may be available? 
4 Mr. Ourmet: We do not extend our services in relation to commercial rev- 
-enues available. This is one of the factors, but it is not the dominant or deter- 
mining factor. As you know we extend our services generally on the basis of 
the cost per capita, considering all the factors. And to pin it down to commerce, 
i think, is not only a new approach, but I think it is a wrong approach. 
Mr. Tarpir: Mr. Chairman, surely we are now discussing policy. I do not 
think this falls within the terms of reference to this committee at all. 
. The CHAIRMAN: Order, gentlemen. Does someone raise a point of order? 
Mr. Fisuer: If someone raises a point of order I would be glad to speak 


rm. 


a _ to i 


Mr. TarpiF: I can raise it on a point of order. We are here not to discuss 
| Pi pthe policy of the C. B.C Lhere is no use in discussing whether one person speaks 


4a Mr. Fisuer: I have not suggested ee nine like that. My reason for asking 
_ questions in this area is—and I would point out to Mr. Tardif that I am not 
- trying to swell my head, or anything—that I have been following the C.B.C. 
closely for seven years, particularly in the broadcasting committee, and one 
of the chief difficulties I have always encountered is to try to understand the 
C.B.C. annual report. At times the officials of the C.B.C. tell each one of us 
that we are shareholders and give us a sort of per capita figure in respect of 
what we are receiving. However, I am most delighted that the Auditor General 
has now given us a report which enables us finally to see a little bit more of 
the pattern of the C.B.C. in terms of commercial policy, indicating where it 
_ spends its money and how it is budgeting. 

p I should like at this time, when this subject is before the committee, to 
try to relate the commercial policy to the information we have received. I 
| think we have already made some progress as a result of the suggestions brought 
_ forward by Mr. Henderson, and I think the manner in which C.B.C. looks at 
_ commercial revenue from a policy point of view is relevant. If the C.B.C. receives 
one third of its income from advertising revenue that is a very important 
_ source. I think we need to know what the policy is, and we need to know that 
0 dolicy in depth. I would suggest as a result of the answers I have received 
‘rom the president that we are still very much in doubt in this regard. 
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The CHAIRMAN: Do you wish to speak to the point of order, Mr. Grégoire? — 

Mr. GREGOIRE: Yes, Mr. Chairman, because although I perhaps do not agree — 
with the point Mr. Fisher is attempting to make, we are analysing the budget 
of the C.B.C. and in doing so may find holes in its commercial policy. We 
would like to know the reason for the existence of these holes and I think — 
we should be entitled to question the president of the C.B.C. in that regard. 
For those reasons I believe Mr. Fisher’s question is in order. If we are here only 
to ask questions in respect of a mathematical problem, then we are not needed. — 
Such a function should be carried out by an accountant. I think what is x 
involved here is more than a mathematical question. This is the public © 
accounts committee and our inquiries involve the reasons why there exists | 
such a margin between revenues and expenses of the C.B.C. I think Mr. Fisher 
is entitled to ask the questions he has asked. 


Mr. Tarpir: Mr. Chairman, in respect of the point of order, this subject 
was discussed this afternoon on several occasions and, as has been said by the — 
president of the C.B.C., it involves a matter of policy inasmuch as we tell the 
C.B.C. to do something and it does what we have told it to do. On occasions © 
the C.B.C. is asked to perform a service which is not commercially economical © 
but involves a service to the people of Canada. ‘ 


Mr. GREGOIRE: I think the angle touched upon by Mr. Fisher had relation : 
to potential commercial advertising rather than programming quality or some- 4 
thing else. 


Mr. FisHER: I am willing to accept the suggestion made at this time by — 
Mr. Grégoire. I am talking about periphery. In terms of revenue and income. 
I am sure the provision of service to Churchill or Wawa is not going to bring © 
in any increment of revenue, but there is another area involved. If the questions — 
I ask have already been asked I trust the Chairman will rule them out of | 
order. There is one other area in connection with commercial policy in respect | 
of which I would like to comment, and I refer to competitive stations that exist q 
in the majority of markets for commercial revenue, which are available to 
the C.B.C. and the so-called second stations. According to the latest B.B.G. 
report these stations are taking in between $22 million and $24 million per a 
year in revenue. I should like to know how much of that money Mr. Ouimet 
thinks the C.B.C. can capture or recapture as a result of a more aggressive © 
policy. S| 

Mr. OurmeT: I think the C.B.C. could capture the whole amount but we — 
would then no longer be the C.B.C., or a national service. The C.B.C. would © 
not then be needed. What would be needed then is another private network. 


Mr. FISHER: How can we be sure in this area that you are meeting the | 
kind of standards you should meet in financial terms because whenever the 
officials of the C.B.C. are questioned in this regard we receive statements, such — 
as Mr. Fisher gave us not long ago, to the affect the C.B.C. is competitively — 
advantageous to the commercial t.v. stations in that it does not go out of | 
its way to force them out of different areas. I suggest we need to know exactly “ 
what the policy of the C.B.C. is in this regard, and what are the expectations. ; 

Mr. OurmeEt: I take it your question in this regard is, how do you find 
out exactly whether the C.B.C. is doing a proper job in relation to its mandate 
and in relation to its expenditures? | 

Mr. FISHER: Yes. 


Mr. Ourmet: I would say that you have to consider very carefully the © 
program balance and program mix. First of all you must consider very care- — ; 
fully the mandate of the C.B.C. and decide first whether we are carrying out © 
that mandate and then, in carrying out that mandate, you must find out — 
whether or not we can, without jeopardizing that mandate in any way, make e 
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more commercial revenue. I do not think an answer can be given on the basis 
of the few figures as discussed here before this committee. 


% Mr. FisHer: I quite agree with you in that respect. I should like to put 
this question to you. Parliament is the agency to which the C.B.C. must report 
but whenever we ask questions in relation to whether the C.B.C. is doing a 
good job we are blanketed by the C.B.C. with answers in respect of program- 
ming quality. How can we know whether C.B.C. is doing a good job in the 
commercial area if we cannot receive more detailed information in order that 
we may understand exactly the policy followed by C.B.C. in this respect? 


Mr. Ourmet: Are you asking me that question? 
Mr. FISHER: Yes. 


‘ Mr. Ourmet: You are able to view our programs and you have that ad- 
vantage. You can see everything we do. You view the programs and can judge 
whether or not more of these programs can be sold. They are available for 
sale. I think you can make that judgment without much difficulty. C.B.C. is on 
the air every day with programs in both languages. 

Mr. Harkness: Perhaps I should point out that we must make a complete 
distinction between quality of programming on the one hand, about which very 
few people complain, and the business and sales organization on the other 
hand. Most of our questions have been directed toward the business and 
sales organization rather than to the quality of programming. One of the diffi- 
‘culties we have encountered in asking officials of the C.B.C. this type of ques- 
tion is created by the fact that a great deal of information about program 
‘quality is thrown in to obscure the issue. 


Mr. OurmeT: I would not agree with that statement, Mr. Harkness. 

5 Mr. Frisuer: That statement expresses exactly my point of view. I do not 
‘wish to get into this question in respect of program quality. 

~The CHAIRMAN: We are not in a position to discuss program quality. 

Mr. Grégoire, do you have a further supplementary question? 


Mr. FIsHER: I have not completed my questions, Mr. Chairman. 


- The CHarrmMaAN: I thought you had finished your questions in respect of 
programming. 


cs Mr. Rock: Is there not a committee now carrying out some investigations 
in this regard? 

4 The CHAIRMAN: Is your question a supplementary question, Mr. Rock? 
Mr. Rock: My question is supplementary in a sense. Is there a commission 
or committee investigating certain aspects of the C.B.C. organization at the 
present time? 


[ The CHAIRMAN: The Fowler commission is carrying out some inquiries, 
that is correct. 


; Mr. Rock: Is it not a fact that questions of the type asked by Mr. Fisher 
are being discussed before the Fowler commission and if so, will the report 
‘of that commission be submitted to this or another body of parliament for con- 
sideration? If the answer to these questions is yes, why should we continue 


asking questions along this line? 


i, The CHAIRMAN: I shall answer your question to the best of my ability. 


Mr. Rock: I am not suggesting that Mr. Fisher’s questions are out of order. 


The CHarRMAN: Mr. Rock, perhaps you will allow me to answer your 
‘question to the best of my ability. The Fowler commission has been set up by 
the government and not by the House of Commons. This committee has specific 
terms of reference which have been tabled in the House of Commons and, sub- 
equent to its deliberations, it will file a report to the government. If the Fowler 
\21106—43 
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committee had been set up by the House of Commons it would, Hi think, . 
doubtedly be correct that this public accounts committee might well be debar 
from making an investigation into matters which the House of Commons 
already referred to other people. But this is the government: it is not the Ho 
of Commons. 

We have definite terms of reference which were read at the opening of 
sessions of this committee this morning. We are trying to keep within the four 
corners of these terms of reference. From time to time we do depart from them 
because it is a little difficult not to do so, and probably if I might make 
observation on the point of order which was raised it might be of some as- 
sistance to members in the future. 

The Canadian Broadcasting Corporation has taken a certain interpretatia 
of its mandate as expressed, I believe, in section 29 of the Broadcasting Act, 
I do not think it is competent for this committee to question in any way the 
Canadian Broadcasting Corporation’s interpretation of what is its mandate, 
However, in its implementation of that mandate, as is reflected in the financial 
reports and balance sheets, it is not only our right, I think, but our duty when 
the Auditor General has referred these matters to us to make such an investiga- 
tion so that, when we as a fact finding body make a report, we might well say 
that we have discovered, say, $26 million of programs available for advertising 
but which are not sold. These are matters from which inferences may be drawn. 

I recognize that it is difficult to draw a clear line in discussing these matters, 
and at times both Mr. Fisher and Mr. Ouimet may have gone a little over the 
line in part of the general give and take. I hope, however, we will keep within 
what in the view of the Chair is the proper reference. 

Have you finished, Mr. Fisher? 


Mr. FisHER: There is one more area about which I want to ask Mr. Ouimet 
some questions, and that is in connection with commercial policy. 

Mr. Ouimet, do you remember when C.F.T.O. first purchased the big i r 
football games? | 

Mr. OuImM™eET: Yes, I do. 


Mr. FISHER: Do you remember the statement you issued at that time which > 
included the opinion that C.F.T.O. could not recoup its investment in that 
particular time? : 

Mr. OUIMET: No, I do not remember this particularly, but I do not know 
whether that is important. 


Mr. FISHER: I just reread it this morning. 


Mr. OurmMeEtT: By the way, I do not think it was C.F.T.O., was it? I think it 
was Mr. Bassett who purchased it through some company—I forget the er . 
now. I do not think it was C.F.T.O. 


Mr. FISHER: At that time you expressed a criticism—or that is what I took 
it to be when reading it—of purchases in a commercial area that could not br 
in a profitable return. Have you any information or any kind of formula th 
would indicate how you operate in this whole question of a commercial return 
that is related to the production cost as something you put in? 

Mr. OUIMET: We are talking about sports here, and I would say general 
that when we buy the rights for sports we try not to pay more than we expect 
to get from the sponsors; but in some cases in order to give a public service, 
even if it does cost more than that, we have to face that alternative. * 

Mr. FIsHer: Is this policy completely inflexible or are there just so \e 
guidelines? Is there a policy to the effect that you do not get over a certain 
percentage of loss on a program? 


Mr. Ourmmet: No. We discussed this in the 1959 and the 1961 committ 
and we have discussed it here this afternoon: there are a number of programs 


| 
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hat we produce in any event, and we try to get as much as we can for them 
.can get a sponsor. There may be a $50,000 program that will be sponsored 
a company who will pay perhaps $20,000 for it, and if we can get $20,000 
feel that this is better than getting nothing at all because it is $20,000 less 
it the public has to pay directly. Furthermore, we have the program that we 
uld have to make anyway. So there is some flexibility there. 
Mr. GRAFFTEY: Does it very often turn out, Mr. Ouimet, that a program 
right have cost, let us say, $50,000 to produce and that a sponsor may offer 
000, $9,000, $10,000 or $15,000 and he may be the only person offering — 
nything? Would you consider it such a low offer that you would not take it? 


Mr. Ourmet: No, we would not consider very low offers. 
The CHAIRMAN: Mr. Grafftey, you are on the list to ask questions after 


‘as 


Mr. Fisuer: He is following the point. Is there any norm that you apply? 
_ Mr. OuImet: We are talking now about really expensive programs which 
are away above what the sponsor can pay, but there are definite norms for the 
average type of program. For example, for a $5,000 or $10,000 or $20,000 pro- 
ram there are norms, and we gave those norms to similar committees before. 
Mr. Fisuer: Are these norms related in any way to your program policy? 
Mr. Ourmmet: No, I do not think they are related to our program policy. 
Mr. FrsHer: You have slackened off somewhat on drama lately and you 
ve slackened off somewhat on variety shows. Will you have a different 
elationship? 

_ Mr. Ourmet: That has nothing to do with what we charge. 

Mr. FisHer: Nothing at all? 

Mr. OuIMMET: No. 

Mr. Fisuer: Since there are a limited number of sponsors who will pick up 
1 national program in drama or variety, do you find yourself left with some 
ind of formula of the mix in order to determine what you can get in advertis- 
ng revenue? 

Mr. Ourmet: Our formula of the mix is determined on the basis of what 
we consider to be a good balanced schedule. This is how we determine our 
shedule. 
Mr. Fisuer: It is the balance mix that really puts the limit upon it? 
Mr. Oumert: The balance mix limits the amount of commercial we can get. 
We feel if we let the commercial considerations prevail, then obviously we 
sould change the mix around, we could sell everything but I do not think we 
would be distinguishable from a commercial organization. 


| (Interpretation) 
; Mr. Grécorre: To continue along the same line of questioning as Mr. Fisher 
was putting a few minutes ago, can you tell us in how many provinces the 
English network extends? 

Mr. OuImMeEtT: The ten provinces of Canada. 

Mr. Grecorre: And the French network? 
' Mr. Ourmet: In so far as radio is concerned, in eight of the ten provinces 
and five for television. I shall ask Mr. Fraser to think over the answer to that, 
but I believe it is five. Yes, five is correct. 

Mr. GrkcorrE: Consequently, the extension of the Canadian Broadcasting 

( orporation is done more on the English than on the French network? 
Mr. Ourmet: From a geographical point of view, yes. 


a, Mr. Grécorre: From the point of view of the number of stations? 
A 


‘an 
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Mr. OUIMET: From the point of view of the number of stations of co 
radio and television. 


Mr. GREGOIRE: As a last question in thiy regard may I ask whether in all 
regions where there is a majority of English speaking persons, where the 
might be advertising programs bringing in a considerable amount of money, 
they are all open at the present time? 

Mr. OuImMeEtT: I would say yes. 


Mr. GREGOIRE: Therefore, in these circumstances the extension of the 
English network preferably would not bring in more commercial income, or a 
least not to an appreciable extent? 


Mr. Ourmet: That is true. ‘ss 


Mr. GrEGorRE: Mr. Ouimet, in another field, I see on page 4, for artists, 
speakers, musicians, performing rights, $17 million. Does this include all artists 
on television or radio? 


Mr. Ourmet: All artists, interpreters, speakers, commentators. 
Mr. GREGOIRE: Free lance or salary? 


Mr. OurMmMet: No, not salaried. Salaries are to be found in the fifth item - 
salaries and wages. 


Mr. GrEGoIRE: But I mean the salaries of those who are on radio as, for 
instance, regular announcers. : 


Mr. OvuIMET: No, this is not to be found among artists and speaker S, 
musicians’ fees and so on. This is only people who are— 

Mr. GREGOIRE: Paid for broadcasts? 

Mr. OurMet: Paid broadcasters, yes. 

Mr. GREGOIRE: Would the great majority of others come under salaries? 

Mr. OuIMET: Yes. 4 

Mr. GreEcorrRE: In the first item, approximately how much would you 


estimate would be the wage bill for the personnel or the staff in total, without 
distinction, on both networks on television or on radio? 


Mr. OurmetT: I would say that the expenditures for salaries and wages 

would be approximately a one third to two thirds ratio. Perhaps I am mistan 1. 
Mr. GREGOIRE: On $44 million? 
Mr. OUIMET: Yes. 


Mr. GREGOIRE: Which means there would be another $15 million for the 
artists. 


Mr. OurmMetT: No, no; I misunderstood you. I thought you meant both of 
the networks, English and French. 
Mr. GrEGorRE: No. I am speaking of a comparison of charges in respect of 
regular employees who appear on television and radio. 
Mr. Ourmet: Do you mean announcers in particular and others? A few 
of our commentators, but I could not tell you because I do not have that infor- 
mation here. 


Mr. GREGOIRE: You have no approximate idea? 


Mr. Ourmet: I believe it would be a relatively low percentage. 


Mr. GrEGoIRE: Could you give us an approximate figure at the next 
meeting? a 


Mr. OurmMet: Yes. 


Mr. GREGOIRE: Would this mean there would be technicians in this list, 
cameramen for instance? 


Mr. Ourmmert: Yes. 
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Mr. Gricorre:: And, technical producers and so on? 


Mr. Ourmet: You would like to have the details and the allocation of our 
expenditures for wages and salaries among the various groups. 

Mr. Gricorre: Not necessarily in detail but, for instance, among the 
technicians and so on. I would like to have this information for the whole of 
the technician group and all those who deal with the technicians. This would 
include the cameramen, the technicians, the technical producers and those who 
form a part of the program itself when the program is being broadcast but 
who are not actually shown on television. 


Mr. Ourmet: We can give you this information next Tuesday. 

Mr. Grecorre: And, decor. 

Mr. Ourmet: Now, are you speaking of wages and salaries of those who 

- deal with scenery, or are you speaking of the cost? 

Mr. GrécorrE: No, I am speaking of the percentage of administrative costs, 
wages in general. 

Mr. Ourmet: Yes, I believe we can give you this information. 

Mr. GricorrE: Which means that this would be the balance of the 
$44,138,000. What would be the ratio between salaries in general of personnel 
strictly on a program or on screen and those who are on the administrative 
side of the C.B.C.? ; 

Mr. Outmet: Yes, we can give you this information. At least, I hope so. 

Mr. GrkcorrE: In general. I do not necessarily want to go into all the 
details of each individual category such as cameramen, boom men or anything 
else; just in general. 

Now, Mr. Ouimet, under the item of budget could we also know how much 

- during the year you could spend, for instance, on sports. What would be the 
budget of the C.B.C. in respect of sports, theatre, glamour and so on? Do you 
have special budgets for each category of programming such as sports, drama, 

- public affairs, classical and popular music, and so on? 

Mr. OuIMET: We know exactly how much we spend for each program. We 
would have to add all these figures together to give you this information be- 
cause we normally do not have these details prepared in advance. We shall 
have to do this especially and that is why I can only give this to you next 
Tuesday. 

: Mr. GrécorrE: I do not want to put you to the trouble of going through 

all the programs of the year but, for instance, could we know for a week how 
much you spend for each large item such as music, sports, theatre, drama, pub- 
lic affairs and, if possible, classical and popular music. 

Mr. Oumet: Mr. Grégoire, we shall try to give you this information. 

Mr. Grécore: I think the committee would like to know how much is 
allotted by the C.B.C. for each one of these. 

You will admit, as I do, that I am not so exacting that I will go down into 

_ the sharps and flats. 

le (Text) 

es The CHAIRMAN: Gentlemen, we will leave it at this. The officials have 

ha indicated they will do their best to have this information for Tuesday, at which 
time it will be printed as part of the evidence, if it is the wish of this com- 

' mittee. If this information is available for Tuesday, fine; if not, we will get it 

as soon as we can and it will form part of the proceedings. 

(Interpretation) 

Mr. Griécorre: For those who do not know the difference between classical 
and popular music, Mr. Chairman, I think they should acquire this knowledge 

_ because music is one of the greatest forms of culture that there is. 
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Mr. Tarpir: Perhaps Mr. Grégoire would find it difficult to tune his v ( 


(Text) i 

The CHAIRMAN: Gupenen. may we get off culture ae into public 
accounts, please. fe 

Mr. Grafftey, you will follow Mr. Grégoire. i. 4 

(Interpretation) i 


Mr. GREGOIRE: A short time ago I heard a few questions put, to whicte 
answers were given, and I did not understand some of the meanings of the 
questions and the answers. I would like an explanation of this. You said you — 
would evaluate the cost of a program at X dollars. Does the sponsor alwaysm 
pay the full cost of production of the program? 

Mr. OUIMET: No. ; 

Mr. GREGOIRE: Does he therefore pay the equivalent of the fees or the 
expenses beyond, for instance, the regular staff? 

Mr. OummetT: Approximately, yes. ; 

Mr. GREGOIRE: You said “approximately”; that is, the sponsor. A 

Mr. OUIMET: Not in all cases. If it is a bargain program he might pay a 
good part of the fees but all the indirect costs. When it is a very costly program — 
in a general way we might try at least to have the fees and direct costs involved — 

paid. ; 
Mr. GREGOIRE: Incidentally, in respect of the cost of programming may Ai 
say that in my opinion the C.B.C. exists not to make money. But, if it costs 
money and if they are good programs I agree; and if we need more money to. 
have better programming I am more so in favour of it. I will divide the pro- | 
gramming. Will the sponsor pay a lower cost in the popular field, to start with © 
this, than in the field of culture—and I am referring here to the cost of al 
baseball game as opposed to drama. 


Mr. Ovurmet: In a general way our sports programs are completely _ 
paid for. . 


Mr. GREGOIRE: In a general way? a 
Mr. OUIMET: If we are speaking, for instance, of hockey, football and all 
those sports, we try to charge sufficiently so that all costs will be met. i 
Mr. GREGOIRE: This means the cost of production? 
Mr. OuImMET: The complete cost of production. ’ 
Mr. GREGOIRE: Does this also happen in the case of sports where, for — 
instance, there would be courses on judo, and softball and baseball games? _ 
Mr. OuIMeET: I would have to inquire in this connection because I am not 
certain. 
Mr. GREGOIRE: So far as drama is concerned, does the same thing apply? 4 
Mr. OurMeEtT: No. In the field of drama costs are higher and, in a general 
way, the sponsors cannot pay the complete cost. If we requested this we could — 
not sell the programs. 
Mr. GREGOIRE: What about soap operas? 
Mr. OUIMET: No. 


Mr. GrecorrRE: As the C.B.C. pays for part of the cost of soap operas on > 
television do you not believe that because you are paying for it with the 
people’s money you should see to it that the programs are on a higher level or 
plane? r 

Mr. OurmeET: No, we give the same attention to all our programs, whether 
they are sponsored or not. We do not differentiate in the choice of program 
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regardless of whether or not they are sponsored. They are C.B.C. programs. 
The only difference is that after having decided to produce a program it, 

might happen that it might not be sold or that it might be sold. There is no 
difference in quality. 


‘Mr. Fisuer: Or it might not be good enough to be shown. 


Mr. OuIrMET: In a general way however, in the field of drama, opera, sym- 
phonic concerts, and so on, we find ourselves in a field in which there are 
more programs which are not sponsored, or which are sponsored in such a 
way that only part of the cost is paid. It happens more often on these more 
considerable programs than on sport programs or the very simple programs 
such as interviews and so on. 
Mr. GREGOIRE: To go to a more specific field now, in view of the expenses 
which can occur in this field, such as classical music, the concert hour or 
symphonies, is this not one of the fields in which programs are not sold? 
. Mr. OuIMET: It is very difficult to sell them but there is no objection to 
selling them. 
j Mr. GrecorreE: Is it because of the cost of the program? 
; Mr. OuUIMET: Yes. 

Mr. GrécorrRE: This does not mean that the program is not popular? 
i . OurmeEtT: No. Perhaps it does mean that it is not as popular as other 
types of programs, such as soap operas. I do not want to name the programs. 
I am also speaking of such programs as sports, for instance. I would like to 
say yes, but unfortunately our large programs, such as classical music and 
opera, are not as popular as hockey on a Saturday evening, but it is all the 
same surprising to see the number of listeners that these programs have. In 
one case, for instance, we might speak of two million, in another case of 
800, ,000 or 900,000, which is still a considerable number. 


, Mr. GrécorrE: Now, Mr. Ouimet, if these programs are very popular 
would it not depend somewhat on the quality of the artists, that is not on the 
quality of the decor, or the scenery, but perhaps on those who, being responsible 
for the production of the programs, do not have the required taste to present 
4 music lovers, who are very numerous, the required quality? Is a lack of 
money a reason for this? 

4 Mr. Ourmet: Frankly, I think that with all the money in the world we 
‘would not succeed in having the same audience for a great opera, even with 
the best artists and the best interpreters and the best orchestra available, as 
* would have, once again, for hockey on a Saturday evening or for something 
a little lighter. These are the facts of life. 


4 Mr. GrEGorRE: Perhaps we could prove the contrary. Three or four years 
ago you had a program which had a very high rating. The next day you had 
‘praise from everywhere. On the other hand, if you ask the people to express 
enthusiasm when week after week you have the Spanish hour or Carlo Menotti, 
a very good artist, even if you had 40 expert jewellers at the back of the clock 
do you think you would be making your program popular? 
Mr. Ourmet: You are right. There are certain programs which are much 
more difficult to produce than others. Let us take for instance the case of 
“Les Trois Valses”. This was a very popular program. It was one of the most 
opular ones. However, unfortunately we cannot obtain the rights for a great 
aany of these programs. Moreover, there are not so many of them as all 
that. 
y 
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Mr. GrEGoIRE: After the presentation of such programs as Madam Bu 
fly, Tosca, Faust, La Boheme which have been presented on both netwe 
did you not have an excessively favourable reaction? abe 

Mr. OUIMET: For this type yes, but not the same as for Les Trois Valse 
There were three such programs. I do not remember the name of the third. 


Mr. GREGOIRE: You had one of Lionel Daunais which, according to what 
I saw was received with a great deal of enthusiasm. If you had had programs 
like those instead of the ones I mentioned a little while ago would it not 
easier for you to make them profitable and at the same time to interest “ 
public? 

Mr. Ourmet: I do not believe that we could have sold the Lionel Dauna is 
programs even if they were excellent. Once again we must not limit ourselves S 
to one particular type of program. We have to have serious classical music for 
those who like serious music and lighter programs for those who like lighter 
programs such as Les Trois Valses or the Spanish hour. That is why we have 
varied programs. 

Mr. GREGOIRE: I do not believe that your programming should be solely 
limited to this, but in your opinion do you think that the C.B.C. presents 
sufficient programs of good quality from the musical point of view? 


(Text) 


The CHAIRMAN: We are entering into forbidden territory. We are entitle d. 
to consider the various aspects of the C.B.C. as regard financing and administra- 
tion. To a limited extent we might also discuss in some measure the question 
of the programs which we have already discussed this afternoon with relation 
to the programs which are produced and cannot be sold. However, as I pointed 
out this morning, our terms of reference do not enable us to be a committee 
on broadcasting. I let these questions be asked, but if you go a little further 
the whole subject matter will be completely thrown open and we will be 
departing outside of our terms of reference. I would hope that we would stay 
within those terms of reference. 


(Interpretation) 

Mr. Grecorre: Mr. Chairman, may I speak on a point of order? I could 
relate my question to the subject in this way. In the musical field the C.B.C. is 
now spending money which is alloted to it in its budget in a practically 
useless way. We do not often have the occasion of speaking with Mr. Ouimet 
as we are doing at the present time and we do not have much occasion to give 
him our opinion and our constructive criticism. I do not wish to destroy the 
C.B.C. and their programming. I think they are doing very well, but sometimes 
they have not done so well in this field. That is why at the present time I 
wish to take the opportunity of giving him my opinion in view of the fact that 
C.B.C. programs are paid out of public money. 

Mr. Chairman, a field which interests me tremendously is the musical field. 
I think on television the C.B.C. does not give us the quality required. 


(Text) 

The CHAIRMAN: It is because of your obvious interest in this that I have 
permitted you to go on. If you open this up, it will become competent for other | 
members of the committee to enter this field of questioning as there are 
others who equally are interested in the type of programs which the C.B.C 
in its interpretation of its mandate sees fit to put on. If we were to continu ‘ 
with this line of questioning, I think we would be departing from what is our 


real object is being here. I appreciate your interest, and I am sure the C. B.C. 
does. ia 


rant 


PUBLIC ACCOUNTS 391 - 


Mr. GREGOIRE: will you allow me two questions? 
The CHAIRMAN: We will try them out for size. 


(Interpretation) 


Mr. Gricorre: Mr. Ouimet, are you satisfied with the results obtained 
from a musical point of view? 


Mr. Ourmet: I think I probably should say we never are satisfied with 
the results obtained. In a general way, I think the answer is yes. In respect 
of the serious programs such as the concert hours, you would be surprised at 
the number of listeners we have. I do not have the figures in my mind, but I 
believe there are a few hundred thousand listeners who listen to serious 
music. I think this is important. 


Mr. GREGOIRE: Where there are no other television stations it is rather 
difficult for them to listen to anything else. 

Mr. Ourmet: Even where there are other television stations. It is the 
same thing in the English programming. For example, with the “Festival” 
series it is surprising the number of listeners there are. . 


Mr. Grecorre: Unfortunately you seem to be satisfied. Personally, I am 
not. Would you accept a suggestion that you might have not an employee and 
not an official but an artist who knows good music and have him suggest the 
choice of pieces along with the two persons who presently are in charge of 
this department? 

Mr. Oumet: I thought we had people who have imagination in our musical 
service. 

-Mr. Gregorre: Once again I will tell you you are not fussy if you are satis- 
fied with your classical music series, not because of the artists—they are very 
good—but because of your way of producing these programs and the choice 
of pieces. 

Mr. Ourmet: Do you think the choice is too serious? 

Mr. Grecorre: It is not balanced. You have classical music and you see 
people going up on ladders with modern clothing. It does not seem to go 
together. 


(Text) 

The CHAIRMAN: You have gone a little beyond your two questions. 

Mr. GRAFFTEY: Very briefly, may I ask Mr. Ouimet for a statement with 
regard to how he feels the latest Canadian content rule would affect adver- 
tising revenues in general, and the commercial policy of the corporation? 

Mr. Ourmet: You mean the latest content rule of the B.B.G.? 

Mr. GRAFFTEY: Yes; the Canadian content rule. I know this is a difficult 
question to answer. 

Mr. Ourmet: Frankly, I do not think it is very difficult, because the rule 
of the B.B.G. is 55 per cent Canadian content. In our network we have made 
it our own internal rule to give 65 per cent. 

Mr. F1isHEer: In prime time? 


Mr. Ourmet: No; unfortunately not in prime time. Nobody does this, as 
a matter of fact. In prime time it is more like 50 per cent. However, Mr. Fisher, 
I am glad you mentioned this. In order to increase the Canadian content in 
prime time to over 50 per cent, we would have to decrease our commercial 
revenue. 


Mr. FISHER: Exactly. 


The CHAIRMAN: Mr. Grafftey, Mr. Cameron and Mr. Rock have been very 
patient. Carry on, Mr. Grafftey. 
: 
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degree programming is affected by commercial considerations. 
Mr. OuIMET: It is, and this is the danger. 
Mr. FISHER: Danger? a, 
Mr. GRAFFTEY: Is this not also part of the mandate, as you eriernree it? 


Mr. OUIMET: Part of the mandate that our programming be affected by 
commercial revenue? 


Mr. GRAFFTEY: No. 
Mr. OurmmetT: Not as we interpret it. 


Mr. FIsHER: Is it possible to have excellent programming without having 
commercial programming? 


Mr. OUIMET: You are correct; we could not have a schedule without any. 
commercial programs whatsoever, because then we would deprive ourselves | 
of certain well known sports classics that we cannot obtain in any other way, 
and the programming no longer would be balanced. Also, there are certain 
United States programs that the Canadian public wants to see which it would 
be difficult to obtain on a non-sponsored basis. 


Mr. GRAFFTEY: Could you briefly tell the committee in what different : 
manner the Canadian content rule affects Radio Canada and the C.B.C.; 
there any difference? 7 


Mr. OUIMET: You mean the French network and the English network of q 
the C.B.C.? oe 


Bh 
Mr. GRAFFTEY: Yes. 


Mr. OuIMET: No. Generally, the rules are the same. Although when we 
started on the French network we had a much higher Canadian content than | 
on the English network, as our budgets became tighter and tighter we have 
had to reduce the Canadian content on the French network to a point where 
it is at about the same level now as on the English network. We are trying to 
import some programs from Europe, and in certain cases they are United States 
programs with the sound dubbed in. Within the budget of the French network 
we simply cannot produce the same number of hours we have on the English 
network for the reason that on the French network we really do not have any 
source of, for instance, programs from the United States as we do on the English» 
network. q 

Mr. GRAFFTEY: Very briefly I would like to clarify a question I put earlier 
in the day. Speaking not of the C.B.C. in relation to private television, but 
rather about television in general in Canada in relation to other advertising 
media, such as newspapers, magazines, and other types, relatively speaking 
has Pein had its share of the advertising dollar in the last three or four 
years in relation to these other media, or is its share increasing? 


Mr. OurmetT: Yes; it has certainly kept its share and I believe it has _ 
increased it slightly. 


Mr. GRAFFTEY: In the last three or four years? 


Mr. OUIMET: Yes, but not to a marked extent. What is to be noted is that 
it has a lower share of the total advertising dollar than, for example, television - 
has in the United States. 


Mr. GRAFFTEY: In terms of commercial and advertising policy—if you want — 
to put it as tightly as that—is there a liaison between the C.B.C. and others al 
let us say, state owned broadcasting corporations; do you have much liaison — 


with other state owned broadcasting corporations so that you can discuss 
advertising? 


; a 


a 


R 
ag 


Mr. OurMEt: There are very few nationally owned broadcasting organiza- 
tions engaged in commercial broadcasting. For example, the B.B.C. in England 
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ries no commercials. R.T.F. in France has no commercial content and R.A.I. 

. Italy has some commercial content, but only to a limited extent. Generally 

eaking the national organizations in the world do not have commercial 

activity, so therefore there is no point in having liaison with them in any such © 
activity. 

Mr. GRAFFTEY: In other words, you have a difficult time in finding confreres 

to talk shop to in this type of performance. 

a Mr. Ourmet: That is true. We are a rather strange phenomenon because 

of our existence on the North American continent where we try probably in 

the most difficult way to do things, that is, by a mixture of both the private 

_ and the public resources in the one organization. 

The CHAIRMAN: Mr. Cameron, and then Mr. Rock. 

, Mr. CamMERON (High Park): You will agree that this has been very interest- 

Ping, and I assume you will also agree that you are trying to conduct a public — 
service and at the same time make it profitable commercially. But if you 
_ emphasize one aspect as against the other, you are damned. 

5 I was thinking about Mr. Winch’s point concerning programs which are 
available for sale, and following Mr. Grégoire’s suggestion about the quite 
classical musical ones which you would not want to sell to, let us say, a beer 
_ sponsor or something like that, because your customers would not appreciate it. 
: Mr. FisHER: What about the O’Keefe Centre? 

Mr. Cameron (High Park): You do not want to cheapen them by selling 
them at less than a prestige cost. I was interested in Mr. Fisher’s suggestion 
about the extension of the percentage as between French and English stations. 
It seems to me that the principle you are trying to follow is to give the same 
‘service clear across Canada, regardless of where it is. It may be that the French 
‘market does not produce as much revenue, because there are not as many 
‘sponsors in that particular market to pay for it. But the French listener should 
‘not be prejudiced by that fact. Have I made a clear summation of the matter? 
Mr. Ourmet: I believe it is, sir. 

Mr. CAMERON (High Park): I hear a little laughter. Why is it not fair? 
Mr. HarKNESS: I wondered what the question was. . 

Mr. Rock: On page 11 you have investments in government bonds. 

The CHAIRMAN: We have not got to page 11 yet. 

i Mr. Rock: I do not think you have got anywhere. You have been scattering 
all over the place and I have the same right as anyone else. 

+The CHarrmaw: If you can relate what is on page 11 to what is on page 9, 
then by all means carry on. We stopped at page 9 which included a very com- 
prehensive body of material. If you can relate page 11 to page 9, then by all 
“means please do so. ) 

a Mr. Rock: You have securities there of some kind. 

An hon. Memper: You are out of order. 

Mr. Rock: I do not see why I should be. 

The CHAIRMAN: Please carry on. . 

B Mr. Rock: In this case there could be added revenue if there was a dif- 
ferent government policy. 

The CHAIRMAN: Your question is tied up to that page? 

Mr. Rock: Yes. 

The CHAIRMAN: All right, carry on. 

Mr. Rock: I refer to the bond investments you have of $1,445,000 in value, 
‘and you mention that their cost was $1,500,000, 22 per cent government of 
Canada bonds. May I know what date these were purchased? 


394 STANDING COMMITTEE = 3) 


Mr. Davigs: They were purchased around 1955. I am not sure of the d 
however. 

Mr. Rock: Were they at that time purchased at par or below par? 

Mr. HENDERSON: I think the fact is— 

Mr. Davies: They were purchased below par. 

Mr. HENDERSON: Because the cost is shown at $1,445,000, with parity of 
$1,500,000, this shows that they have been purchased heloe par. z 

Mr. Rock: Now, the value at this point, the market value as of March 31, 
1963, is $1,380,000 which is away below par. Are these bonds perpetual bonds? — 

Mr. Daviss: No, they are 1967’s and 1968’s, and they will become due at 7 
maturity for their full value. They are not perpetual bonds. 

Mr. Rock: No. Well they are not the same bonds that I am stuck with then. — 

Mr. GREGOIRE: Where did you get the money to buy those bonds? 

The CHAIRMAN: Please let Mr. Rock finish. 

Mr. Rock: I would like to know from the Auditor General if the bonds 
issued today by the government are being sold below par, or if they are sold 
at par at all times. M4 

Mr. HENDERSON: Some of the offerings go out slightly under par. It all 
depends on the market. It is the prevailing interest rate which generally deter- | 
mines the offering price of any bonds issued. The interest rates are what usually 
govern the prices when they are offered. : 

Mr. Rock: At the time of the conversion, were they converted to bonds 
which had a par value at all times? 

Mr. HENDERSON: These particular bonds were not part of the conversion. 
The corporation is obviously holding these bonds until maturity so that it can : 
get 100 cents on the dollar. 

Mr. Rock: I do not blame them, after holding them for so long. Now, in 
your picture of revenues for commercial broadcasting and advertising, and alsol 4 
the cost to do this advertising with your television, and your cost of production 
in general, does the cost of all your advertising, the cost of getting the customers 
to advertise with the whole staff there—at least equal, or is it less than the 
amount which you receive? . 

Mr. OUIMET: You are asking whether we are losing money on our com- — 
mercial operations. . 

Mr. Rock: I would like to know whether it pays to run your commercial ~ 
operations or not; in other words, does your commercial operation equal the — 
amount of revenue for your commercial broadcasting? 

Mr. FISHER: On a point of redundancy, Mr. Chairman, I think you should 
rule on this. 


The CHAIRMAN: You mean on the question of whether this is repetitive of 4 
a matter which was brought up earlier? 


Mr. FIsHER: I think it has been gone over three times. 


The CHAIRMAN: Yes, it has been. This was discussed. But probably I should 
let Mr. Ouimet or Mr. Davies answer this, and limit it to their answers. It was 4 
discussed this afternoon and it will be found in the record. But I see no reason a 
why we should not answer this question, and I hope it will stop there. 


Mr. Ourmet: Let me say immediately that we do not lose money by engag- ‘i 
ing in commercial operations. 


Mr. GREGOIRE: I do not know about the C.B.C. 


Mr. OurmeET: On the other hand, it is very difficult to relate the actual 
cost in toto to the total revenue. One way of doing it is to look at exhibit 2 
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vhere vou see we have $30,846,000 gross there, and the payments that we had 
to make were $28,801,000. But we must keep in mind that there is more to it 
than that. I find that in many cases such commercial operations bring us pro- 
grams for which we would have to pay if we did not engage in such commer- 
cial operations. That is where it is difficult to get an exact balance. 


_ Mr. Rock: I have one more quickie. Have you as a corporation any inten- 
tion in the future of going into the movie type of broadcasting rather than the 
live production of Canadian historic stories which could be sold to other coun- 
tries, after you had put them through your television network? 


| The CHAIRMAN: I must rule that this question does not come within 1962 
and 1963. 


he Mr. Rock: Very well. 
The CHAIRMAN: However, if as a matter of general interest Mr. Ouimet 
wishes to answer it, I would not object. 


Mr. Rock: I am not thinking about Davey Crockett or the Pierre Radisson 
sort of thing, but rather of the one hour type of movie production that we get 
from many other countries. 


Mr. Ourmmet: Generally speaking, we will try to encourage the develop- 
ment of a Canadian film industry. Whether we will go more to film than to 
live broadcasting is a very difficult thing to say. At the moment there is defin- 
itely a greater amount of film used than there was five years ago. The main 
phenomenon now is that there is a great deal of videotape used. We still call 
it live but actually the program has been recorded on videotape. It has been 
produced in the studio by live television techniques. This gives us great advan- 
tages in a number of ways. 


_ Mr. Rock: There is not much difference in cost between utilizing that 


technique and making a real film; is that right? 
. Mr. OuIMET: There is still a great deal of cost difference between making 


a film where there is a great amount of shooting done for the number of min- 
utes filmed compared to the use of videotaping where, generally speaking, we 
shoot exactly 60 minutes for a 60 minute program or 30 minutes for a 30 min- 
ute program. 

k The CHAIRMAN: Mr. Crouse, did you indicate some time ago you had a 
question to ask? 

_ Mr. Crouse: Yes. 


i The CHAIRMAN: I have Mr. Fisher’s name next on my list, although I 
‘understand Mr. Grégoire wishes to rise on a point of order. Am I correct in 
peat regard, Mr. Grégoire? 
a Mr. GREGOIRE: I did not wish to refer to my point of order at this time in 
view of the fact we intend to adjourn at ten o’clock, but Mr. Speaker has 
promised that all committees will be organized to provide a French and Eng- 
; lish reporting system so that when we are speaking French it will not be 
interpreted into English and taken down by English reporters. I think it would 
be advantageous to all committee proceedings to have these facilities made 
available. I think this is only a fair request. I did not intend to burden this 
committee at this time with this suggestion but I think my request is fair and 
should be considered in respect of our next meeting. 


we The CHAIRMAN: Your request is eminently fair, Mr. Grégoire. On behalf 
of this committee I made reference to this situation at the procedures com- 
mittee. Although that meeting was in camera I think I am safe in stating that 
‘this situation was discussed and brought to the attention of Mr. Speaker. The 


Ndication was given that this situation was under discussion and being 
a 
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attended to with the hope that by next week the facilities to aN you | | 
referred will be available in this room. f ei 


Mr. GREGOIRE: Will those facilities be available to this committee at its 
next sitting? 


The CHAIRMAN: That certainly is my understanding of the intention, bu l 
sometimes there is a gap between intention and fulfilment. 


Mr. GREGOIRE: You may recall, Mr. Chairman, that the privileges ané 
elections committee had facilities of this type installed within 12 hours. These 
facilities are now installed in room 308 of the west block, and it is my under- 
standing that room was not used but available today. I have further questions 
to ask my friend, Mr. Ouimet, in French, and I feel that if my questions and 
his answers are taken down through the use of a French reporting system it 
will be more satisfactory than if performed through the interpretation syster n. 

The CHAIRMAN: Mr. Grégoire, room 308 had been reserved by anh 
committee which subsequently cancelled its arrangements. 

Mr. GREGOIRE: I am sure the same system could be installed in this roo a 

The CHAIRMAN: We hope that will be done very quickly. 


We have a few minutes available before our adjournment. Do you have a 
question to ask before we adjourn, Mr. Fisher? 


Mr. FISHER: Yes. a 
Mr. Ouimet, when you are planning a program schedule for the fall and 
winter and you are buying films from the United States and Great Britain in the 


late winter and early spring, do you ever purchase more films than you need? 
Mr. Ourmet: As far as I know we have not done so. However, I hope I an n 
not proven wrong after further investigation. 


Mr. FISHER: You would never purchase a show to make sure it did not get | 
into the hands of a private network? 


Mr. OUIMET: No, definitely not. That policy would prove to be a very” 
costly way of doing business. We would have to pay for those shows which 
cost $3,000 to $4,000 per week for a period of from 26 to 39 weeks. Such @ 
practice would involve an extensive investment. 


Mr. FISHER: Would you be prepared to make some sort of comment ie 
respect of your schedule placements if at our next meeting I presented th 
names of one or two shows in relation to which the suggestion has been ma 
that you purchase them this year and last year in order to keep them oul of 
the hands of the private network? 


The CHAIRMAN: Would the transactions to which you have referred occu Ir 
within the two years we are considering, Mr. Fisher? 


Mr. F1IsHErR: I am sure one of the purchases would fall within that period 
of time. 


Mr. Ryan: I should like to ask a supplementary question, Mr. Chairman. 
Mr. Ouimet, do you always have a market for the sale of a film before 
you buy the film, or buy the rights to the film? . 


Mr. Ourmmet: That is not always the case because sometimes we mus { 
take risks. j 


Mr. FISHER: What does happen to a film you buy and cannot find a spot 
for in your schedule? 


Mr. Ourmet: I would say that would depend on the length of time 
covered by the rights purchased. If the rights purchased covered a fairly 1 
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period of time we would endeavour to sell the film during the following season. 
This is a hypothetical question. I am not sure that such a situation has arisen. 


Mr. F1suer: I am not sure that is a hypothetical question. I am sure I saw 
reference in the Auditor General’s long report, to a program purchased but 


not shown. 


Mr. OuImet: Mr. Chairman, may I ask Mr. Fisher whether he is referring 
to a feature or syndicated film? We must be careful that we are referring to 


the same thing. 


Mr. F1sHerR: At page 15 of the last report of the Auditor General there is 
reference to script rights being written off. There is also reference to the fact 


that single episodes of film contracts expired by the end of the year and not 
telecast because of unsuitability, and I assume that the film rights in this 
respect were written off. I assume this fact would suggest a bad or unwise 
- purchase; is that right? 


Mr. Outmet: That is not necessarily correct. In certain cases such a cir- 


-cumstance would indicate that we had bought a show in a batch of feature 


films made available to us in order to obtain good films. I might say most of 
the films in such a package deal are good, but sometimes we must take a few 


- which are not of suitable quality. When we make such a deal we figure those 


in our costs and do not show the bad films. Many other cases occur in respect 


of which the film is not shown because of pre-emptions. During the showing 
of a syndicated series of perhaps 29 or 36 episodes something of importance 
_ may happen preventing us from showing episode 15, for example. The situation 


which develops following the cancellation of that episode may make it impos- 


~ sible to show it at a later date. A great number of special occasions arise which 
_ prevent us from showing a scheduled episode, such as the assassination of the 
President of the United States. Many other reasons cause the displacement of 
_ one episode of such a series. 


Mr. FiIsHER: I will make an effort to present one or two examples at our 
next meeting. 
I should also like to ask questions in respect of a further subject, but 


_ before doing so I should perhaps inquire whether it was discussed this after- 


x 
< 


noon. I am referring to the salaries of the president and other officials of the 


SC.B.C. 


The CHAIRMAN: No, we did not go into that in its entirety. It was men- 


- tioned, I think, by the Auditor General in the discussion at large, but I think 
- there is a point further on where it will be dealt with in detail. Possibly at 
this point as it is approximately ten o’clock, if it meets the views of the com- 
" mittee, we might adjourn and then, next Tuesday, we may start at page 7 
of the balance sheet and reach all these other items. This course will permit 


‘ 


i. be. Seu: 


discussion of the different items the members wish to bring before the com- 
mittee. 

We are running out of long form reports. May I therefore express the 
hope that those of you who will attend the meeting on Tuesday will bring 
back those reports. 

The meeting is adjourned until 9.30 a.m. on Tuesday. 
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AUDITOR GENERAL OF CANADA 


Ottawa, December 6, 1962. 
The Board of Directors, a 


Canadian Brodcasting Corporation, 
Ottawa. 


We have examined the accounts and financial statements of the Canadia: a 
Broadcasting Corporation for the year ended March 31, 1962 pursuant to the 
provisions of section 34(2) of the Broadcasting Act under which the Auditor — 
General of Canada is appointed auditor of the Corporation. 


A report in the form required by section 87 of the Financial Administration 
Act was addressed to the Minister of National Revenue under date of June 4, 


The accounting functions -of the Corporation are decentralized and during 
the year we examined the accounts and records at the Head Office in Ottawa, | 
National Engineering Headquarters in Montreal and offices located in Halifax, 
Montreal, Ottawa, Toronto, Winnipeg and Vancouver. Our examination was made 
in accordance with generally accepted auditing standards, and included a 


For convenient reference we are attaching copies of our report to the 
Minister of National Revenue dated June 4, 1962, Balance Sheet as at March 


31, 1962 and Statements of Operations and Proprietor’s Equity Account for the 
year then ended. 


A copy of this report is being sent to the Honourable G. E. Halpenny, P.C., 
who was designated, for the purposes of the Financial Administration Act, as 
the appropriate Minister with respect to the Canadian Broadcasting Corporation 
by Order in Council P.C. 1962-1160 dated August 22, 1962. 


RESULTS OF OPERATIONS 


Funds to a total of $70,418,000 were provided under Vote 43, Appropriation 
Act No. 5, 1961 for the net operating requirements of radio and television services _ 
for the year ended March 31, 1962. With the net operating requirements 
amounting to $70,252,273 (exclusive of depreciation charges totalling $4,039,041 
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balance of $165,727 was recorded as a liability of the Corporation at 
h 31, 1962 and refunded to the Receiver General early in the current year. 


pared with the requirement of the previous year in the following summary: 


Year ended March ile ' Increase 
1962 1961 (Decrease) 


ost of production and distribution.$ 100,643,515 $94,714,235 $ 5,929,280 
elling and general administration . 6,967,639 6,238,590 729,049 


r. rOtals expense seu oo ea 107,611,154 100,952,825 6,658,329 | 
Mvertising income, ete. .o.6.0...06. 33,319,840 38,088,223 (4,768,383) 
P | INT! EEXPenseitan ait Mae 74,291,314 62,864,602 11,426,712 
Less: Depreciation charged as expense 
for cost ascertainment purposes .. 4,039,041 3,976,126 462,915 
Net Operating Requirements ........ 70,252,273 59,288,476 10,963,797 


i, 
yaa 


An operating budget of $70,418,000 for the year ended March 31, 1962 was 
y Order in Council P.C. 1961-494 dated March 30, 1961. The following table 


hows a comparison of the operating budget with the actual results of opera- 
uA ons for the year: 


Actual 
a Over (under) 
‘i Budget Actual Budget 
Ar speakers’, musicians’ fees, 
_ copyrights, performing rights, 
q ‘manuscripts and plays ......... $19,509,000 $18,301,000 $(1,208,000) 
m purchases and rentals ......... 7,676,000 8,620,000 944,000 
work transmission, LPRT’s oper- 
ating expense—radio and ex- 
_ tended television coverage ..... 8,009,000 8,223,000 214,000 
Iding rental and maintenance ... 3,727,000 3,628,000 ( 99,000) 
Beolaries and wages ......)...0...- 41,569,000 41,701,000 132,000 
nemployment insurance and pen- 
mesron contributions: 4.06 6. ees ek 2,581,000 2,346,000 (235,000) 
Other departmental expenses ...... 14,318,000 13,164,000 (1,154,000) 


97,389,000 95,983,000 (1,406,000) 
Expenditures recovered from 
capital grants and other govern- 


EOLA SRA 3)' ode Yast 5 noun clas seta es thes 2 1,971,000 2,256,000 285,000 


oe 95,418,000 93,727,000 (1,691,000) 
Less: Estimated income (net of com- 
missions and payments to private 
BONS) Gr hss tes eee te, 25,000,000 23,475,000 (1,525,000) 
et operating requirements ........ 70,418,000 70,252,000 ( 166,000) 


EAs shown by the table on page 3, the net operating requirements of the 
Boration increased by $10,963,797 from $59,288,476 for the year ended 
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March 31, 1961 to $70,252,273 for the year ended March 31, 1962, an increa 
of 18.5% compared with the previous year’s increase of $6,988,198 or 13.4%. 


Increasing expenses and declining revenues have both contributed to the 
enlarged operating requirement. Increased expenses contributed to the exten ng 
of $6,195,414 to the increased operating requirement for the year ended March 
31, 1962 over the requirement for the previous year, while decreased revenues 
accounted for $4,768,383. Reduced television advertising revenue amounting 
to $5,064,315, offset to a small degree by $372,782 more radio advertising 
revenue, largely accounted for the reduction in income. The significant decrease 
in revenue from this source was attributed by the Corporation mainly to the 
etsablishment of second television stations in eight major areas previouslii 
served only by the Corporation. : 


4 
Details of increases in the various expense classifications a 
$6,658,329 follow: 


Increase | 


: 


Year Ended March 31, 


1962 1961 (Decrease) — 
Artists’, speakers’, musicians’ fees ... $ 18,301,000 $ 18,084,000 $ 217,000 — 
nS OANICE WALES 00 on. dus + pea vlocniale sels 41,701,000 37,308,000 4,393,000 — 
Film purchases and rentals .......... 8,620,000 8,000,000 620,000 
Travelling and duty entertainment ... 2,020,000 1,710,000 310,000 
Long distance telephone ............ 323,000 293,000 30,000 
PIPER Pe SE) ed. |... sic ss bd swe atts 1,541,000 1,356,000 185,000 
Commissions to agencies and networks 4,620,000 5,187,000 ( 567,000) i 
Payments to private stations ........ 4,851,000 5,279,000 ( 428,000) ‘ 
Ren, «roti arth gusp hay  e eseo am Be Roa wal 25,634,000 23,736,000 1,898,000 | 
Ae Sd SEE oo at 
107,611,000 100,953,000 


6,658,000 


Salaries and wages accounted for $4,393,000 or 66% of the total increase in| 
expenses. $2,482,000 of this increase was due to salary scale adjustments and | 
built-in increases, $750,000 relates to a full year’s salary for employees engaged 
during the previous year, $180,000 was for additional overtime and $981, 000 
was attributed to salary costs for 336 employees engaged during the | 
year, of whom 90 were employed at the new television station in Edmonton. 
The remainder of the increase in expenses and part of the salary costs for 
newly-engaged personnel is ascribed by the Corporation to the operating costs 
of the new television station in Edmonton, equation of hours of the French | 
language television station in Montreal with those of the English language | 
station, extension of radio and television networks for improved coverage, | 
increase of 5.6% in the total broadcast hours of television stations and increased - 
administrative and supervisory costs. ra | 

Included in the $175,500 for executive officers’ remuneration shown in the | 
note to the Statement of Operations are the salaries of the President and Vice- 
President of the Corporation, $20,000 and $16,000, respectively. Section 22 of 
the Broadcasting Act, 1958, c.22 provides for the appointment of a President | 
and a Vice-President of the Canadian Broadcasting Corporation by the Gov- | 
ernor in Council, and the present incumbents were duly appointed by Orders in 
Council P.C. 1958-1940 dated November 10, 1958 and P.C. 1960-94 dated Jan- | 
uary 26, 1960. However, their salaries have not been fixed by the Governor in™ 
Council, as required by section 25 of the Act and they were paid at rates appli- | 
cable to the General Manager and Assistant General Manager of the Canadian | 
Broadcasting Corporation as established by Order in Council P.C. 1954-1953 | 
dated December 8, 1954. This apparent lack of authority for the remuneration | 
of the President and Vice-President has been drawn to the attention of the | 
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nanagement of the Corporation and we were informed that such action as may 
be required to remedy the situation will be taken. 

The Corporation has paid representation allowances to these two senior 
officers for a number of years. The amounts currently approved by the Board of 
Directors are at the rate of $3,000 per annum for the President and $2,500 per 
‘annum for the Vice-President and monthly payments during the year ended 
March 31, 1962 totalled $2,510 and $2,355, respectively. We have advised the 
Comptroller that the claims for reimbursement should be supported by receipted 
vouchers and details of representation undertaken which are not presently 
provided. In the absence of such supporting evidence these payments could be 
regarded as income of the officers concerned under th Income Tax Act. These 
payments are not reported by the Corporation in its annual Return of Remu- 
neration Paid filed with the Taxation Division of the Department of National 
Revenue. | 

; BALANCE SHEET 

Cash—$3,422,119 


At March 31, 1962 this item comprised the following balances: 
Cash on hand and on deposit— 


TaTTORGe De ey Urine Sota. Coke $2,905,204 

RECITAL Ce sus 2 crate Servo ness fae sate eda cias 364,865 
: Contractors’ security GeEDOSItS =... cape. ss sels = even 152,050 
; 3,422,119 


ry The cash on hand was verified by actual count and the balances on deposit 
were confirmed by certificate received directly from the banks concerned and 


‘reconciled with the balances in the Corporation’s accounts. 

‘Accounts Receivable—$3,950,121 

hs Details of the balances comprising this account, with comparative figures 
for the previous year, are as follows: 

: Year ended March 31, 


e 1962 1961 

r Trade “receivables ©. sca we wees $3,290,073 $3,575,817 

‘ Due from employees re purchase 

: el yCanada Savings bonds o. os). 290,051 264,076 
PPrAV clad vanCesy was. Mine afer cowt ones 96,137 96,968 

Ri. Group insurance dividends 

bay? FCCC ALO ak eo ARO Ron oe ieuelecee oresen 92,408 43,369 

F Mirada maceruals 1204.2 eae Semen nae ee 24,465 37,032 

ft Accrued interest on savings account 18,917 59,216 

if Miscellanaolis Aeon eae 148,070 152,685 

ti Less: Allowance for doubtful 

bs ACCOUMUS acne acces eos lee 10,000 10,000 

® 3,950,121 4,219,163 


Ps Confirmation of the balances of trade accounts receivable at January 31, 
1962 was carried out on a co-operative basis by our office and the internal 
auditors of the Corporation. In each region, we requested a selected group of 
debtors to confirm the balance of their accounts directly to our office, and the 
remainder of the receivables were confirmed directly to the internal auditors, 
whose procedures and findings we reviewed. This test circularization revealed 


10 material discrepancies. 
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The allowance for doubtful accounts, which was deducted from the 
accounts receivable figure for balance sheet presentation, remained unchangec 
from the allowance of $10,000 at the close of the previous year. During the 
year under review accounts totalling $5,523 were written off as uncollectible 
with the approval of the Finance Committee. This compares with similar write. 
offs las year of $12,490. A 


Investment in Government of Canada Bonds—$1,45 7,031 bs 


This item, unchanged during the year, represents $1,500,000 22% Govern- | 
ment of Canada bonds due June 15, 1968. The market value at March 3) 
1962, including accrued interest, was $1,389,000. The securities on hand at 
March 31, 1962 were verified by actual count. 


Engineering and Production Supplies—$1,569,345 


The following is a summary showing the changes in the stores inventories 
at March 31, 1962 and 1961: 


Year ended March 31, 

1962 1961 Decrease 

Engineering supplies ........ $ 577,424 ¢$ 635,235 $ 57,811 
Production supplies ve. oo... 991,921 1,320,410 328,489 
Stationery supplies .......... SaaS 228,815 228,815 


1,569,345 2,184,460 615,115 


A change in the method of accounting in March 1962 reflected the decision 
to charge certain supplies directly to expense at the time of purchase. This 
involved removing from inventories stationery stores valued at $254,888, tech: 
nical stores consisting of partially used videotapes valued at $396,910 and par- 
tially used image orthicon tubes valued at $4,307, and production supp ies 
consisting of “flats”, or background scenery, valued at $44,943. The effect of 
this change in accounting procedure is that expenditures for stationery will be. 
charged against operations when supplies are purchased, rather than, as has 
been the practice, when they are used; videtapes will be charged to opera: 
tions on first use when withdrawn from stores, a departure from the previous 
practice of charging a portion of the cost of the tape to operations on each 
“pass”; and the practice in the Quebec Region of carrying “flats” as an inventory 
item will be discontinued to conform with usage throughout the other regions 
The management of the Corporation believe that the implementation of this 
policy will eliminate the need for certain detailed accounting records and 
thereby reduce manpower requirements, while the continuance of existing 
physical controls will be adequate for control requirements. 


In addition to the reduction in engineering and production supplies inven- 
tory of $701,049 brought about by the change in accounting procedures, the 
Corporation also wrote off from inventory accounts an amount of $85,894 made 
up as follows: ‘ 

Stationery supplies—unuseable and obsolete stock ........ $ 4,312 

Technical supplies—including $59,575 at National Engineer- 

ing Headquarters representing the write-off of the 

balance of the items remaining on decentralization of "4 

the ‘technical | stomeacs: cima Vets eke ic ote kaied Nae 76,904 
Production supplies—net of small overages and shortages 

revealed by physical inventory and unuseable and 

obsolete supplies 
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We observed the physical stocktaking of floor inventories at the various 
regions at the year-end, tested the accuracy of controlled stores by physical 
Benen and subsequent comparison with perpetual stock records during 
the year and generally tested inventory quantities and prices to the extent 
considered appropriate. 

: 


‘Programs Completed and in Process of Production—$3,341,001 


The balance in this account increased by $1,212,028 or 57% over the 


balance at the end of the previous year, as shown in the following analysis: 


| Year ended March 31, 


1962 1961 Increase 

i Programs completed ..:..... $1,988,222 $1,436,862 $ 551,360 
Programs in process of 

DEOCUCUON mie ay ie Sates WB O29 692,111 660,668 


| 
| 3,341,001 2,128,973 1,212,028 


‘This increase is attributed by the Corporation to the increased use of video- 
tapes for recording programs in advance of broadcast. Inventory in the Quebec 
region accounts for 79% of the increase, $513,652 in completed programs and 
$448, 383 in programs in process of production. 
q Write-offs from this account during the year amounted to $206,913, com- 
pared with $53,109 during the previous year. Included among the write-offs 
a the following: 
Cuba Si—an abandoned program described as ‘‘valueless for 

LEICCASHIING | DUTPOSES pire alae ctene het Bale este by oak ewetlane lehedln sah s $ 42,633 
High Arctic Hunter—a program cancelled while in process 

of production due the evacuation of an Eskimo com- 

munity on which the program was based, because of 

the vOuloreak (OP Anne plaemie iene eye Sel owns eve ana mAneS BINS 0 
Reve, de Walse——riehts not available nee. we was tials we thee 15,304 
R.C.M.P. television series—amount by which Corporation’s 

investment of $273,000 in this series exceeded $206,111 

COVES Oat TS Ciel ence, Lereltnas (bait Mach abe Ley NARUC Male ue, SUS! sara ae 66,889 
Miscellaneous—including programs abandoned while in 

process of production, preempted, cancelled due to 

technical difficulties, performers’ illnesses, etc. ........ 50,530 


206,913 


sl ia i a a a re le ee 


o and Script Rights—$1,656,324 


This item shows a decrease of $325,817 from the balance of prepaid film 
‘and script rights at March 31, 1961 of $1,982,141. A comparative su 
follows: 


Year ended March 31, 


1962 1961 Decrease 
Prepaid film rights ...... $ 1,513,524 $ 1,809,401 $ Sa2Oo our 
Prepaid script rights .... 142,800 172,740 29,940 


1,656,324 1,982,141 325,817 
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The decrease of $295,877 in prepaid film rights is largely attributable to the 
effective tightening of commitment procedures and reduction in terms for which 
the rights were acquired in the Ontario region, where a reduction of $342,000. 
was achieved. In the Quebec region, prepaid film rights increased by $26,000, | 
with the amount invested in film rights in that region amounting to approxi- 
mately $1,298,000 at March 31, 1962, or 85% of the total amount so invested, as 
compared with $1,272,000 or 70% of the total invested at the close of the pre-— 
ceding year. 


In addition to the $1,513,524 carried in prepaid film rights as amounts paid — 
for films awaiting broadcast, the Corporation at March 31, 1962 was committed 
under contract to purchase film rights to a value of $5,237,000. Commitments 
at the same date last year amounted to $4,338,000. 


The Corporation wrote off as a charge to operations for the year an amount 3 | 
of $165,185 in determining the inventory values of prepaid film and script 
rights at the year-end. An analysis of this write-off is given in the following 
summary: 


Film rights written off due to expiry of contracts, 
unsuitability of films for broadcast because of 
program content or technical quality and 


evanges win ‘programming’: We). Gone aoe $ 127,868 
emit Tights. Gxpired ota. baa. Oke Ot eae 34,417 
Portion of script writer’s salary chargeable to pro- | 
STATIS ae th noes oo uP trea teh renee ee he ee eae 2,900 | 
165,185 


The comparable write-off for the previous year was $241,536. 


Capital Assets—$32,036,304 


The capital budget of the Corporation was approved by Order in Council | 
P.C. 1961-494 dated March 30, 1961. Vote 44, Appropriation Act No. 5, 1961 
provided a grant of $9,640,000 for capital requirements, including the replace- " 
ment for existing capital assets of the radio and television services. With the 
total amount of the grant being drawn down, and capital expenditures during 
the year amounting to $6,214,232, the balance of $3,425,768 remaining unex- — 
pended at the year-end lapsed; $3,000,000 was refunded to the Receiver General — 
in March 1962 and $425,768 was refunded early in the current year. 


Major capital additions during the year included the construction and 
equipping of a studio, office building and television transmitter at Edmonton, be 
the purchase of five mobile videotape recording units at Montreal, Halifax, 
Toronto, Ottawa and Edmonton, modification of existing videotape recording st 
equipment, purchase and installation of two videotape recording units at fe 
Montreal, construction of a television tower antenna at Montreal, installation — 
of a low power television station at Mont Laurier, Quebec, and enlargement — 
of the equipment room at Ottawa. A net book loss of $14,353 was experienced — 
during the year on the disposal of capital assets which originally cost $268, 260, 
after giving effect to accumulated depreciation of $191,872 and proceeds from 
sales of $62,035. This loss is reflected in the Statement of Proprietor’s Equigg ‘ 
Account. | 
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During the past three years, expenditures totalling $1,869,000 have been 
made in connection with the proposed consolidation of facilities in Toronto, 
Montreal and Ottawa. The estimate of the cost of this consolidation, as set out 
in summary form in the Minutes of Proceedings of the Special Committee on 
Broadcasting (Appendix B of No. 27 of June 7, 1961, page 804), amounts to 
$46,560,000 during the five-year period ending March 31, 1966, together with 
$26,986,000 required in subsequent years to complete the projects. An estimated 
cost of $69,335,000 to complete the consolidation was approved by the Board of 
Directors on October 30, 1959 and submitted to the Minister of National 
Revenue and the Minister of Finance on November 6, 1959, in accordance with 
the provisions of section 35(2) of the Broadcasting Act. The footnote to the 
Balance Sheet as at March 31, 1962 sets out that the estimated total cost of the 
proposed consolidation would be $81,087,000, of which approximately $2,890,000 
would be expended during the year ended March 31, 1963 and $76,328,000 
during the three years ended March 31, 1966. At the time this report was pre- 
pared, a revised capital budget for the year ended March 31, 1963 had been 
submitted for approval by Governor in Council. In this budget the estimated 
expenditure on the consolidation project for the 1962-63 fiscal year is shown 
as $1,578,000. The extent to which expenditures may actually be incurred is 
subject to the provision of funds by annual parliamentary appropriations. 

With the rapid expansion of the Corporation over the past ten years, the 
physical and accounting control over capital assets has been a matter of some 
concern. Accordingly, the management has set up study and working groups to 
identify the specific problems in this area and to come forward with recom- 
mendations for their solution. The working group is presently taking inventory 
of all capital assets throughout the Corporation. When this physical inventory 
is completed and reconciled with the accounting records, the recommendations 
of the working group will be considered by the management and implemented 
to the end of establishing and maintaining improved physical and accounting 
control over the capital assets of the Corporation. 


Accounts Payable and Accrued Liabilities—$6,142,004 


The composition of this liability, compared with that at March 31, 1961, is 
as follows: 


Year ended March 31, Increase 
1962 1961 (Decrease) 
Trade accounts payable ..... $ 4,236,174 $ 3,656,966 $ 579,208 
Due to Federal Government 
GEPALLINENtS: = at) Shia se res 608,122 509,789 98,333 
Due to Provincial 
Governments). 20.65. ws te 37,961 67,009 (29,048) 
I Pension plan contributions .. 496,461 412,547 83,914 
| Accrued overtime salaries ... 316,219 204,424 111,795 
| Contractors’ security deposits 
IC MOG PACKS viens cl ada ren & 216,846 172,000 44,846 
a Other items accrued and 
Way AIG ian cohen.) < tite aisuetnth aye 230,221 100,967 129,254 


6,142,004 5,123,702 1,018,302 
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The increase in trade acounts payable is due to a deceleration in the . 
ment of accounts and also to a change in payment policy so as to make. payment 
to private stations within thirty days. 

The management of the Corporation has certified as to the correctness of 
the above liability figure; that there were no contingent liabilities as at March | 
31, 1962; that contractual obligations and purchase commitments of the Cor- 
poration were not in excess of normal requirements; and that no contract of | 
material importance had been entered into not in the ordinary course of 
business. ; 


Proprietor’s Equity Account—$41,026,304 e 

The equity of the Crown in the Canadian Broadcasting Corporation at 
March 31, 1962 amounted to $41,026,304, comprising working capital of 
$9,000,000 ($6,000,000 as provided by section 39(1) of the Broadcasting Act | 
and a further $3,000,000 advanced for the purpose of increasing working capital 
by Vote 759, Appropriation Act No. 2, 1961) and $32,026,304 net book value 
of fixed assets. This represents an increase of $2,154,192 over the equity of 
$38,872,112 at March 31, 1961. Details of this increase were as follows: 


Parliamentary grant for capital 
requirements— 


Vote 44, Appropriation Act No. 5, 1961 .. $ 9,640,000 
Less: Amount of Vote 44 not expended 3,425,768 


$ 6,214,232 
Cost to Department of National Health and : 
Welfare of emergency transportable radio 
transmitters transferred to the Corporation 

under authority of Order in Council 


P.C. 1960-23/884, June 29, 1960 .......... 272,662 
Less: Accumulated depreciation to i 


Marchid Biol OG Pieeeay rer tise 109,065 


163,597 


6,377,829 _ 
Deduct: Portion of net result of operations 4 
represented by depreciation ..... 4,039,041 
Write-off of improvement to properties 
held wmder pieasee yr yo 170,243 
Net loss on retirement of capital 
Fa Fo NCAR oe ES eA Ra 14,353 
4,223,637 
2,154,192 


te 
r 


Under the provisions of the Public Service Re- -arrangement and Transfe! r 
of Duties Act, R.S., c. 227, Order in Council P.C. 1960- 23/884 transferred 
responsibility for emergency broadcasting from the Emergency Measures 
Organization, Department of National Health and Welfare, to the Canadi an 
Broadcasting Corporation and the Corporation acts as agent of the Federal 
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government in coordinating the broadcasting activities of all stations forming 
part of the emergency network. The portable radio transmitters originally 
‘g purchased by the Emergency Measures Organization at a cost of $272,662 were 
_ transferred to the Corporation during the year under review. Accordingly an 
; amount of $163,597, which is the original cost of the transmitters less accumu- 
lated depreciation to March 31, 1961 of $109,065, has been added to the capital 
_ assets and proprietor’s equity accounts of the Corporation. 


a ae 


TRUSTEE PENSION PLAN 


ee ee He 


The Board of Governors of the Canadian Broadcasting Corporation, pur- 
suant to authority under section 8(m) of the Canadian Broadcasting Act, 1936, 
c.24, and By-Law No. 6(1) of the Corporation, by resolution established the 
Group Annuity Plan for the Retirement of Employees of the Canadian Broad- 
casting Corporation which became effective on April 1, 1943. 


a 


= 


By resolution of the Board of Directors of the Corporation at a meeting 
held June 26-29, 1961, under authority of section 26(2) of the Broadcasting Act, 
1958, c.22, the By-Laws were amended by the addition of section 17 establishing 
a new Pension Fund for the Directors, Officers and Employees of the Corpora- 
tion and their Dependents, which came into force on September 1, 1961. The 
Board of Directors also by resolution at the same meeting authorized manage- 
ment to terminate the Group Annuity Plan for the Retirement of Employees of 
the Canadian Broadcasting Corporation as of August 31, 1961. The President 
and the Principal Financial Officer of the Corporation, under date of September 
1, 1961 directed that the balance in the CBC Pension Trust General Reserve 
Fund be paid to The Mutual Life Assurance Company of Canada to be applied 
to increase by a uniform proportion the normal current service annuities. in 
respect of each employee registered in the Plan at August 31, 1961. The balance 
in the General Reserve Fund amounting to $2,805,684 was paid to The Mutual 
Life Assurance Company of Canada, of which $2,637,098 was paid during the 
fiscal year ended March 31, 1962 and $168,586 was paid during the period 
April 1 to May 15, 1962, to purchase annuities to increase by 25.5% the aggre- 
_ gate regular 2% current service annuity for each employee registered in the 
- Plan at August 31, 1961. 


For the purpose of implementing the CBC Trustee Pension Plan, the 
- Corporation and the CBC Pension Board of Trustees executed a Trust Deed 
| under date of August 3, 1961 setting forth the manner in which the Plan is to 
| be administered. Section 3 of the Trust Deed provides that there shall be 
seven trustees, a majority of whom shall either hold office as directors of 
the Corporation or be officers employed full-time by the Corporation. The 
- President, the senior executive officer responsible for personnel and the senior 
executive officer responsible for finance shall be trustees by virtue of their 
| office with the Corporation, and all other trustees shall be appointed by the 
Corporation. At the date of this report, there are six trustees, one vacancy having 
_ existed since the inception of the Plan. 


SSS a A a ae 


Under the provisions of section 7(3) of the Trust Deed, the Corporation 
selected the Montreal Trust Company and The Royal Trust Company for 
appointment by the Trustees as agents to make and manage investments for 
the Fund. The Trustees, by agreements dated September 18, 1961, engaged 
these agents to act in this capacity and to perform certain other routine adminis- 
trative functions. 
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No provision is made in the Trust Deed for independent actuarial valua- 
tions in the future to determine the soundness of the Pension Fund, and in our 


amended to provide that the Trustees obtain such a valuation at least once 
every five years. 


SPECIAL SURVEY 


In our report last year we referred again to the recommendations made two 
years ago to the Board of Directors that in our opinion a useful purpose would 
be served by having the organizational structure of the Corporation in terms 
of its present size, complexity and costs made the subject of a study by inde- 
pendent management consultants working in co-operation with our office. We d 
understand that a study of this nature was completed by the Royal Commission 
on Government Organization during the fiscal year ended March 31, 1962 but 
at the time of the preparation of this report the contents of this portion of the 
Commission’s report are not yet available. 


We shall be glad to furnish you with any additional information you may 
wish in connection with our examination or this report. 


A. M. Henderson, 
Auditor General of Canada. 
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AUDITOR GENERAL OF CANADA 


Ottawa, June 4, 1962. 


~The Honourable G. C. Nowlan, 
Minister of National Revenue, Ottawa. 


Sir, 
The accounts and financial statements of the Canadian Broadcasting Cor- 
poration have been examined for the year ended March 31, 1962. In compliance 


with the requirements of section 87 of the Financial Administration Act, I now 
report that, in my opinion: 


(a) proper books of account have been kept by the Corporation; 
(b) the financial statements of the Corporation 


(i) were prepared on a basis consistent with that of the preceding 
year and are in agreement with the books of account, 


(ii) in the case of the balance sheet, give a true and fair view of the 
state of the Corporation’s affairs as at the end of the financial 
year, and 


(iii) in the case of the statement of operations, give a true and fair 
view of the operations of the Corporation for the financial year; 
and 


(c) the transactions of the Corporation that have come under my notice 
have been within the powers of the Corporation under the Financial 
Administration Act and any other Act applicable to the Corporation. 


Yours faithfully, 


A. M. Henderson, 
Auditor General of Canada. 
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EXHD 
CANADIAN BROADCASTING CORPORATION f 
STATEMENT OF OPERATIONS FOR THE YEAR ENDED Marcu 31, 1962 
(with comparative figures for the year ended March 31, 1961) 
Programs Programs 
without with 
Advertising Advertising 1962 1961 | 
Expense . 
Cost of Production and Distribution— ae 
POStROL DLOST ALIS 55 fu uMh cet See rai $ 49,784,695 $17,711,100 $ 67,495,795 $ 62,784,25 
IN GG WOrK CISLMIOUtIONs.. acta bows gees 7,886, 357 2,047,474 9,947,013 9, 237, 
SLAvoOM LLANSIMSSIOMN su" ao cele eatin ten 2,999,703 893, 443 3,893, 146 , 635 
Payment to private stations.............. — 4,851, 069 4,851,069 5,278, 
Commissions to agencies and networks... — 4,620, 207 4, 620, 207 5, 187, 4 
60, 670, 755 30, 123, 293 90, 807, 230 86, 123, 463 
ENO ELEM ACI SONY ICE) oi, id niki rar & ell ar hie cael ee en en 993 , 343 760, 
Operational Supervision and Services: 
RODMAN Mateo ee tls Se eee, Catal yentl is Sky he eres 3, 276, 299 2,806, 
RAMETERS ET CIV Gy cic re oie ct. vieees tai Nee One eR hee ae 3,459, 680 3,098, 
MGresrtcsrreylmemehc pyar ne athe tae Ae ere peewee g of MES ce ee CN ay 2,106,963 1,926, 24 
8,842,942 7,830, 64 
Total Cost of Production and Distribution.................... 100, 643,515 94,714, 236 
Selling and General Administration: 
Bellime expense: > 6.00. nace ose fen Wes A os PA SR eee 1,540, 736 1, 356, 
Engineering and development................0-.s0ee0eee 943, 128 899, 
Management and central services....................5.. 4,483,775 3, 982, 8 
6, 967, 639 6, 238, 59 
cLotal ixpense for the Yeats. oyyst cet ci ea re eee ee 107,611,154 100,952, 
Income : 
Advertising revenue (gross).................. 32,910,118 37,601 
Enterest.on investments. ;......s: ecids cence Cee 185, 291 145 
NEGO ANCOUS Hitec ie cud te heh ihe ee oh 224 431 340, 
33,319, 840 38, 088, 
Parliamentary Grant 
In respect of the net operating requirements of 
the radio and television services: 
Vote 43 Appropriation Act No. 5, 1961.... 70,418,000 
Less: Amount of Vote 43 not expended to 
bewellnded 08 8a tbc eens Cee 165, 727 
WO, 252 273 59, 288, 476 


103,572,113 
4,039, 041 


107,611, 154 


Nore: Included in the above expenses for 1962 are $175,500 for executive officers’ remuneration, $33,7 


for directors’ honoraria and $14,991 for legal expenses. 


97,376 
3, 576, 126 


100, 952, 825 


he 
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ATEMENT OF ROPRIETOR’S Equiry AccOUNT FOR THE “YEAR ENDED Marcu 31, 1962 
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ae ee ee %® bam ; ; : ae ; 
iamentary Grant for the capital requirements of the radio and television — 


~ gervices for the year ended March 31, 1962: 


e 44 Appropriation Act No. 5, UG Gilat eater ARRON Rciaere™ omy tee Ciiuastiat, 


Less: Amount of Vote 44 not expended— 
--—- Refunded March 1962 
To be refunded 


Add: Cost to the Department of National Health and 
= _ Welfare of Emergency Transportable Radio Trans- 


__ mitters transferred to the Corporation under authority 
of Order in Council-P.C. 1960-23/884 dated June 29, 1960 


Less: Accumulated depreciation to March 31, 1961.... 


$ 3,000,000 
425,768 


272, 662 
109, 065 


- Depreciation included in total expense for the year per Statement of 
5 (Gyersrinloligue sku, uke Gattis dime 6 SOE ee om ec animink i oom rk cecal 


_ Write-off of improvements to properties held under lease 
Net loss on retirement of capital assets 


$ 9,640,000 


3,425, 768 


6, 214, 232 


163, 597 


4,039, 041 
170, 243 


a | 
Balance as at March 31, 1962..............-4- neat RCT NRIOL Ghee ee aA ie MRNA PIE es ot 


NS 


see 


41,026,304 
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CANADIAN BROADCASTING CORPORATION 


Report to the Board of Directors 
on the examination of the accounts and financial statements 
for the year ended March 31, 1963 


AUDITOR GENERAL OF CANADA a 
Ottawa, November 22, 1963. 


The Board of Directors, 
Canadian Broadcasting Corporation, 
Ottawa. 


We have examined the accounts and financial statements of the Canadian 
Broadcasting Corporation for the year ended March 31, 1963, pursuant to the 
provisions of section 34(2) of the Broadcasting Act, 1958, c. 22, under which 
the Auditor General of Canada is designated auditor of the Corporation. 

In compliance with section 87 of the Financial Administration Act a 
report, in the form required by the section and containing no qualification, 
was addressed to the Secretary of State under date of June 3, 1963 and copies 
were made available for distribution to the Directors. A copy of that report 
together with the financial statements of the Corporation, comprising the 
Balance Sheet as at March 31, 1963 and Statements of Operations and of 
Proprietor’s Equity Account for the year then ended are attached for convenient 
reference. 


The accounting functions of the Corporation are decentralized, and during 
the year we examined the accounts and records at the Head Office in Ottawa, 
National Engineering Headquarters in Montreal and regional offices located in 
Halifax, Montreal, Ottawa, Toronto, Winnipeg and Vancouver. Our examina- 
tion was made in accordance with generally accepted auditing standards, and 
included a general review of the accounting procedures and system of internal 
control, together with such tests of the accounting records and other support- 
ing evidence as we considered necessary in the circumstances. 

A copy of this report is being sent to the Secretary of State who wa 1s 
designated as the appropriate Minister with respect to the Corporation for the — 
purposes of the Financial Administration Act by Order in Council P.C. 1963- 678 
of April 30, 1963. 


RESULTS OF OPERATIONS 


The sum of $73,244,000 was provided by the Government of Canada as 
a “Grant in respect of the net operating amount required to discharge the. 
responsibilities of the national broadcasting service” for the year ended March 
31, 1963, $61,661,000 under authority of parliamentary appropriations and 
$11,583,000 under authority of Governor General special warrants. Subse- | 
quently the full amount was authorized by Parliament by an item in t 1e 
Special Appropriation Act, 1963. With the net operating amount required | 
amounting to $72,654,738 (exclusive of depreciation charges totalling 
$4,308,552 which are included as an expense for cost ascertainment purposes), 
the unexpended balance of $589,262 was recorded as a liability of the Corpora- | 
tion at the year-end and refunded to the Receiver General on May 31, 1963 
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et amount required of $72,654,738 for the year under review is com- 
with that of the three previous years in the following summary: 


Year ended March 31 


1963 1962 1961 1960 
pense: 
Cost of production and 
mecistribution, 3 46<0 $101,097,131 $100,643,515 $ 94,714,235 $ 88,336,815 
Selling and general ad- 
ministration .... 7,268,751 6,967,639 6,238,590 5,702,950 
Total Expense .. 108,365,882 107,611,154 100,952,825 94,039,765 | 
& dvertising income, etc. . 31,402,592 33,319,840 38,088,223 38,563,940 
7 ' Net Expense .... 76,963,290 74,291,314 62,864,602 55,475,825 


| ] ess: Depreciation charged 
as expense for cost 
ascertainment purposes 4,308,552 4,039,041 3,576,126 3,175,547 


Net operating amount re- 
es AeA RI ps alates 72,654,738 70,252,273 59,288,476 52,300,278 


An operating budget of $74,994,000 for the year ended March 31, 1963 was 
approved by the Board of Directors at a meeting held April 17, 18 and 19, 1962. 
Subsequently a reduction of $1 million was effected in compliance with 
the government’s austerity program and approved by the Board of Directors 
at a meeting held September 5, 6 and 9, 1962 and an operating budget of 
_ $73,994,000 was approved by Order in Council P.C. 1962-1834 dated December 

21, 1962. The following table shows a comparison of the operating budget with 
the actual results of operations for the year: 


Actual 
a Over (under) 
ae Budget Actual Budget 
Artists’, speakers’, musicians’ fees, copy- 
rights, performing rights, manuscripts 
Brand plays ..:..... 620s ste eee ee eee $ 17,408,000 $ 17,309,000 $( 99,000) 
Film purchases and rentals ........... 8,391,000 8,880,000 489,000 
Network transmission ............... 8,757,000 8,331,000 ( 426,000) 
Building rental and maintenance .... 3,779,000 3,708,000 ( 71,000) 
Boalaries and wages ..........-5-2.66-- 44,138,000 44,063,000 ( 75,000) 
Unemployment insurance, pension con- 
Mrtribution expenses... 6.6.6... 465: 2,997,000 3,009,000 12,000 


"Departmental expenses generally ..... 13,309,000 12,454,000 ( 855,000) 


a, 98,779,000 97,754,000 (1,025,000) 
‘Less: Expenditures recovered from 

_ capital grant and other departments 2,285,000 2,401,000 116,000 
Be : PEPAP SHON NE SiAioae Leo 
i - 96,494,000 95,353,000 (1,141,000) 
Less: Commercial revenue (net of 
agency and U.S. Network commissions 

iad and payments to private stations) .. 22,500,000 22,698,000 198,000 
Net operating amount required ....... 73,994,000 72,655,000 (1,339,000) 
_ ~~ As shown by the table on Page 3, the net operating amount required by 
the’ Corporation increased by $2,402,465 from $70,252,273 for the year ended 


by = - 
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March 31, 1962 to $72,654,738 for the year ended March + at an ee 


the extent of $485,217 and revenues declined to the extent of $1,917,248. 


Expense 


Details of increases and decreases in the various expense classifications 
giving rise to a net increase of $754,728 follow: 


Year ended March 31, Increase 

1963 1962 (Decrease) 

aldries ANd! WAGES 2... rei oe. $44,063,000 $ 41,701,000 $ 2,362,000 — 
Performers’ fees, artists’, speakers’ a 
sek G8 2232 cited a) piece a ar 17,309,000 18,301,000 ( 992,000) 


Film purchases and rentals ....... 8,880,000 8,620,000 260,000 
Payments to private stations ...... 4,334,000 4,851,000 ( 517,000) . 
Commissions to agencies and net- Hi 
ROGER Te RA: A ch tre. Gy dar ae as 3,872,000 4,620,000 ( 748,000% 
Employment expenses other than ; 
salaries and wages ............ 3,009,000 2,346,000 663,000 
Travelling and duty entertainment 1,897,000 2,020,000 123,000) © 
MN rea). fs Ss 0 kerala dajeteeeg ba a 25,002,000 25,152,000 ( 150,000) — 
108,366,000 107,611,000 755,000 | 


The increase in salaries and wages, which accounted for more than the 
overall increase in expenses, is mainly attributed to the provisions of the collec- 
tive bargaining agreements together with an increase in the number of employees 
during the first four months of the fiscal year. Staff reductions during the balance . 
of the year more than offset this early increase and by March 31, 1963 the Cor= 
poration had 179 fewer employees than at the end of the previous year. 

Included in salaries and wages as stated in Note 5 to the Financial State- 
ments are the executive officers’ remuneration of $195,600 which includes the 
salaries of the President and Vice-President of the Corporation, $20,000 a d 
$16,000, respectively. In our report last year we pointed out that while these 
officers were duly appointed by Order in Council in accordance with the require- 
ment of section 22 of the Broadcasting Act, their salaries had not been fixed 


and Assistant General Manager of the Corporation. This lack of authority with 
respect to the remuneration of the President and Vice-President was not 
remedied during the year under review. ‘ 
The reduction in the amount paid to private stations is mainly due to the 
disaffiliation from the network of CHCH-TV, Hamilton, and CFRN-TV, Edmon- 
ton. This disaffiliation has, of course, also resulted in cessation of revenue from 
these sources. on 
Commissions paid to agencies were reduced by $307,000 from $3,476, oa 
for the year ended March 31, 1962 to $3,169,000 for the year ended March 3 
1963 and payments to networks fell by $441,000 from $1,144,000 to $703, 000. 
The decrease in commission payments was directly related to reduced revenue, 
while the decrease in payments to networks was the result of reduced purcha z Ss 
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1,746,000 
1,202,000 
1,144,000 

703,000 


The increase of $663,000 in employment expenses other than salaries and 
wages is the result of a number of factors, With expenditure in salaries and 
‘wages increasing by $2,362,000, other employment expenses increased. accord- 
Bnzly. Moreover, the Corporation’s contribution to the Canadian Broadcasting 
‘Corporation pension plan which commenced on September 1, 1961, amounts to 
73% of salaries and wages for male employees and 6% for female employees, 
whereas the contribution under the former retirement plan was 6% for both— 
and married women, who were ineligible under the former plan, are eligible 
to join the new plan. The year ended March 31, 1963 is the first full twelve 
month period during which increased contributions were made. In addition, 
during the year the Corporation made contributions for the first time to the 
pension fund for certain employees who, as members of the International 
‘Alliance of Theatrical Stage Employees and Moving Picture Machine Operators, 
id not previously contribute to the CBC pension plan. 
Income 
As shown in the summary on Page 3, advertising income, etc., continued to 
diminish. The following is a summary of various classes of income for the past’ 
wo years: 


i Year ended March 31, Increase 
i 1963 1962 (Decrease) 
ine CO ore autor Wein ta SE a Ue $30,846,627 $ 32,910,118 $ 2,063,491) 
Interest on investments ........... 253,898 185,291 68,607 
eon TET Nare Mat dhe, kegel st) ae Pal on « 302,067 224,431 77,636 


31,402,592 33,319,840 (1,917,248) 


A decrease in television advertising revenue of $2,198,000 was offset to 
a small degree by increased radio advertising revenue of $134,000. Continuing 
and increased competition from independent television stations and a private 
television network are cited by the Corporation as the reasons for this reduc- 
‘tion. As noted earlier in this report, the disaffiliation of two stations from the 
CBC network has also contributed to the declining revenue although the 
i auguration of station CBXT-TV in Edmonton on October 1, 1961 has allevi- 
| ated the loss of revenue from these stations. 


5 The Statement of Operations (Exhibit II) segregates Cost of Production 
and Distribution under the headings of ‘Programs without Advertising, 
$63, 586,267” and “Programs with Advertising, $28,801,732”. The former classi- 
fication comprises two types of programs: those which are available for 
a dvertising but ‘which have not attracted icabtien iee revenue; and programs 


oe 
Oo 
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Programs News and — ee 
Available for Public Service ; 
Advertising Programs Total 
Cost. of programs: «isk ~ $22,526,072 $29,967,073 $52,493,145 
Network distribution .. 2,788,387 5,177,794 7,966,181 
Station transmission ... 1,202,342 1,924,599 3,126,941 
26,516,801 37,069,466 63,586,267 


The total cost of production and distribution of programs with advertising 
potential, therefore, is $55,318,533, comprised of the $26,516,801 shown above 
and $28,801,732 shown as cost of production and distribution of programs with 
advertising. As gross advertising revenue only amounted to $30,846,627, the 
difference of $24,471,906 was required to be met from the parliamentary grant 
during the year. 


BALANCE SHEET 
Cash—$3,617,059 


The following were the balances comprising this item at March 31, 196 } 
and 1962: 


March 31, 
1963 1962 
Cash on hand and on deposit— 
PECL CMEC oes Vesta cM eee $3,279,511 $2,905,204 
meeiotial Omces .. apes ae ee oe 319,683 364,865 
Contractors’ security deposits ...... 17,865 152,050 


3,617,059 3,422,119 


Cash on hand in all regional offices except Newfoundland ($475) was 
verified by actual count. Balances on deposit were confirmed by certificate 
received directly from the banks concerned and reconciled with the balances in 
the Corporation’s accounts. 


Accounts Receivable—$3,664,761 


The following is a summary of the balances comprising accounts receiv- 
able at March 31, 1963 and 1962: 


March 31, 
1963 1962 

Be aOeRTCCeIVADIGS 5 Yossie bowlos ws oa $3,158,498 $3,314,538 
Brea MOL CLV ANCOR Matas Uta. ale wt 4 ts 205,229 96,137 
Accrued interest on savings account . 13,100 18,917 
Accrued interest on investments .... 12,031 12,031 
Group insurance dividend receivable . a 92,408 
Due from employees re purchase of 

Canada Savings Bonds ......... 290,051 


Pi cOlancoes ere aed ue ae 285,903 148,070 


3,674;,761  °3,972,152 
Less: Allowance for doubtful accounts 10,000 10,000 


3,664,761 3,962,152 


PUBLIC ACCOUNTS 419 


Confirmation of the balances of trade accounts receivable at the year-end 
and at various dates during the year was carried out jointly by our office and 
the internal auditors of the Corporation. In each region we requested a selected 
“group of debtors to confirm the balances of their accounts directly to our office, 
and the remainder of the receivables were confirmed directly to the internal 
auditors, whose procedures and findings we reviewed. This test circularization 
revealed no material discrepancies 
4 The allowance for doubtful accounts, which was deducted from the 
accounts receivable figure for balance sheet presentation, remained unchanged 
from the allowance of $10,000 at the close of the previous year. During the 
"year under review accounts totalling $3,345 were written off with the approval 
of the Finance Committee. This compares with similar write-offs last year of 
$5,523. 


_ Investment in Government of Canada Bonds—$1,445,000 


This item, unchanged during the year, represents the cost of $1,500,000 22% 
Government of Canada bonds due June 15, 1968. The market value at March 31, 
1963 was $1,380,000. We verified the securities on hand at the year-end by 
actual count. 


| Engineering and Production Supplies—$1,645,955 


ts A summary of the balances comprising this item, with the comparable 
| amounts at March 31, 1962, is as follows: 


ee March 31, 

ist 1963 1962 Increase 

_ Engineering SUD PLCS gee eee east se $1,157,321) '$) 1,083,069 "oSea (azo 

Meeoduction materials ........-..2.... 400,304 400,059 245 

Engineering work in process ......... 88,330 86,217 2113 
1,645,955 1,569,345 76,610 


i eee 
i Of the increase of $74,252 in engineering supplies, $42,000 was in controlled 
_ stores in the Ottawa regional office, where a new storage area was set up in 
1962, and $32,000 was in technical floor inventories in the Prairies Region for 


the Edmonton television station operation. 


During the year, the Corporation wrote off from the inventory accounts 
$2, 086 in engineering supplies and $939 in production materials. Comparable 
- deletions in the previous year were $76,904 in technical supplies (which in- 
cluded $59,575 at National Engineering Headquarters, representing the write-off 

“of the balance then remaining on decentralization of the technical stores) and 
i $4,678 in production materials. 

Vee We observed the physical stocktaking of floor inventories at the various 
\ regions at the year-end, tested the accuracy of controlled stores by physical 
examination, made comparisons with perpetual stock records during the year 
|: and generally tested inventory quantities and prices to the extent we considered 
| appropriate. 


Programs Completed and in Process of Production—$3,588,990 
The cost of programs completed and in process of production at March 31, 
if 963 increased by $247,989 over that at the end of the previous year, as shown 


by the following analysis: 
 21106—73 


er 
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SHS vo hee ¥ 
March 31, Increase 
1963 1962 (Decrease) | 
Programs completed oy 220 io ice so ws $ 2,354,951 $ 1,988,222 $ 366,729 
Programs in process of production ... 1,234,039 1,352,779 (118,740) 


3,988,990 3,341,001 cel 


The cost of programs completed and in process of production in the various 
regions at March 31, 1963 and 1962 were as follows : 


March 31, Increase 


1963 1962 (Decrease) | 

Ontario and English network ........ $ 1,637,541 $ 1,259,316 $ ~ 378,225 
Quebec and French network ........ 1,634,162 1,599,484 34,678 © 
a NU 2 ie ns a, a 102,577 142,327 ( 39,750) 
CREM ee Sa Re. 89,129 132,860 ( 43,731) 
Rete. as PG) ane cols el Glee ee pe WG 89,529 133,027 ( 50,998) 
Too bc bia Giviinie wii lb ev igi eile 3 43,052 73,487 ( 30,435) 
3,588,990 3,341,001 247,989 


The bulk of the program inventory continued to be in Toronto and Montreal 
for the English and French networks, respectively, and included programs 
recorded in advance of broadcast on videotape ($2,277,000) and film ($1,176,- 
000). We have been informed that approximate telecast dates of the progra 
comprising the inventory at March 31, 1963 are: 


mes tO. UNE, WLOGS. ona. vale ae mea een Beye $1) 1:935,%20 
Dine September yy LABS sina ¢ sw vo everclear cue 218,068 
PET SOUCOTIDET, LUGS tne is 3's ahpislc ine clans ane! Foo aie 916,552 
SrCemra Ee Ars TITFOUIIYOCOUL SMa rca ake aun caw alels i adctate awe ele 518,645 

3,588,990 


Write-offs from the account during the year amounted to $115,119, com- 
pared with $206,193 during the previous year. The write-off represents the cost 
of 106 programs or parts of programs abandoned because of performer, tech=— 
nical or scheduling difficulties or pre-emptions. Most of the programs written 
off involved costs of less than $1,000; however, two items involving more 
material amounts were: } 


(i) L’Homme Devant La Science and Histoires Extraordinaires—the cost 
of six episodes on film in process of production was written off when 
the producer became bankrupt and was unable to deliver films, 
after the Corporation had made progress payments and advances 
totalling $44,917. 


(ii) Christmas at Alberta Game Farm—a program which cost $5,43 ) 
and was written off because of difficulties encountered with technical 
equipment in the VTR mobile unit. ; 


Film and Script Rights—$1,877,346 ' 


The balance of prepaid film and script rights at March 31, 1963 increased 
by $221,022 over the balance at March 31, 1962, as shown in the followi g 
summary: 4 
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March 31 
; 1963 1962 Increase 
Prepaid ‘film rights). 2). $1,704,902 $1,513,524 $191,378 
Prepaid script rights .... 172,444 142,800 29,644 
1,877,346 1,656,324 221,022 


the Quebec region, prepaid film rights increased by $65,000, with the result 
that the amount invested in film rights in that region was approximately | 
$1,363,000 or 80% of the total amount so invested at March 31, 1963, compared 
with $1,298,000 or 85% of the total invested at the close of the preceding year. 
We were informed by the management that the reason for this large propor- 
ion of prepaid film rights in the Quebec region lies in the limited supply of 
French language films available in Canada and the consequent intense competi- 
tion encountered by the Corporation in acquiring rights to these films. This 
condition has tended to increase the cost and has also made it necessary to 
pg cauire film rights in this region far in advance of the customary requirements 
pet the Corporation. 

} In addition to the $1,704,902 carried in prepaid film rights as amounts paid 
:. films awaiting telecast, the Corporation at March 31, 1963 was committed 
under contract to purchase film rights to a value of $5,274,000. Commitments 
at the same date last year amounted to $5,237,000. 

ze The Corporation wrote off as a charge to operations for the year a total 
| of $137,129 in determining the inventory values of prepaid film and script 
rights at the year-end. The comparable write-off for the previous year was 
$165,185. Film rights written off represent, for the most part, single episodes 
film contracts expired by the end of the year and not telecast because of 
unsuitability of program content, technical deficiencies or pre-emptions. One 
series, “Cesar” was purchased in 1957 for the Howdy Doody program which 
was cancelled before all the episodes were used. Episodes costing $28,744 were 
included in the total write-off of film rights amounting to $73,478. Script 
rights totalling $63,651 were written off because the rights had expired or 
the scripts were considered unsuitable. The larger items comprising this total 
- were: 


TIOSDILAIS SEVIOS ci Ary eksy ata stots ane 38 scripts $15,200 
OCIEN CET ICULOMEN crust era cote o's 14 scripts 7,500 
General Motors Presents ...... 13 scripts 6,912 
EST OLSON) eu erdecateve bimbarn eater es 24 scripts 6,383 
COT acs IME OE URE Ciel s (Mave a Mince Mat are Saat RN, AU ES ay 27,656 

63,651 


a 
’ 
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| International Broadcasting Service Facilities—$6,279,857 

| ‘The Corporation, in addition to operating a national broadcasting service 
as required by section 29(1) of the Broadcasting Act, also operates the Inter- 
national Broadcasting Service on behalf of the Government of Canada. This 
_ service broadcasts Canadian programs to foreign countries in the languages of 
those countries. In accordance with the provisions of Order in Council P.C. 
156/8855 of November 17, 1943, the Corporation carries in its books and shows 
on its balance sheet as a separate item the total cost of International Broad- 
casting Service facilities which amounted to $6,279,857 at March 31, 1963 
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¢ ay 
together with an offsetting amount as a liability to the Government of Canada. 
All operational and maintenance costs of the International Service are borne 
by the Government of Canada, being recovered by the Corporation under a 
separate parliamentary appropriation. ; 


Capital Assets—$33,797,724 


The capital budget of the Corporation was approved by Order in Council 
P.C. 1962-1834 dated December 21, 1962. The Revised Estimates for the fiscal 
year ended March 31, 1963 tabled during the First Session of the Twenty- 
Sixth Parliament provided for a grant of $6,600,000 for the capital require- 
ments of the national broadcasting service, $6,050,000 was received under the } 
authority of parliamentary appropriations and $550,000 under authority of a_ 
Governor General special warrant. With the capital expenditure during the 
year amounting to $6,390,418, the unexpended balance of $209,582 was recorded 
as a liability of the Corporation at the year-end and was refunded to the 
Receiver General on May 31, 1963. 


Capital assets of the Corporation, recorded at cost, increased by $5,959,581, 
from $55,890,783 at March 31, 1962 to $61,850,364 at March 31, 1963. This 
increase represents the cost of assets acquired of $6,390,418 reduced by the 
write-off of improvements to properties held under lease and the cost of assets 
retired during the year of $430,837. A book loss of $48,983 was experienced 
on the disposal of capital assets which originally cost $194,385 after giving 
effect to accumulated depreciation of $120,391 and proceeds from sales of 
$25,011. This loss is reflected in the Statement of Proprietor’s Equity Account 
Major capital additions during the year were: 


Increase in construction in progress ........... $ 1,884,765 
meer nIcal CquIpMeNty. Le wen vd oy gees Cas wn ae 1,557,430 
RR ERIEL OL. Zit cucltatnad @cteN a: oso he eae Same 865,373 
CONT 2 LT gS Lae ook SRA ar (ae RS SER ERE TN Bred 535,284 
Borers antennae ie is Uk be toa ee wee 486,012 
Studioiand office furnishings i. 0.0.6.6 ee ee 248,271 
RrEeCALIG > COLIEDIVIOH © oo) 2, ghd aos «chs ice aes Meee bet 165,011 
MPM IRT CL SP TNIC TCS 36, OF Sas any car A ola! ik es es ar 12718 
Pee iiGa W COUIOIMEDE. jcc be nee sa Ar oe hw wake LID Tod 
eM SSUON A ELOS vp cid < aabnghotene, aa athe ten alee 97,742 
ETERS OLS ch cM is gi ents eae LN aie dak 91,808 
LULICESS 9 Ant SR Ra ato aut ae oe AO ag 217,253 

6,390,418 


Most of the increase in construction in progress represents the costs incurred | 
during the year on the consolidation of facilities in Toronto, Montreal and | 
Ottawa. During the past four years a total of $3,802,000 has been expended | 
on these projects. As noted in our report last year, the estimated cost of this | 
consolidation as set out in summary form in the Minutes of Proceedings of the | 
Special Committee on Broadcasting (Appendix B of No. 27 of June 7, 1961, | 
Page 804), amounted to $73,636,000: $46,650,000 during the five-year period 
ending March 31, 1966 and $26,986,000 in subsequent years, to complete the 
projects. An estimated cost of $69,335,000 to complete the consolidation had 
previously been approved by the Board of Directors on October 30, 1959 and 
submitted to the Minister of National Revenue and the Minister of Finance on 
November 6, 1859 in accordance with the provisions of section 35(2) of the | 
Broadcasting Act. A note to the Financial Statements as at March 31, 1963 sets | 
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out that present estimates of the cost of current plans indicate the cost of con- 
‘solidation of facilities at these locations to be $83,058,000. Subject to the provi- 
‘sion of annual appropriations by Parliament for the purpose, approximately 
$1,597,000 will be expended during the year ending March 31, 1964 and the 
remainder during the four years ending March 31, 1968. 


In our report last year, we also referred to a physical inventory of all 

capital assets of the Corporation being made with a view to establishing and 
| maintaining improved physical and accounting control over such assets. The 
physical count was completed during the year under review but pricing of 
i ‘these assets and comparison of physical count with accounting records remains 
‘to be completed. We were informed that this phase of the project would be 
finished during the current fiscal year. 


Accounts Payable and Accrued Liabilities—$6,618,475 


The composition of this liability, compared with that at March 31, 1962, 
‘is as follows: 


March 31, Increase 

Hie 1963 1962 (Decrease) 

imirade accounts payable ............. $ 4,471,717 $ 3,990,124 $ 481,593 

Due to federal government depart- 

MM CT Cress eel Ps aes n tered cis), hae Wp taes 633,213 608,122 25,091 

mension plan contributions .......... 415,605 496,870 ( 81,265) 
Accrued overtime salaries ........... 279,252 316,219 ( 36,967 

| Contractors’ security deposits and hold- 

I Peel Sherry Seek ids At ohne wie wha ae ahs, 9 181,816 216,846 ( 35,030) 
| Due to provincial governments ...... 37,870 37,961 ( 91) 
| “Other items accrued and payable .... 599,002 475,862 123,140 

f 6,618,475 6,142,004 476,471 


: The management has certified as to the correctness of the above liability 
figure; that there were no contingent liabilities as at March 31, 1963; that 
contractual obligations and purchase commitments of the Corporation were not 
in excess of normal requirements; and that no contract of material importance 
had been entered into not in the ordinary course of business. 


Proprietor’s Equity Account—$42,797,724 


| The equity of the Crown in the Canadian Broadcasting Corporation at 

} March 31, 1963 amounted to $42,797,724, comprising working capital of 
$9,000,000 ($6,000,000 as provided by section 39(1) of the Broadcasting Act 

‘and a further $3,000,000 advanced for the purpose of increasing working 

. capital by Vote 759, Appropriation Act No. 2, 1961) and $33,797,724 net book 
value of fixed assets. This represents an increase of $1,771,420 over the equity 

} of $41,026,304 at March 31, 1962. Details of this increase were as follows: 

| 

| 


Grants for capital requirements, received 
\ under authority of: 


; Parliamentary appropriations .......... $6,050,000 
Governor General special warrant .... 550,000 
lhe 6,600,000 


ese Amount NOteexpended: 36 \ xcs ces So 209,582 


$6,390,418 


OS yee ks hah ee ahs rns RR Ao At PONS EIRENE Ties 
BE 
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Deduct: 
Portion of net result of operations 
represented by depreciation ....... 4,308,552 
Write-off of improvements to properties 
NevdimMermedse ee iG ean 261,463 
Net loss on retirement of capital assets 48,983 
4,618,998 
1,771,420 


TRUSTEE PENSION PLAN 


We have examined the accounts and financial statements of the ee 
Pension Board of Trustees for the year ended March 31, 1963 pursuant to the 
provisions of the Trust Deed dated August 3, 1961 between the Canadian 1 
Broadcasting Corporation and the CBC Pension Board of Trustees and ha e 
reported thereon under date of June 21, 1963 to the CBC Pension Board of 
Trustees. In our report last year, we noted that no provision had been made 
in the Trust Deed for independent actuarial valuations to determine the sounds) 
ness of the Pension Fund and recommended that the Trust Deed be amended to 
provide that the Trustees obtain such a valuation at least once every five, 
years. The Trust Deed was so amended by resolution of the Board of Directors 
on February 6, 1963, with the first actuarial valuation to be obtained not latez 
than March 31, 1965 and subsequent actuarial reports to be obtained at least 
once every five years. 


By-LAWS OF THE CORPORATION 


At a meeting of the Board of Directors held June 22-24, 1959, By-Law 
No. 3 of the Corporation was amended to provide that a Chairman and Vice- 
Chairman of the Board be elected by the Board at each annual meeting and 
that the Chairman, or in his absence the Vice-Chairman, should preside at all 
meetings of the Board. At each subsequent annual meeting, Directors were 
duly elected to these offices and thereafter presided at meetings of the Board 
Under date of May 16, 1963 the Deputy Attorney-General, in response to a 
request from the Secretary of State for an opinion as to the validity of By-Lav 
No. 3, replied, in part, as follows: 


It is therefore my opinion that section 3 of the by-laws is invalid 
in so far as it purports to authorize or require persons other than the 
President and Vice-President of the Corporation to preside over meet- 
ings of the Board of Directors of the Corporation. 


The Board of Directors, taking cognizance of the opinion of the Deputy 
Attorney General, ratified and confirmed all by-laws, contracts, acts and Prd - 
ceedings of Directors of the Corporation since June 24, 1959 at a meeting 
held May 30, 31 and June 1, 1963. 


SPECIAL SURVEY 


In our report to the Board of Directors for the year ended March 3], 
1960, we drew attention to various weaknesses in the system of internal 
control and made recommendations designed to correct these weaknesses. At 
the same time we suggested to the Board that a useful purpose might be. 
served by having the Corporation’s organizational structure in terms of its 
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present size, complexity and cost made the subject of a study by independent 
management consultants working in co-operation with the Audit Office. 

: It will be recalled that this particular report was tabled during hearings 
of the Special Committee on Broadcasting held in 1961 and was the subject 
of discussion in committee. In its report to the House of Commons on June 
28, 1961 the Committee recommended that, following a review of the report 
of the Royal Commission on Government Organization, consideration be given 
by the Board of Directors of the Corporation to the advisability of commis- 
_sioning management consultants to enquire further into the operation of the 
_ Corporation. 

In Report 19, Volume 4, of its reports, released on April 17, 1963, the Royal 

Commission on Government Organization duly reported on the results of its 
review of the Canadian Broadcasting Corporation. The Commissioners stated 
that, while they had not undertaken the detailed investigation and appraisal 
_ which the Special Committee on Broadcasting may have contemplated, their 
‘i report was proposing guidelines and criteria which, subject to government 
' decisions on policy, should permit the Corporation to adjust its internal organ- 
ization and operations to management and performance needs, with the aid 
‘Mg of such advice, from within the government or elsewhere, as it may consider 
4 necessary. 
a Several of the Commissioners’ comments, particularly those relating to 
: financial administration, refer or deal with matters which had been the subject 
of critical comment in our 1960 report. However, as explained in our subse- 
- quent reports to the Board, we found that a number of these matters have 
- since been remedied, particularly those relating to the position of the Chief 
_ Financial Officer, the formation of an effective internal auditing section and 
more effective stores control. 


_ our recommendations and suggestions, we felt that a useful purpose would be 

served if we reviewed the comments made by the Royal Commission on Gov- 
ernment Organization in Report 19 having regard to its critical appraisal of 
' the Corporation’s operations, particularly in the area of internal financial con- 
trol. We therefore discussed these with the Chairman of the Board, the Presi- 


_ received their assurance that appropriate remedial action would be taken after 
discussion of the points by these officers with the Board of Directors. The 
_ President also undertook to furnish us with a copy of any report which he 
may submit to the Director of the Bureau of Government Organization on the 
Commissioners’ findings in Report 19. 


* * * * * * *% 


q We shall be glad to furnish you with any additional information you may 
_ wish in connection with our examination. 

A. M. Henderson, 
Auditor General of Canada. 


Notwithstanding this action on the part of the management in adopting. 


~ dent and the Chief Financial Officer in a meeting held on June 19, 1963 and 


f ‘ 7 Ms AM Cement ee hg hp) 2 > ae he 
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AUDITOR GENERAL OF CANADA 


Ottawa, June 3, 1963. 


The Honourable J. W. Pickersgill, 
The Secretary of State, 
Ottawa. 


Sir, 


I have examined the accounts and financial statements of the Canadiar 
Broadcasting Corporation for the year ended March 31, 1963. In compliance 
with the requirements of section 87 of the Financial Administration Act, # 
report that, in my opinion: 


(a) proper books of account have been kept by the Corporation; 
(b) the financial statements of the Corporation 

(i) were prepared on a basis consistent with that of the preceding 

year and are in agreement with the books of account, 

(ii) in the case of the balance sheet, give a true and fair view of 


the state of the Corporation’s affairs as at the end of the 
financial year, and 


(iii) in the case of the statement of operations, give a true and fair 
view of the operations of the Corporation for the financial year; 
and 

(c) the transactions of the Corporation that have come under my notice 
have been within the powers of the Corporation under the Financial 

Administration Act and any other Act applicable to the Corporation. 


Yours faithfully, 
A. M. Henderson, 
Auditor General of Canada. 
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| co ienas ne EXHIBIT IL | |) 
CANADIAN BROADCASTING CORPORATION by, 


Statement or OPERATIONS FOR THE YEAR ENDED Marcs 31, 1963 
(with comparative figures for the year ended March 31, 1962) 


Programs Programs { 
without with pi 
Advertising Advertising 1963 1962 
Hapense 
- Cost of Production and Distribution: : ; 
i WostOlpLopTaMisiyy yee ek maa se veut a $ 52,493,145 $17,512,353 $ 70,005,498 $ 68,361,465 — 
Network Gistrib ution wo .)s oul every lee siais 7,966, 181 2,179,787 10, 145, 968 10, 061,504. MUR : 
Stacwon transmission. ah. w)lacraets eleieuturs 3,126,941 902,599 4,029, 540 3,893,146 Mane 
Payment to private stations............. —_ 4,334, 789 4,334, 789 4,851,069 teh 
Commissions to agencies and networks... — 3,872, 204 3,872, 204 4,620,207 
i 63,586,267 28,801,732 92,387,999 91,787,301 i 
‘fh Sea ha ish 
BMereen Cy MSYOAUCASHIN Danette tiara holes ieiobetelets soles) < alelsieyeleieladevars tat j!t1*) 282,540 13,182 Mi 
a { ee) : ‘om 
_ Operational Supervision and Services: A, i | 
iy PPFOLLATIN eRe ao ei eR es ete erase ete arate shat av aay 2,984, 504 3, 276,299 tt 
INGER TEER AS Hak Bal ORE AS Looe torte ose uiae nee 3,429,174 3,459,680 — Ma 
POET AN Hee ee Seen IE ged va rovers uate. We UMER Be nstay 2 2,012,914 2,106, 963 ans 
: es — 
4 8,426,592 8,842,942 8 
d Total Cost of Production and Distribution................+- 101,097,131 100,648,515 4 
‘a a Be) 
Selling and General Administration: Mem CP 
Stallliitayed -gerernisto hele & Sawa S doen) Gols cae aint ated Dhol oe bo 1,646,990 1,540, 736 iat 
i Engineering and development.................++.+4-- 1,080,411 943,128 ee 
j Management and central services...............++-++ 4,541,350 4,483,775 aN: 
i Ses hatin de TEE Ms 
7,268, 751 6, 967,639.) oi as 
y Total Expense for the year (Note 4).........00esceseeeeee 108, 365, 882 107,611,154 — Kf 
Income * 
MeAdvertising revenue (TOSS)... 2.04. sceseds celsnet vesicles 30,846, 627 32,910,118 ma 
_ Interest on investments.............. eee eee e eee e eens 253,898 185,290 orien 
© Miscellaneous............essecece cece cece een c seen esenees 302, 067 224,431 i 
plan as itd 
! 31,402,592 33,319,840 oak 
rliamentary Grant Shae 
 Infrespect of the net operating amount required to dis- his 
5 charge the responsibilities of the national broadcasting By 
BETVAGE (NO LOID) eee Ste a reetel a cietelel ofetelsta sla alelalctalatatele)s)eisieieie/s icles 72, 654, 738 70, 252,273 
y 104,057,330 103,572,113 
D epreciation included in total expense for the year...........sseeeeeseeeres 4,308, 552 4,039, 041 


108,365,882 107,611,154 


_ The accompanying notes are an integral part of the financial statements. 
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EXHIBIT Ill 
CANADIAN BROADCASTING CORPORATION 3 


STATEMENT OF PRopRIETOR’S Equity ACCOUNT FOR THE YEAR ENDED Marcu 31, 1963 


SALA TCO RAHN DUIS LOOA Beene ta gta tone Pane Sieuanerh hake ais outa ois. Se Gere ERT EE ee $ 41,026,304 


Parliamentary grant for the capital requirements of the national broadcasting ; 
Scrvicedor the year ended March’ 31,1963: (Note 3). so). 4. os bee ee ee ne cee 6, 390, 418 


47,416,722 


Deduct; 
Depreciation included in total expense for the year per statement of 
EOP RIEN SCOTS BREE cio Oates ae Yo te gl a.k i oo eeeaiedy dicta Sree oe $ 4,308,552 
Write-off of improvements to properties held under lease................ 261, 463 : 
Net lossion retirement of capital assets...-......+----62..socsacluccceeen 48,983 4 
oo 4,618, 998 
[Sellgiots dai Ail vel ay Gh Ge a he rere ee eR Re TET Red iy Le 42,797,724 


The accompanying notes are an integral part of the financial statements. 


CANADIAN BROADCASTING CORPORATION 
Notes to Financial Statements 


1. Capital assets in the amount of $61,850,364 include the sum of $3,802,000 
expended during the last four years in connection with the planned consolida- 
tion of facilities in Toronto, Montreal and Ottawa. Present estimates of the 
cost of current plans indicate the cost of consolidation of facilities at these 
locations to be $83,058,000, of which, subject to the provision by Parliament of 
annual appropriations for the purpose, approximately $1,597,000 will be 
expended during the year ending March 31, 1964 and $77,592,000 during the 
four years ending March 31, 1968. 


2. (a) The Revised Estimates for the fiscal year ended March 31, 1963 
tabled during the First Session of the Twenty-fifth Parliament provided for 
a grant of $73,994,000 in respect of the net operating amount required to dis- 
charge the responsibilities of the national broadcasting service. Since the net 
operating amount actually required was $72,654,738, an amount of $1,339, zh 
remaining available was not expended. 


(6) The sum of $73,244,000 was received, $61,661,000 under authority of 
parliamentary appropriations and $11,583,000 under authority of Governor 
General special warrants. Since the net operating amount actually required 
totalled $72,654,738, an unexpended balance of $589,262 was refundable to the 
Government of Canada at March 31, 1963. The Corporation remitted this su 
to the Receiver General on May 31, 1963. 


3. The Revised Estimates also provided for a grant of $6,600,000 for the 
capital requirements of the national broadcasting service; $6, 050, 000 was 
received under the authority of parliamentary appropriations and $550,000 
under authority of a Governor General special warrant. Since the capital 
requirements actually were $6,390,418, an unexpended balance of $209,582 was 
refundable to the Government of Canada at the year-end. The Corporation : 
remitted this sum to the Receiver General on May 31, 1963. 


4. Included in the total expense for the year ended March 31, 1963 are 
$195,600 for executive officers’ remuneration, $28,400 for directors’ honoraria 
and $16,187 for legal expenses. 


| 
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APPENDIX 2 
(Returns tabled by Mr. Ouimet to inquiries by Mr. Francis) 


PROGRAMS NOT AVAILABLE FOR ADVERTISING 


A list of the types of programs not available for advertising under present 
policy follows: 


(a) News programs 
(b) Civic affairs programs 
(c) Public affairs forums, discussions or commentaries 


(d) Talks or interview programs in which the full expression of con- 
troversial opinions is sought 


(e) Programs dealing with consumer information or advice 
(f) Farm and fisheries programs 


(g) Documentaries and dramatized documentaries, dealing with social, 
political, economic or human relations questions in which contentious 
views or opinions are explored 


(h) Religious programs 
(1) Formal educational programs 
(j) Weather and tide forecasts 


(k) Children’s programs, the purpose of which is predominently educa- 
tional. 


CBC COMMERCIAL ACCEPTANCE POLICY 


SUBJECT: Unacceptable Accounts 


Advertising for the following products and services is not acceptable on 
CBC networks or CBC-owned stations: 


Li 


Laxatives, cathartics and diuretics, including foods and beverages when 


advertised as such. 


2. 


. Hair and scalp treatments advertised to grow hair. 


Sleeping tablets. 


3 
4. Personal hygiene products, including Bathroom Tissue. 
5. Program Promotional Announcements. 

6. 
tf 
8 
9 


Corn Removers (Unacceptable in TV only). 


. Denture cleaners or preparations designed to keep dentures in place. 
. Depilatories. 


. Toilet Bowl Cleansers, Septic Tank cleaners and Outdoor Toilet Sani- 
tizers. 


10. Bathroom Deodorizers. 


11. Men’s and Women’s Underwear. 


12. Foundation Garments . . . including Girdles and Brassieres. 


13. Rest Homes. 


: : i pe) Si a i 
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or Sermices: 
15. Social Clubs. 


16. Memberships in Associations whose goods or services are provided tc 
their members indirectly (i.e., through a third party) and not by the Association A 
itself. 


17. Stamp Promotion Plans. 


18. Cottage sites in areas for which development plans have not been 
registered with the appropriate authorities. 


19. Help Wanted Advertising. 


20. Mail Order Advertising .. . except for companies who are well-estab 
lished in the mail order business, whose business methods and integrity are 
highly regarded by the public at large and the acceptance of whose business 
has been specifically approved by the Head Office Sales Policy Department. 


21. Health Studios. 


22. Alcoholic beverages. 
Note: The sponsorship of programs by Breweries and Wineries is permis- 
sible in those provinces in which it is legal to advertise such products. 
Such sponsorship must be in accordance with BBG Regulations. 


23. Adult-type cosmetics for children (such as make-up items, perfumes, 
nail polish, nail polish remover, scented hand lotions, etc.) 


24, Professional services, such as medical, dental, legal services, osteopathy. 
chiropractic, etc. 


25. Any other product or form of advertisting prohibited under the regula- 
tions of the BBG. 
(end) 


Issued by Sales Policy and Planning, Ottawa... July 1, 1962. 
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STANDING COMMITTEE ON PUBLIC ACCOUNTS 
Chairman: Mr. G. W. Baldwin 


Vice-Chairman: Mr. P. Tardif 
and Messrs. 


Basford, Grégoire, Ricard, 


Berger, Gray, Rinfret, 
Cameron (High Park), Hales, Rock, 
Cardiff, Harkness, Rondeau, 
Chaplin, Lessard (Saint-Henvri), Ryan, 
Choquette, Loiselle, Scott, 
Coté (Chicoutimi), Mandziuk, Smith, 
Crouse, McLean (Charlotte), Southam, 
Drouin, McMillan, Stefanson, 
Dubé, McNulty, Stewart, 
Fane, Muir (Lisgar), Tucker, 
Fisher, Nowlan, Valade, 
Forbes, O’Keefe, Wahn, 
Francis, Pigeon, Whelan—50. 
Frenette, Pilon, 

Gendron, *Prittie: 

Grafftey, Regan, 


M. Slack, 
Clerk of the Committee. 


*Replaced Mr. Winch on Monday, July 6. 


iy a: co ck: 
rdered, —That the name of Mr. Prittie be substituted for that fe) 


. on the Standing Committee on Public Accounts. 


: Attest. 


LEON-J. RAYMOND, 
The Clerk of the ee a 


MINUTES OF PROCEEDINGS 


TUESDAY, July 7, 1964. 
(16) 


he Standing Committee on Public Accounts met this day at 9.40 a.m. The 
man, Mr. G. W. Baldwin, presided. 


Grégoire, Hales, Harkness, Lessard (Saint-Henri), Loiselle, McMillan, O’Keefe, 
igeon, Prittie, Rinfret, Rondeau, Ryan, Southam, Stewart, Tardif (21). 


' In attendance: Mr. A. M. Henderson, Auditor General of Canada; From 
the Canadian Broadcasting Corporation: Messrs. J. A. Ouimet, President; 
V. F. Davies, Comptroller; R. C. Fraser, Vice-President, Corporate Affairs and 
Waikiss, Assistant Director, Accounting; and Messrs. Stokes and Laroche of 
Auditor General’s office. 


The Committee resumed consideration of the Auditor General’s 1963 long 
m report to the Canadian Broadcasting Corporation. 


Mr. Ouimet tabled a return to an inquiry by Mr. Grégoire dealing with 
alysis of Pay Roll”, and was questioned thereon and on related matters. 
The Committee agreed that this return be printed as an Appendix to the 
Minutes of Proceedings and Evidence of this day. (See Appendix 1). 


Messrs. Henderson, Ouimet and Davies were further examined, particularly 
budget matters. 


_ The examination of the witnesses still continuing, at 11.25 am., the 
ommittee adjourned until 3.30 p.m. this afternoon. 


“a 


AFTERNOON SITTING 
(17) 


_ The Committee resumed at 3.40 p.m. The Chairman, Mr. G. W. Baldwin, 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Crouse, 
uin, Dubé, Fisher, Forbes, Francis, Hales, Harkness, Loiselle, McMillan, 


in In attendance: (same as at morning sitting). 


Mr. Ouimet tabled two returns to inquiries by members dealing with 
rating costs of radio and television services in English and French 
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“Members present: Messrs. Baldwin, Cardiff, Fisher, Forbes, Francis, Gray, 


a The Committee resumed the examination of Messrs. Ouimet, Henderson 


ae 
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Mr. Ouimet made a brief statement relating to the request that the. | 
provide more information in its annual report. 


Mr. Henderson then reviewed the sections of his long form report dea ling 
with the balance sheet and related matters and was questioned thereon. | 


Messrs. Ouimet and Davies were also examined and supplied additioné 
information. q 
The examination of the witnesses still continuing, at 5.20 p.m., the Com- 
mittee adjourned until 8.00 p.m. this evening. 


EVENING SITTING 
(18) 


The Committee resumed at 8.10 p.m. The Chairman, Mr. G. W. Baldwin, 
presided. 


Members present: Messrs. Baldwin, Cardiff, Fane, Fisher, Forbes, Francis 
Gendron, Grégoire, Hales, Harkness, Loiselle, McMillan, Pigeon, Pilon, Pritti 
Rinfret, Rondeau, Ryan, Southam, Tardif (20). 


In attendance: (same as at previous sittings this day). 


The Committee resumed the examination of Messrs. Henderson, Ouime 
and Davies on the 1963 long form report of the Auditor General. 3 


Mr. Henderson reviewed the section, ‘‘Capital Assets’. Mr. Ouimet the 
made a statement relating to consolidation projects in Montreal and Toronto, 
and was questioned thereon together with Mr. Henderson and Mr. Davies. 


Mr. Henderson reviewed the section “Special Survey”, and then Mr. Oui 
commented on the Auditor General’s observations. Mr. Ouimet referred to 
study group looking into the organization of the C.B.C. and also commente 
on the advisory committee on broadcasting. 


Messrs. Henderson, Ouimet and Davies were further examined. 


The examination of the witnesses being concluded, the Chairman thanked 
Mr. Ouimet and his officials for their assistance. Mr. Ouimet, in turn, thanke 
the Committee. 


At 10.30 p.m., the Committee adjourned until 9.30 a.m. on Thursdaj 
July 9, 1964. 


M. Slack, 
Clerk of the Committee. — 


EVIDENCE 


TUESDAY, July 7, 1964. 
(Text) 


Y 

4 The CHAIRMAN: Gentlemen, we have a quorum. Are you all plugged in 
and wired for sound? I ask you this question because we are breaking new 
ground today. We are using mechanical devices which are being applied to 
committee hearings in the hope that this not only will expedite our deliberations 
but be of assistance to those members who wish to put questions in French. 

3 As usual, we have with us the reporters taking down the questions and 
answers in English. However, because we have this machinery available there 
will be a recording which will be effective not only for the English but also for 
the French. In this way there will be a verbatim French report following the 
“meetings. This is the first time that this system has been used in this committee 
and I hope that it will prove highly acceptable to all members. Having in mind 
the very considerable role which, in my opinion, this device can and will be 
playing, I hope it will prove to be an excellent method. 

Mr. Grégoire, do you wish to deal with this particular point? 

* Mr. GREGOIRE: No. 
;. The CHAIRMAN: We have some material to file first. 

‘At the last meeting the C.B.C. agreed to file certain information in response 
to questions asked. Mr. Ouimet has handed me this information and he will 

indicate to the committee the detail of the material which is available. 

Mr. J. ALPHONSE OUIMET (President, Canadian Broadcasting Corporation): 
I have ready now, Mr. Chairman, an answer to a question of Mr. Grégoire in 
‘respect of the analyses of the payroll in breaking down radio and television 
programming, technical, design, staging and so on. 

; Mr. FisHER: Mr. Chairman, have you extra copies of that information. The 
reason I put the question is that I would like to see it. Most of my questioning 
today will be based on this field. 

4 The CHAIRMAN: We have just four copies of this information, which will be 
filed and marked as exhibits. 

+ Mr. GREGOIRE: Could we have a copy? 

& The CHAIRMAN: Is it agreed that this information be printed as an appendix 
to today’s proceedings? 

1! Some hon. MEMBERS: Agreed. 

The CHAIRMAN: Then this information will be tabled and will form part 
of the proceedings. If members wish for the purpose of their questioning to 
examine this information they can request a messenger to come up to the table 
fend obtain this. As I said, there are only the four copies available. 

E Is it on this point you wish to speak, Mr. Grégoire? 


dl 


‘3 Mr. Grecorre: No, Mr. Chairman. I wanted to request a copy of that 


information. 


: Mr. Prittrie: Mr. Chairman, on that point I had put a question on the order 
_ Paper, requesting the operating costs of the radio networks and the amount of 
money received from the sale of advertising time on these networks. Would 
that information be contained in the material which is being filed this morning? 
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The CHAIRMAN: No, I do not think so. Perhaps you should address your 
questions to Mr. Ouimet. a 

Mr. Ouimet, Mr. Prittie has said that he has filed a ee | on the ord ler 
paper and is asking if the information which he has requested will be contained 
in the material you have filed. a 

If not, Mr. Prittie, you could ask the question later. Fi 

Mr. OUIMET: Certainly, this will be answered, in great part, in the informa- 
tion we are preparing for an answer to a question from Mr. Fisher. This should 
be ready sometime later today. 7 

The CHAIRMAN: If the information proves not sufficient you can supplement 
it by subsequent questions. 

Is there some further material you are filing, Mr. Ouimet? 

Mr. OUIMET: No. For the moment that is all I have. 

Mr. GREGOIRE: May we ask some questions on this? 


(Translation) 


To get some details, to get some explanations on the details we have just 
been given, may we ask some questions in this connection now? 


(Text) ‘ 
The CHAIRMAN: Mr. Grégoire, we are up to page 9 and I had hoped we 
would start with the next item, which is the balance sheet. But, you certainly 
can ask questions in respect of the material which has been filed, because it was 
filed in response to questions which were properly up for discussion. 


(Translation) 

Mr. Grecorre: Moreover, Mr. Chairman, I do not believe we had necessarily 
finished the study up to page 9 prior to last Thursday; when we left we were 
still dealing with the matter preceding page 9 of the report. 


eULert) 


The CHAIRMAN: Yes. We had not brought it to a legal close. I hoped it oui 
be finished, but it is still open for questioning at this time. 


(Translation) 


Mr. GrecorrE: Mr. Ouimet, when you speak of programme production, 
what classes of employees does that include? 


Mr. Ourmet: The production of television programmes includes t 1 
producers, the script-assistants, the co-ordinators, the technical producers, the 
stage directors, all the people on the stage. 

Mr. GREGOIRE: The technical production? 

Mr. OUIMET: Technical production also includes the people around the stage, . 
the cameramen, sound technicians, lighting technicians and all the others; 
there are several other classes. 

Mr. GREGOIRE: The scenic and staging services? 


Mr. Ourmet: The scenic and staging services comprise the designers, 
decorators, painters, carpenters, make-up people, costumes and the graphic arts. 


Mr. GREGOIRE: Mr. Ouimet, in asking that question, that was not quite the 
type of detail I expected, I would like to know how many employees there are 
and what salaries are paid in the production field alone, and secondly in the 
administrative field. But it is not broken down in a way that would enable 1 
to get that information. 


Mr. Ourmet: If you want to know how much was paid in salaries for 


production as compared with the salaries paid, let us say, for management and | 
general services, you have the figures at the bottom here, you have televis on, 
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gramme production, for radio and television. Then you have the integrated 
vices that are common to both and which can not be split up. Immediately 
Ler that there is supervision, sales, management, technical services for con- 
truction. The number of auxiliary employees is not very large. So that can be 
alculated, if you want to. 

\ Mr. GrecorreE: Do you know how many employees there are on the 
administrative staff alone at the C.B.C. 

Mr. Ourmet: It is extremely difficult to give you an accurate figure as it is 
a matter of definition. What does the administrative staff comprise exactly since 
there is programme administration, technical administration and general ad- 
x inistration. So one would have to be a lot more specific. We have peur for 
ull the classes of personnel. 

Mr. Gricorre: Taken as a whole, could you tell us how many employees 
there are at the C.B.C. for radio and television, for the English and French 
1etworks? 

Mr. OUIMET: At the present time, about 8,000. 

Mr. GREGOIRE: Eight thousand employees in all. 


Mr. Ourmet: Perhaps slightly less, but with the opening of the St. John’s 
(Newfoundland), Quebec and other stations there will soon be 8, 000. 


_ _-Mr. Grécorre: Mr. Ouimet, I would also like to know, if possible, how much 
the C.B.C. spends, during any normal week of the year, in the five main areas 
of classification you may have? 
th ‘Mr. OUIMET: Yes, I hope to have that information for you this afternoon. 


a Mr. GREGOIRE: In that connection it is. 


(Text) 
The CuamrMaAN: Mr. Grégoire, have you completed your questions? Mr. 
pigeon is next. 


| (Translation) 
Mr. Piceon: No, no, Mr. Chairman, I do not want to deal only with the 
me able, with the payroll analysis. I want to ask some general questions but in any 
case I do not want to deprive Mr. Fisher of his turn. 
. Mr. Grecorre: Mr. Chairman, I would like to mention that—I am not going 
to ask any more questions in that connection, but as far as the information I 
vy anted to get is concerned this is far from satisfactory. It is not known, and 
I think I indicated the other night what we wanted to know, that is, the amount 
spent—we have it for the performers—solely on technical producrien and thirdly 
on administration. I think we are far from having obtained that information at 
r the present time. 
Mr. OUIMET: We can tell you off hand that the total is $44,000,000. That is 
the total of the salary estimates. For supervision, sales, management, technical 
services, auxiliary employees—those are the five last groups—you have 
$5,380,000, $1,169,000, $3,001,000, $1,837,000 and $1,033,000. So, very rapidly, 
that adds up to 9, 10, 11 million dollars. You have approximately 11 million dol- 
lars of the 44 millions. 
_-—«~-Mr. Gricorre: Then, one question in that connection, Mr. Ouimet, with 
regard to programme production does that also include the producers’ 
Sé secretaries? 
_ Mr. OuIMET: Yes, in programme production that includes script-assistants, 
they are not. 
p Mr. 25 aay Also the producers’ secretaries? 
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Mr. OurmeET: The producers’ secretaries, I do not think we have many of 
them. I think they are script-assistants. | 


Mr. GREGOIRE: At least in administration they are... 


Mr. OUIMET: No, no they are not in administration. They are employees 
who work on producing programmes in the studio and play a very active part 
in programme production. _ 

Mr. GREGOIRE: Do those producers have secretaries? 


Mr. OUIMET: They certainly have some office work to do and for that, 
I cannot give you a precise answer because I do not know it myself. What I am 
giving you are the expenses we charge to programme production. It is all fom 
programme production. If a secretary has to type a text it is obviously for the 
performers and for the programmes. 
Mr. GREGOIRE: But that is included in production? 
Mr. OuIMET: I think it is included in production but I have not prepared ..@ 
Mr. GreGorrRE: Even the office work? é 


Mr. OUIMET: No, not all the office work, because farther on we have sub 
sidiary services for programme production, joint services, such as the record 
library for example, and several other services, the library, but they all serve 
programme production. 


(Text) 


The CHAIRMAN: Mr. Pigeon, I thought you agreed to waive in favour of 
Mr. Fisher? 


Mr. FISHER: I have a question to ask Mr. Henderson. 


The CHAIRMAN: May I make this suggestion? Our time is limited. I have. 
been trying to do without supplementaries, letting it go round to each member 
who wants to ask questions, in the hope that he could initiate, develop, and 
conclude a reasonable line of examination, but if you would restrict yourselves 
to one area at a time, then your turn will come again and in this way an | 
opportunity will be given to each member. As I had Mr. Pigeon down, I 
would ask him to ask his questions first and Mr. Fisher will follow. 


(Translation) . 

Mr. Pigeon: Mr. Chairman, I know you are limited in your activities on 
account of the budget Parliament makes available to you, I would like to as sj 
you this. How much would it cost the C.B.C. to extend their network through- 


out Canada, that is where there are fairly large French minorities? 


Mr. OUIMET: You mean, to extend the French network for example to 
Edmonton and Vancouver, because in the West we already have a station 
at Winnipeg-Saint Boniface and there are also large minorities in Saskatch ’ 
ewan. Now, from the economic standpoint, I do not believe it would be 
possible to extend the micro-wave network to carry French programmes 
throughout the country, even in Winnipeg we are not linked up by micro 71 
wave. The programmes are transmitted by tape-recordings. So if we were to. 
do the same thing for stations that might be built at Edmonton or Vancouver 
it would cost a few thousand dollars a year to operate, and a few millions 
for construction and fixed assets. 


Mr. Pickon: Now, Mr. Ouimet, in order to serve the English minority 
where it is not yet served in certain parts of Quebec, and the French minority 
in other parts of Canada, would it be possible, for example, in a day or tw 
to show us the places on the map, the places where it would be possible to se 
up French radio stations, French television stations both English and Frenct 
and the approximate cost? 
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3 Mr. OurmeEt: As you are aware there is no limit with regard to extending 
either the English or the French networks. They are still a lot of places 
that are not served in one language or the other, and we have several projects 
under study. We have at least a hundred projects under study but they are 
- projects we have not decided on, and I would hesitate to provide you with 
is figures in that connection. Each year we allocated part of our budget to extend- 
2 ing the service, we try to do it fairly for the two languages. If it were to 
- be done all at once I would first like to know where we should stop. For 
- instance there are localities who want television or radio and where the 
population is only two or three hundred, so, the per capita cost in that case 
- is very high. We cannot go that far. For the time being, we allocate approx- 
imately two or three dollars, sometimes a little more, per capita. We have gone 
up to four, five or even six dollars per capita. 


be 

i Mr. Pigeon: In another connection, I would like to ask you this Mr. 
= Ouimet. Would it be possible to have a table by province to know the overall 
cost of C.B.C. offices. For instance here in Ottawa you do not have a large 
: enough building with a sufficient number of offices to concentrate all your 
offices in the same building. In Montreal and other large centres in Canada 
' would it be possible, for instance the... 


Crexrt) 

The CHAIRMAN: Could I interrupt here. There is a special section under 
which we will deal with the building program—that is, the new buildings 
and so on—and I think it would make for a more orderly discussion if you 
would wait until we reach that section. We will be going into this at that 
time and then you will have an opportunity to put questions in this respect. 


(Translation) 


Mr. Picron: Mr. Ouimet, I will end by asking you this question, what 
plens have you this year to extend the French network in Canada? 


DE ee tae Fe 


(Text) 
The CHarRMAN: Mr. Pigeon, I am sorry to interrupt you again. 


PR 


=> 


ae 
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As a public accounts committee we are dealing with the report of the C.B.C. 
for the fiscal years ended March 31, 1962 and March 31, 1963. While we have 
had some general discussions in respect of the opinions of officials from the 
C.B.C. and members of this committee, if we do get into these matters we will 
be getting into the financial statement for the current year. This will be a matter 
for the public accounts committee next year. They will deal with this. It is my 
feeling that we will be departing from our terms of reference if we continue 
on in this way. 


- (Translation) 
Mr. Picron: So, for the time being Mr. Chairman, I would like to thank 
Mr. Ouimet for his co-operation. 


Seat 


oe Pes: 


(Text) 

Mr. FisHer: Mr. Chairman, I wanted to ask Mr. Henderson questions in 
respect of the subject we were on the other day. My reason for putting these 
- questions is I am dissatisfied about certain things. I do not feel that the members 
of parliament, which gave the C.B.C. its mandate, is able to obtain adequate 
information from these C.B.C. reports to parliament. These reports do not give 
usa really clear picture of what is going on and developing so far as its spending 
us concerned. 
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whether you know from the work that your organization does that this infor 
tion is available or could be fairly readily available from the records of the 
C.B.C., as you have examined them. 

My first question relates to page 4 of the last long report where you have this 
breakdown of, what I presume, is the budget which is brought before treasury 
board. 

Is the procedure of treasury board flexible enough to permit the CBC. 
to bring in a budget analysis including many more breakdowns than given here? 

Mr. A. M. HENDERSON (Auditor General of Canada): The budget figures you ; 
see at page 4 are those submitted by the corporation to the treasury board in ~ 
support of the corporation’s request for the net operating amount it requires. 
for the forthcoming fiscal year. 

Now, the breakdown you see on page 4 generally is conceded to be the broad © 
areas of its operations, the type of expenses it encounters, and you will see that 
the major portion is salary and wages. 


Behind these figures the corporation naturally has full particulars i 
respect of their buildup and is in a position to explain and does, in fact, explain 
to treasury board the reasons for the increases compared with the previous year, 
and such other facts as the corporation may want to introduce in justification 
of its demands. Treasury board generally poses a lot of questions to the 
corporation’s representatives, the president and the senior officials, at the 
meeting with the treasury board, which is usually when the final amount is 
approved. 

Does that answer your question, Mr. Fisher? 


Mr. FISHER: But, who determines the form? Is it the treasury board? Has 
the treasury board a set of rules, or has this become a tradition? 

Mr. HENDERSON: The form which you see on page 4 is one which was set up 
by treasury board in conjunction with the C.B.C. some four or five years ago, 
I think. Is that not correct, Mr. Ouimet? 

Mr. OuIMET: That is correct. 


Mr. HENDERSON: I thought it was a mutually agreed upon form designed 
to bring out the major areas of spending. q 
Mr. FISHER: But the kind of thing it does not do is give you any kind of 
indication in that set-up. I am assuming that the major job of the C.B.C. is~ 
programming; this tells you very little about expenditures in respect of that 
subject. 
Mr. HENDERSON: That is correct. They are really what you would describe 
as the objects of expenditure. It might be that this is a question which Mr 
Ouimet should answer. I say this because, obviously in presenting a budget _ 
such as this to treasury board the president would go on to give the members 
of the Board a quick rundown and a rather more broad picture. ‘fs 
Mr. FISHER: Well, let me mention one thing. We have been here a couple — 
of days now and there have been quite a number of questions put on this 
basic business of spending on English and French networks. Apparently, there 4 
is nothing which I can see in that budget outline which would indicate the 
percentage of spending or the relationship or ratio in respect of English and 
French. 


: 


Me 
Mr. HENDERSON: I would question whether that is necessary at this stage. 
Obviously, the corporation knows how much it is going to spend on its net-— 
works and stations. It owns a number of stations. It keeps its accounts in a> 
manner which permits it to know what its profits and losses are—I hesitate | 
to use those words—perhaps I should say what its expenditures are in these 
various areas. The corporation’s own accounting department prepares a aon 
ES 
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breakdown along the standard lines which are employed by the large broad- 
casting corporations, at least on this side of the water. But, the extent to which 
Phey are prepared to disclose the individual expenditures by stations or by 
Bears is the prerogative, as I see it, of the president; it is not a question 
for me to answer. 

Mr. FISHER: But, in the major area, where we have a rather fundamental 
discussion going on in the country, where we have the C.B.C. taking the lead 
in developing its mandate in respect of this question of the extension of 
services, language, and so on, it seems to me that the most relevant of all 
questions is what is the percentage of the budget that is going to go into the 
French network and what is the percentage of the budget that will be gel We 
to the English? 

| Mr. HENDERSON: The percentage of the budget that would go into eran 
and the percentage which would go into English, the ratios as between New- 
- foundland and British Columbia and so forth, are matters that I feel the 
‘ president should answer, and should not be directed to me. 

Mr. FisHER: The question I am asking you, Mr. Henderson, is this. Is this 
information available from your knowledge of the analysis and the accounting 
system which is used? Could these figures be provided? 

: Mr. HENDERSON: Yes. To my knowledge, it is available. 


Q Mr. FIsHER: Now, the next thing I wanted to ask you is whether this would 
be available. One of the problems that I encounter in looking at what the 
; C.B.C. is doing in respect of its spending is that it brings in both the French 
i programming and the English programming, and then the amount of foreign 
programming, particularly American, which is purchased and brought in. I 
am not hesitant to express my concern; I think the French Canadian part of 
q the C.B.C. is doing a much better job than the English counterpart of the C.B.C. 
in developing Canadian programming. This is one of the things I want to find 
1 out. I cannot see why there could not be included in the accounting the amount 
P of spending that the C.B.C. is doing in respect of importing American pro- 
grams. Is that information available? 
Mr. HENDERSON: Information of that character, of course, is available from 
“te books of the corporation, but what we are examining here are the year 


1 


$ 
7 
y 
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end accounts of a corporation which operates in this country from coast to 
coast. It is a Canadian owned crown corporation, which has its balance sheet 
and its statement of operations for the corporation as a whole. Such break- 
downs as you are suggesting do not have a place on this type of statement 
any more than they would on a similar statement for the Eldorado Mining 
_ and Refining Company or the Canadian Overseas Telecommunications Corpora- 
the or any private corporation. This information would be available from 


‘the books of the corporation but the extent to which it is to be produced is, 
in my opinion, the prerogative of the president. 

Mr. Fisuer: I am not asking you for the information; I just want to know 
_ whether the information is available. For example, we have a film figure here 
which, I am sure, would include a lot of the American programs. Could the 
Boudzet which is brought before treasury board not include an estimate of what 
is going to be spent on purchasing American programming for the French and 
English networks? 

Mr. HENDERSON: Yes, behind that figure there would be a breakdown in 
greater detail than you are requiring now. This figure represents their estimate 
of what they require 18 months ahead of time. 
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Mr. FisHER: To your knowledge, would it be possible to get figures that 
would indicate the amount of program spending based on what are original 
programs in the English network and what are original programs on the French 
network? 


Mr. HENDERSON: You have the total figures for Canada as a whole appearing — 
on exhibit 2, the statement of operations; you have the cost of production and ~ 
distribution showing the cost of programs. The amount that is sold with adver- — 
tising is $174 million and under “programs without advertising’’,—the figure 
we discussed the other day—which includes the number available for sale but 
not sold, is $524 million for cost of programs. 


Mr. FISHER: But that does not give you any real look at what is being 
originated in Canada by the French and English networks and what is being © 
brought in or produced from other sources. 


Mr. HENDERSON: That is correct. These are total figures appearing on the © 
company’s statement of operations for the year. There are no breakdowns. If — 
I understand you correctly, you want this additional information. If so, I would — 
suggest that your question should be more properly addressed to the president. — 


Mr. FIsHER: The main thing I want to find out is could all this, to your — 
knowledge, be provided from the kind of material that the C.B.C. has in its 
accounts? 


Mr. HENDERSON: I would expect it could be because the corporation, if I © 
may say so, maintains a good set of accounts. 


Mr. FISHER: In respect of the figures given to us this morning on the 
analysis of payroll we have a nice breakdown; it shows approximately $25 mil- 
lion of the payroll appears to go into what you might call roughly administra- — 
tive, and $19 million into what you might call production. This is for the payroll. 
What I am wondering about is this. Could this be taken farther, using these 
same headings, and could you get, for example, the figures that would include — 
talent fees? 

Mr. HENDERSON: Well, I do not believe that talent fees are in this figure. Are 
they? . 

Mr. FISHER: No. I am sure they cannot be. 


Mr. OUIMET: No. They would be in a different budget. This is salaries and 
wages. % 


Mr. FISHER: But the point in connection with this breakdown which I am — 
trying to get at is that I think it should be possible to fill in other figures under — 
these headings so that we could actually get some idea of the total and the ~ 
changes from year to year in the spending which the C.B.C. is doing under the ~ 
production headings, and then under the administration headings and so on. 

Mr. HENDERSON: Yes, I would think so. 


Mr. FisHER: When the C.N.R. and T.C.A. appeared before us over the last 
couple of years both went to great length in order to put all their costs under — 
sort of sections in order that we could determine what these costs were. For 
instance, they gave the figures in respect of a flight from Toronto to the 
Lakehead. er 

Mr. HENDERSON: Yes. 


Mr. FIsHER: And even announced the president’s and vice president’s 
salaries. They gave the whole thing. I would assume the C.B.C. is in exactly 
the same position to provide such cost figures. Is that a correct assumption — 
on my part? : 

Mr. HENDERSON: Yes. It would be in a similar position except that you 
have a rather more complex problem in the case of broadcasting than in the yy 
case of the two transportation systems you have mentioned. 

If you look at exhibit 2 you will see that the cost of production and 
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distribution of the programs themselves total $92,387,000 for the year ended 
March 31, 1963, to which have to be added the operational supervision and 
‘services of $8.4 million: bringing it up to $101 million, and then, the remaining 
overhead, including ne president’s salary and all the rest, is included in the 
final figure of $7.2 million, bringing the final amount of the expenses of the 
‘corporation for the year to $108.3 million. And, what you are saying is would 
‘it be possible for them to take that $15 million and spread it all back directly 
‘against the costs of production and distribution. That would be quite possible 
‘but it would entail elaborate refinements in the costing techniques and, in the 
case of this corporation, I am of the opinion it would be less informative than 
the picture you now have because the selling and general administrative figure 
‘generally reflects a breakdown of what the headquarters expenses ee to 
which otherwise would be lost. 


The present costs at the top of this statement really are the direct costs 
plus what you would normally call direct labour rather than indirect labour 
‘and overhead. The total cost of running the corporation for this year is $108.3 
‘million, and rather than see that broken down into five or six figures and limited 
to that, I would suggest to you this is not only much easier to produce but more 
informative. Do you follow my point in this connection? 


| -‘Mr. FISHER: Yes. 
7 4 


Mr. HENDERSON: I cannot quite see what you would gain by taking all the 
/minute expenses right up to the president’s salary and prorating and spreading 
them back. If you did you would be likely to complicate your expense control 
considerably. 

be Mr. FISHER: The question which is involved here is the apprehension some 
of us have about where the C.B.C. is spending its money. I will start with what 
I think is a good argument for a parliamentarian being critical of the C.B.C. 

h! am referring to the assumption that they probably are spending too much for 

administrative and not enough on programming. The kind of information I 

would like to get is eventually if you get it down to, say, a major program series, 

such as N.H.L. hockey, Bonanza or the Ed Sullivan show, you could see in the 
costs not only the return the corporation gets but how much is going for all 
‘the services. It would seem to me you could put questions and would have a more 
\realistic appreciation of how important these shows are to the C.B.C. and how 
well they are doing in recouping their expenditures. I suppose they are making 
a tidy profit on hockey. This would be good to know. But, you see, it is so easy 

to be baffled by the approach which Mr. Ouimet brought in the other day in 
respect of chamber music. How can you really get at the commercial quality or 

the commercial standards which the C.B.C. hes if you do not know more 

information from a cost point of view about the whole variety of its programs? 


_ Mr. HeNnpERSON: The profits that they may make on some of the programs, 
‘such as hockey are of course, offset here against the losses they take on the 
others. As I said the other day, the programs with advertising—and hockey 
carries that—costs $28.8 million, and the advertising revenue was $30.8 million, 
That leaves only a $2 million difference, but that is more than offset by the 
$15 million worth of overhead shown in the two expense items I have referred to 
which is not spread. The only way you can get at what you want is to have a 
complete or summarized listing in some form of the costs of the individual 
_ types of programs. The extent to which Mr. Ouimet would feel that should be 
| disclosed, having regard to the fact that he operates in a competitive market, I 


i do not know. You have to ask him. 
| a 


Mr. FISHER: But, he does not operate in a competitive market, except in a 
very minor way. He has made the point repeatedly that the C.B.C. is unique and 
hat it is not really like any other organization. 
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Last week when we tried to get into the commercial wepeate he made the 
point the commercial policy of the C.B.C. always had to be secondary to. its 
mandate. a 

Mr. HeNpERSON: I am using the words “‘competitive market” in terms of the 
fact he has to compete for some of these national events. He has to live and 
work alongside private enterprise engaged in these fields and, therefore, he 
should have the prerogative I think, of saying the extent to which he wants to 
disclose his figures. ; 

Mr. FISHER: But, here is the point I want to put to you. We have a national 
broadcasting service in Canada, namely C.T.V., of which the private stations are 
part. Now, they are in the programming field. and so is the C.B.C. But, the 
C.B.C. claims that it has a special responsibility which is generally interpretec 
as being wider than the C.T.V. stations; yet, if we take Sunday night as an 
example, the programming from about 6 o’clock through until 10 o’clock bott 
on the C.T.V. and C.B.C. is catch as catch can. It is the same kind of stuff largely 
so in this sense the C.B.C. is competing head on. But, when you want to examine 
the C.B.C. and see how well it is doing, out comes the mandate, and they say 
they have a greater responsibility. 

The point I want to get at and to put to you is if the C.B.C. is in commercill 
television as strongly as it is and if it dominates its major viewing hours 
strongly as it does then we should be entitled and need to know in order to judge 
its performances more about the costs in that area. 


Mr. HenperSon: As I said earlier, I do not think disclosure of costs of this 
type have a place in the overall annual financial statements of the corporation 
They must be total figures for the operations of the corporation as a whole 
and I do not think you would disagree with that. However, this further break- 
down which you are seeking is something which the president and the manage= 
ment conceivably might see fit, perhaps in view of a discussion like this, to 
include in some form or another in the corporation’s own annual report; in othe 
words, they could show some tables and a few graphs which would possi 
provide answers to some of these questions. But, that is a matter for them t 
take under advisement and to study, and to the extent to which they might bi 
prepared to do that I cannot say. But, that is what you usually find in comma 
tions operating like this. 


Mr. FISHER: But, I wanted to hammer home to my colleagues in this com- 
mittee this fact; if you examine a C.N.R. report you will note that the break 
downs give Giznives which are not available to us in respect of the C.B.C. an 
you get a much broader picture of the costs as well. My point is that the C.B.C 
is now into that kind of major area of spending, and I suggest that as this is an 
organization that rests on parliament this also is where its responsibilities are 
I think we should be getting more information of that kind than we are cet 1 
at the present time. 

Mr. HENDERSON: Then, if that is the feeling of the committee I think it j 
a perfectly proper question to address to the president. You could inquire of him 
as to the feasibility of including graphs and tables and more information thar 
presently is provided in their annual report because that would be the pro 
place for this kind of information, just as you find it in the C.N.R. report ani 
the reports of private corporations. in 


Mr. FISHER: I have no more questions. Thank you. 


t 
BY 


(Translation) 

Mr. RonpEAu: Mr. Ouimet, a while ago when we were dealing with thi 11 
subject Mr. Pigeon was called to order. It would perhaps be better to wai 
while before asking questions similar to those asked by Mr. Pigeon. So I woul 
prefer to wait until we revert to the matter, to revert to these questions. : 


PUBLIC ACCOUNTS a  aasy 


\ 


he CHAIRMAN: What was your question? 


_ Mr. RonpEau: My question has to do with television services and informa- 
. 1 was informed that we would be coming back to this subject today. 

b The CHAIRMAN: Mr. Rondeau, we will be coming to that subject later on. 
fe will deal with it in its entirety, if we have the time. We have Mr. Ouimet 
aly for this afternoon and this evening. We are going to deal in its entirety 
ith the balance of the 1963 financial long form report. 

The matter in which Mr. Pigeon was interested, namely the building pro- 
m, will come up later on in this report. ; 
The other aspect to which Mr. Pigeon referred was the C.B.C. policy at 
time in respect of extensions into other areas, either French or English, 
ich is outside of our terms of reference. We are limited to dealing with 
e 1962 and 1963 reports. That is why questions in this respect were not 
ermitted at that time. 

Would you proceed, Mr. Hales. 

_ Mr. Hates: Mr. Chairman, my question may also be ruled out of order by 
hat you have just said. Also, it may have been answered last Thursday when 
was unable to be. present. 

_ My question concerns the cost of converting CJBC in Toronto to a French 
ation and what the proposed income from advertising is. I would also like 
to know what profit or loss they expect from this station. 


,. The CHAIRMAN: I am afraid, Mr. Hales, that that information will not 
be forthcoming until this committee deals with the 1964 report. 


q Mr. OurmmetT: This would come under the 1963-64 report. 
The CuHarrMAN: This will be dealt with by the public accounts committee 


arliament gets around to examining these costs and the profit and loss state- 
1ents? Would it be an estimate committee or someone else who would check 
this beforehand? 
_ The CHAIRMAN: I am not ina position of responsibility and my answer 
ill be made without prejudice. I would think when the budget of the C.B.C. 
es before the house this budget then would include the various items 
E cost, the operational and capital costs, and I think this would be the 
tinent time to address questions to the minister. We might not have Mr. 
uimet there at that time but the minister would be there. 


_ Mr. Fisuer: Mr. Chairman, it may be worthwhile noting that the C.N.R. 
nd T.C.A. do provide us with a projected capital statement. 


- The CHarrmMan: Of course, the framework of that committee is a little 
different than the public accounts committee. 


_ Mr. Fisher, some of your questions were over the line, but I allowed 
‘ou to proceed. However, you see, we are a public accounts committee, deal- 
with the financial statements of the preceding year and the expenditures 
that year. While we might usefully make an examination in respect of 
ure programming, and so on, I think these questions definitely would be 
out t of order at the present time. 


rae Mr. Francis: Mr. Chairman, I was listening to Mr. Pigeon’s remarks and 
I w as going to parallel questions in respect of the English AES Ae networks. 
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The CuHarrman: I did not rule it out of order. There is no reason wh: 
member is not entitled to ask questions, bearing in mind that we are dea 
with the 1962-63 report; but, questions directed to the current year would be 
out of order. 4 


Mr. Francis: I would like to join with others in requesting that mo 
information on the C.B.C. annual report on regional breakdowns, breakdo 
of costs in respect of the different language networks, the costs on the revenue 
side by stations, and so on should be supplied. I cannot help but feel that the 
C.B.C. has an important part to play in the bilingual and cultural develop- 
ment of this country. I realize the costs cannot be accepted at face value in) 
any instance, but the total lack of information in this aspect of the annual 


report of the C.B.C. is one that disturbs me very much. q 


The CHAIRMAN: The information which has been requested will be given 
this afternoon. When our committee files its report, this is a subject matte 
which I think we will be quite free to deal with. At that time we will be able” 
to deal with the form of the budgets and any recommendations we make are 
within the ambit of our authority. 

Specifically, part of the information you are asking for, Mr. Francis, 
be available this afternoon. ; 

Mr. FISHER: Could I make one suggestion? There is a special committee, - 
Fowler, Steele and Lalonde, who are going to be looking at many of the things” 
we are trying to cover here, and it may be of value—I gather they are on) 
holidays but in a few weeks they will begin to operate—for the steeri ng 
committee of the public accounts committee, after reviewing the material we 
have here, to have a private meeting with those gentlemen and to express t¢ 
them some of the questions and some of the concern which were brought up 
here. 


The CHAIRMAN: This might be considered, Mr. Fisher, and the committee is. 
free to make these recommendations, which would include those, at a later | 
date, if they saw fit to do so. 

Mr. HARKNESS: The first thing I would like to ask is something in connec= . 
tion with what you mentioned a while ago. I think it is important in so far as 
we are considering the expenditures as shown in 1963. Mr. Ouimet no doubt 
at a point where he is going to make public the figures for 1964. I wonder if he 
could tell us at this time how much increase in expenditure they will show? 
We have these figures on page three showing how expenditures have gone up 
from 1960-61 to 1962-63. ; 


Mr. OurmMeT: You place me in some difficulty because this is a matter for 
parliament to decide. Until our annual report is tabled, it is difficult for me to 
reveal what it contains. It will be tabled in Parliament in due time. iq 


Mr. Harkness: I thought the time has just about come when you will be | 
tabling it, and I thought that probably you could give us some indication of the 
amount of increase. I was not asking for detailed figures on the budget. 


The CHAIRMAN: Mr. Harkness, I would think that if Mr. Ouimet feels th 
this would promote our deliberations, that is fine, but I would think that i it 
would be outside our terms of reference to ask him to disclose information on @ 
financial statement and his report which are not yet tabled in the house, and 
which, as a matter of fact, will only be before the committee next year. If 
wants to give the information I would not stop him, but if he feels he cannot, 
I am sure we would agree. 


Mr. Harkness: I wonder if you could indicate to us whether there would, 
be a considerable increase as far as next year’s budget is concerned. ; 
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“a Mr. OUIMET: You mean next year’s budget or the achievements of the year 
st finished? We are dealing with 1961-62 and 1962-63. We will be reporting 
0 parliament for 1963-64. We are on 1964-65, and we are working on the long 
"ange forecasts. 

Mr. HARKNESS: I mean the year ended March 31, 1964. 
' Mr. Ouret: The year after this there will be an increase in the order of 
yetween $5 million and $6 million. This is without the benefit of consulting 
the exact figures. 
_ Mr. Harkness: That increase would be almost entirely for operational 
sxpenses, not for capital expenses. Is this correct? 


| Mr. Ourmer: I am speaking of the operating budget. 


1s Mr. HarkKNnEss: In view of that, do you see any possibility of reducing the 
sonstant increase in operational expenses shown on the table on page three 
which continues at an even more rapid rate than was the case in 1962-63. In 
1962-63 there was very little increase. The expenditures were held down pretty 
well at half a million dollars difference. 


Fe Mr. OurmMet: Yes, sir. There is a means of holding them down, and that 
s to stop extending ine service, developing the service, or keeping up with the 
Jevelopment of television—because it is still Soyclonine generally, not just in 
canada—stopping the spiralling of wages, which is no greater in the C.B.C. 
than in other institutions or private enterprises. All of these factors contribute 


(0 increase our cost. As far as we know, our costs are not increasing in relation 
50 equal service for constant dollars or for a constant wage rate. There is no 
merease in cost. On the contrary, our costs have gone down in this respect. 
We have been able to reduce some of our production costs, but we have to meet 
sonditions as they present themselves, and that includes, just on the wage side, 
in average increase in cost of about three per cent in Canada per year. Wages 
amd fees are a very high percentage of the total expenditures in broadcasting, 
not only in the C.B.C. but in all broadcasting organizations. 


_ Mr. Harkness: I was wondering particularly whether there was not some 
yoom for cutting down expenditures as far as the administrative costs are 
soncerned. I mention this particularly because the Glassco commission report 
4sed a considerable amount of space on the headquarters organization which, 
as you realize, it criticizes pretty severely. It points out that over 10 per cent 
of the employees of the corporation were found in the headquarters group. At 
he same time it points out: 
—the most striking feature of the headquarters organization is that fewer 
than 20 people are directly concerned with programming while over 
800 are engaged in ancillary operations. It is therefore difficult to resist 
the conclusion that the headquarters organization is excessively pre- 
occupied with secondary matters. 
It goes on and says that as a result of a recommendation of the 1959 com- 
nittee the process of decentralization may have gone too far, that action was 
‘taken by the corporation to build up a central headquarters organization but 
that there was no real reorganization. What happened was that a whole new 
evel of management was superimposed on the existing organization, but the 
“fective management of broadcasting remained where it always has been, in 
Montreal and Toronto. 
be Now, as a result of this report, I wonder whether you have taken another 
00k at the number of people at your central headquarters here and at the jobs 
hey are doing, and made any effort to cut down the number of these people, 
nt ich as far as the government organization committee was concerned, quite 


ae 


| 
| 
| 
| 


ontributed effectively to any improvement in your broadcasting. 
21108—23 


the motion which the committee accepted, dealt with. I am sure he wants te 
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Mr. Ourmet: Mr. Harkness, you realize that your question cont 
a number of statements. Are we to discuss organization generally at this p 
If this is the case, then I would like to tell you what we are doing with 
to organization, the study we are undertaking at the moment. However, i 
are going to take the Glassco report and quote it sentence by sentence, t 
will have to deal with each sentence as it comes. For example, you were sp 
ing about the headquarters organization of 800. That includes 275 engin 
draftsmen and architects who are busy preparing the plans for consolidation « 
construction. Of course, this has nothing to do with the supervision of the 
poration or its administration, so head office administration is not 10 per ce 
When you reduce the figures to what I think they should contain, and you t 
engineering out of it—because this is not a supervisory department, it is a ¢ 
struction department—then the percentage of the headquarters office in terms 
of people, in relation to the total, is about six per cent. I do not think that 
per cent is out of line for any organization. To find out whether it is out of 
for a broadcasting organization would require a very careful analysis of the 
kind of supervision we have to make. a 

There are quite a number of statements that were made in the report 
which I think would warrant very careful consideration one by one. I just ha) 
pened to pick one of them to indicate to you that anyone can make it look pr 
bad when they say that 10 per cent of the whole staff of the corporatio 
engaged in administration and overhead, but out of that 10 per cent ther 
four per cent actually doing engineering and construction work. It therefore d 
not belong there in my view. Is six per cent bad? I do not think anyone can sa; 
that six per cent is bad. I think six per cent is pretty good. 


As far as the suggestion that only 20 people are engaged in program in 
matters at headquarters is concerned, these are specialists who are dealing 
such matters. It does not include the time of all the senior people who give 
at least half of their time to program matters. ‘ 


Mr. Harkness: I think, Mr. Ouimet, that the basic thing is not whethet 
it is six per cent, eight per cent or 10 per cent, but whether these people 
effectively employed. In the view of the cornmission that examined this, t 
were not effectively employed. The thing that I think particularly needs expla 
tion or a change is this statement that a whole new level of management 
superimposed on the existing organization. The implication is that they are 
doing useful work. 

Mr. OUIMET: I would be very pleased to deal with this. I would like to des 
with this at least, if you will allow me, Mr. Chairman. The whole new level @f 
management consists of three people. 


ag 


Mr. FISHER: Three more? 
Mr. OuIMET: Three general managers. 


The CHAIRMAN: Gentlemen, I stopped Mr. Fisher yesterday in part. On 
page 21, under the heading “special survey” the Auditor General, in his long” 
form report, introduced this subject within certain limitations. If the committee 
wants at this stage to launch a discussion on it, all right, but there are s 


matters in between. This is one of the matters which Mr. Harkness, in making 


pursue it. However, I would hope we might be able to hurry on from page nine 
and reach these one or two other matters which I am sure the committee, fr 
its questioning, has indicated it is quite concerned with. All members will t 
be able to indulge in a discussion at a time and in a manner more appropr: 
to this subject. I understand Mr. Ouimet wants to deal himself with the questi 
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ke eines: i brought this up at this time because we have hech dealing 
is breakdown in the number of employees in various forms of activities, 
nd television, which are common to both in administration as opposed to 
mming. I thought this was an appropriate time to bring this up. 


he CHAIRMAN: You are quite right. What we have been dealing with so 
covers the whole gamut of the report, but there was a special section on this 
ject. When we come to it, we can deal with it then. If the committee feels 
hey would like to aunen into a discussion on this, it is perfectly all right, 
e should limit ourselves to this so that the discussion ranges around. it 
does not go into other matters. ; 
‘Mr. ForBEs: I have one short question. 
Mr. Harkness: I do not care whether we go into it at this time or later. 
happy to go into it at a later time, but there is just one point in connection 
h what Mr. Ouimet said that should be put on the record at this point. He 
tioned the fact that 280 of these 800 people in headquarters were in the 
ineering headquarters. This again is one of the things which the Glassco 
n mission complained about. They point out that the Columbia Broadcasting 
ystem in the United States, with a total staff of approximately 12,000, has an 
ngineering staff of only 116, and plans to reduce that number. This was two 
years ago when they were investigating it. They point out particularly that it 
xtremely questionable that the corporation should have a staff of more than 
) people in its architectural division. I would think this is the case. It is 
remely questionable why there should be a staff of 70 in the architectural 
sion. The whole engineering end of the thing, in comparison with the larger 
ted States broadcasting system, seems to be a way out of proportion. You 
are as heavy in the engineering end of things. 
Mr. Ourmet: When you make comparisons between different organizations 
have to be sure that they are organizations which can be compared. The 
B.C. is an organization engaged in broadcasting, but C. B.S. is limited by law to 
r ‘ownership of only five stations in radio ond five stations in television. We 
in total probably 40 or 50 stations plus at least 100 of the smaller type 
ations. Furthermore, C.B.S. television has a small engineering staff, but it is 
B.S. Incorporated, the mother company, which has the C.B.S. research labora- 
f es and they do the research and engineering work for them. Therefore, with- 
jut a very careful comparison of exactly what they do and exactly what we do, 
cannot possibly draw a comparison between the two 
The CuHainMAN: Has anyone any further questions up to page nine? 
_ Mr. PritTiz: I am at a loss where I should ask questions. Are we confining 
urselves to the Auditor General’s report, or can questions be asked on the 
C.B.C. report this morning? 
- ‘The Cuarrman: You can use the C.B.C. report as a launching ground so 
g as they come within the ambit of our terms of reference. 
Mr. Prittie: I have a couple of questions regarding cost. I want to know 
at is the average cost of the installation of low power relay transmitters and 
e average cost of your annual operation. 
a Mr. Ourmet: As far as radio is concerned, the average cost of installation 
is about $5,000. 
Mr. PRITTIE: What would it cost you to operate that for a year? 
Mr. Ourmet: That depends entirely on how far a relay transmitter is 
ted from the existing radio network. If it is very nearby, then the operating 
Ost can be very small; it would be in the order of $1,000 or $2,000. However, 
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charges and mileage, and then you can run into thousands of dollars per ve ar 
This applies to radio. Television is entirely different. 


(Translation) 


Mr. Piceon: If I understand rightly, each year you ask for an increase, ] 
think you said $5,000,000 for one year; you ask parliament for that amount te 
operate this Crown Corporation. On what basis do you ask for $5,000,000, you 
could just as well ask for $25,000,000 a year since, as Mr. Ouimet Sait the 
extension of the networks alone, BE the French network, for example, could 
cost, I do not know how much, but in that connection I Seould like Mr. Ouimet 
to tell me, in general, on what general basis he asks for an increase in the 
budget, since this increase, if it was only up to Mr. Ouimet, might be of 
$30,000,000 or $40,000,000. f 


Mr. Ourmet: Mr. Pigeon, the basis is as follows. First of all we have to 
maintain the service that has already been established. Unfortunately to mair 
tain the service that has already been established we need, in general, three or 
four per cent more than the previous year simply because expenses are increas- 
ing, money has not exactly the same value as the preceding year. In addition we 
have to keep up-to-date with regard to technical developments. Ten years ago, 
for instance, there was no such thing as tape-recordings, but now this is an 
essential factor in our operations. So, from the technical standpoint our pro- 
grammes must be as good as those from the United States simply to maintain 
the present level. Some salaries are increasing but I have included that in the 
already given total figure for the years under consideration, that is three or fou 
per cent. In addition, well we must have enough money to operate the ney 
stations we are asked to establish. So each year we set up new stations in various 
places, English language stations, French language stations, stations in the Far 
North, and our services are progressively increasing at the request of the 
public. Through the years, since television began twelve years ago, we have 
greatly increased the number of hours of operation needless to say. At first 
operated two hours, the next year it was three. Then it increased fairly rapidly 
and at the present time we begin around 10 o’clock in the morning. The Amer- 
ican stations, which 60% of the Canadian population can tune-in to directly, 
start very early in the morning. So we have to meet considerable competition 
from that point of view. We start at 10 o’clock. It would be better if we could 
start earlier. We could keep our audience all through the day. But as it is very” 
expensive we are going about it slowly, very progressively. So our increase 
are due to two factors, namely, the gradual increase in cost from year to yeal 
in order to maintain our present service and in addition, the improvements to 
the service which can take the form of extensions to the network. In reality 
we should also—and we cannot do it because we are limited even with these 
increases of $5,000,000 and $6,000,000 a year, improve the quality of our } 
programmes, the percentage of programmes which should be of Canadian 
content. We cannot improve them as much as we would like; moreover that is” 
a minimum. That is, we ask for a little more than we are given and the Treas- 
ury Board usually cut us down by a few million dollars. Bs 


Mr. Piceon: In other words the Treasury Board acts as a cataliser. 


Mr. OurmetT: Of course the Treasury Board decide what estimates are to 
be recorded in the books submitted to Parliament. So all the money spent 
from year to year is first of all approved by the Treasury Board and then by ; 
Parliament. So if the increased costs of the C.B.C. are criticized, it must not be. 
forgotten that in so doing what the Parliament decides is also criticized. In any § 


case we have never spent more than the amount voted us. | 
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_ Mr. Piceon: Mr. Ouimet, the Canadian public want to have colour tele- 
vision before long as they have it in a number of other countries such as the 
United States. So I am wondering why, in your future estimates or in those 
you are submitting, you do not provide for adapting the network in that respect 
so that some programmes could be in colour? Can you tell me whether it is a 
matter of cost which the Treasury Board refuse to accept. 
_ Mr. Ovurmet: Mr. Pigeon, in the case of colour television the C.B. C. have 
simply considered that the time has not yet come to launch colour television 
in Canada. But I can tell you that it will very soon be time to do so and that 
‘it will have to be done before long. 

Mr. Picron: If the funds are available do you expect that in two years’ 
same we shall be as advanced and on the same footing as the United States. 


(Text) 
y The CHAIRMAN: We have had a very interesting philosophical discussion, 
but we are getting a little ahead of ourselves. 

Mr. PIGEON: But that concerns the budget. 

. The CHAIRMAN: That is the budget for two years ahead. 


(Translation) 
i Mr. PIGEON: To govern is to foresee the future. 


(Text) 

cE The CHAIRMAN: If you wanted to ask a question on why Mr. Ouimet did 
inot have colour television in 1963, you would be well within the ambit of our 
‘discussions. But if you ask him whether he is going to have colour television 
4 1964-65, then you are out of order. 


: ( Translation) 
Re Mr. Piczeon: But why was that? Last year you did not provide for that 
ao compared to many other countries, we are surely as advanced as they are. 

Ido not know, maybe they have a larger budget than ours. 

Mr. Ourmet: It is because colour is very expensive of course, and we 
rant to be absolutely sure that the experiments in the United States are suc- 
cessful before going in for colour ourselves. So last year, in 1963, we con- 
sidered that the time was not yet ripe for colour in Canada because of the 
considerable cost. If it were not for the cost we could, of course, have started 
colour television. But as it is very expensive, it was too early to do so. 
|. Mr. PIGEON: Just one last question. Have you any idea of how much it 
‘would cost for the two networks—the French and English networks? 


- Mr. OummEtT: In general, to operate colour television—and I am not speak- 
_ing of the investment eee would say approximately 15% more than black 
and white. 


| Mr. PicEon: Thank you Mr. Ouimet. 

| (Text) 

P Mr. Forses: Mr. Ouimet, I think it is about two years ago that you were 
directed by the board of broadcast governors to have your programs contain 
50 per cent or more Canadian content. If I am right in assuming that, has this 
E you more expense than if you were renting or purchasing films? 


+ 


_ +Mr. Ourmet: No, sir, because actually our own policies call for a greater 
content than that imposed by the B.B.G. on all broadcasting stations in Canada. 
The percentage stipulated by the B.B.G. is 55 per cent actually, and on our net- 
‘work we transmit about 65 per cent. We do so in accordance with our own 
policy. We think that a national service would not be doing its job if it did less 
than this amount, and we would like to increase it if possible. The problem 
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is that it costs money to produce Canadian programs, while usually Ww 
money showing United States programs. There is a difference in economic: 
there, and we would like to do more, but it will cost more to raise the 
centage of Canadian programs in our schedule. aN 
Mr. Forsres: Have you increased your staff as a result of this directive 
Mr. OuImMeEtT: No, because I think we were doing 65 per cent ourselve "eS 
before the B.B.G. came into existence. So the directive of the B.B.G. has + 
caused any increase in staff. q 
Mr. Forses: You said you would make more profit out of American fil ns 
Therefore, I would assume that it must cost you more to produce your own. 
Mr. OUIMET: Yes. When we buy American films or American syndic | 
programs we pay a small proportion of the cost of making these films. T 
films already have been paid for by the American distributors so they are 
available here at a very cheap cost compared to the cost of making a film. I 
respect of our costs of making programs in Canada we have been able to ke 
much below the American costs; perhaps one half or one third. But, when 
pay, say, $3,000 for the rental of an American syndicated program that costs, 
$60,000 to make, then we cannot possibly compete purely on the basis of co ts | 
Mr. Forses: Do you employ principally Canadian artists, engineers ar id 
so on when making your own programs? 
Mr. OuIMET: Yes, all the staff is Canadian. In respect of artists, I woul Ic 
say 95 per cent of our total expenditures are for Canadian artists and maybe 
5 per cent for international artists or talent. 
The CHAIRMAN: Mr. Fisher is next, and then Mr. Rondeau and Mr. Cardif i 
I hope we will be able to continue this morning beyond 11 o’clock in order thai 
we may be able to finish up to page 9 and then get back on the rails the 
afternoon. 
Mr. FISHER: If you look at page 4 of the Auditor General’s long report f 
the year ended 1963, under what heading would appear the expenditures, sa ry, 
where you hired or contracted with the Canadian producer to prepala é 
program for you. 
Mr. Ourmet: Are you talking about a contract producer? 
Mr. FISHER: Yes. 
Mr. OuUIMET: Or, a film production? 
Mr. FISHER: A contract producer. F: 
Mr. OuIMeET: You are referring to where we include a producer on cont ‘ 
Mr. FISHER: Yes. 
Mr. OuIMET: That would be in salaries and wages. 
Mr. FISHER: Would you give us a rough estimate of the extent of television 
work you farm out which is not basically a C.B.C. production with all the C.B. G 
resources. I am thinking of a kind of organization such as Screen Gems whic Ee 
produces the Berton program. " 
Mr. OUIMET: We are talking about different things. I was speaking ear 
about the number of producers we have on contract—that is, either on a seri 
of programs or on an occasional basis. But, you are talking about the amount 
of film or program production from outside. 
Mr. FISHER: Yes. 
Mr. OuImMeEtT: And, your question? 


 *e 


What I wanted to know is whether it would be possible in your budget to hee 
a breakdown showing the amount of money that is actually going, say, to 
national film board as an outside producer, or an individual firm? 
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Mr. OuImMeET: Well, we always could do this. But, again, we are dealing in a 
competitive field. I think the national film board publishes it in its own annual 
sport, if I am not mistaken. At least, I think they did. But, when you get to the 
oint of publishing how much is going to various segments of the industry I am 
| wondering whether this will be sufficiently useful to you to warrant the other 
difficulties. 
j Mr. FisHEeR: Well, let us look at something which may be very useful. You — 
break up your programming into different aspects, public affairs, news and — 
features, and this kind of thing. 
Mr. OurmetT: Yes. 
Mr. Fisuer: Is there any reason why you could not have a budget to cover 
that? I have in mind a budget revelation on how much you were projecting 
to spend on, say, public affairs; how much on variety, and so on. 
Mr. Ounmwet: Of course, the minute we make our schedule we have that 
and we allocate our budget. We have all this information. 

Mr. F1sHER: But we have not it. 

Mr. Outmet: I know. For example, there are problems in the presentation 
f this information. 
Mr. FISHER: What are they? 
% Mr. OUIMET: What I mean to say is that the B.B.G. has a number of cate- 
-gories which they use in connection with the private stations’ logs, and we also 
have to supply the same information. It is very difficult to divide programs into 
xact categories. For example, if you have music of a religious type, is this 
eligion or is this music? If you have music in a ballet, is that dance or is that 
music? In this way you end up with a pretty arbitrary division. In any Case, I 

nd no great difficulty myself in making an attempt to give this information, but 
perhaps it would not be as useful as you would think it would be. 
' Mr. FisHer: Let us take a look at the major categories. First of all, you 
have, let us say, American programs commercially sponsored. I do not know 
| what the classification of them would be, but that is one of your major 
programming categories. 
| a Mr. Outmmet: If I may interrupt, we do not think of them as American 
| program categories; they are either drama, variety or music, you see. Then, 
there is the other category; you have the American, the British and, so far as 
we are concerned, you also have the French, the European as well as the 
Canadian. 
' Mr. FISHER: This is the subject upon which I want you to elaborate. There 
are a number of ways you can classify your accounts in your budget so that we 
|| could get a better picture of what you are doing and on what you are spending 
' money. Now, surely you should be able to give some kind of projection of what 
|| you intend to spend in the coming year on drama and break that down into 
‘Canadian originations and foreign. Surely you can tell us how much you are 
| going to spend in your news department for the coming year. You should be 
able to give us a sort of rough projection. 
Mr. Ourtmet: For the coming year? You are talking about the budget now? 
Mr. FISHER: Yes. 
Mr. Ourmet: You know, I am in the hands of the committee. 
|| ‘The Cuarrman: I think Mr. Fisher’s question is a general one; I do not think 
he is referring to the 1964 budget. Am I correct in this assumption? 


Mr. FisHer: I am suggesting the information you bring to parliament and 
the headings under which you work with treasury board should give some 
indication of what you are spending. The reason I raise this is not to stir up 
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anything but more and more of these questions are being asked about the amoun 
of spending you are doing, say, in respect of Canadian talent, the ratio and so o n. 

Mr. OUIMET: This we can answer directly very easily. It is much less diffi- 
cult to answer when dealing with the matter like this and tabulating anything 
we have done than in getting into these categories a year ahead of time in respect 
of how much will come from each area. We would have to schedule away ahead 
of time in order to do that. 


Mr. FISHER: Well, you talk about balanced programming and you say the 
C.B.C. wants to offer balanced programming. Surely you have some kind of — 
formula or analysis. You know what the pattern is and what you are going to 
do, and I suggest if you are going to offer balanced programming—and this is 
hat you say the C.B.C. offers—you should know what is going into it and how 
much generally the components are going to cost. You should be able to give us 
some projection in this respect. 


Mr. OvuIMET: Of course, we know, but the question is how much of this 
can be reasonably expected to find its way into the budget or the annual repor 
You see, we table a budget in parliament every year. I had never received any 
indication before today that what we tabled was not satisfactory, and neither 
had I received any indication that our annual report was not satisfactory. 


Mr. FISHER: I want to offer an objection here. I have been in attendance at 
all the broadcasting committees and surely you, Mr. Ouimet, have been aware | 
of the way that members of parliament in committee have thrashed around and 
probed in an effort to obtain information. You will recall one committee whic 
had over 1,000 pages of evidence, most of which contained appendices which 
you provided here and there. I suggest that was an example of the fact that your 
annual report and budget statements are inadequate. 


I would like to put it to you that every time the broadcasting committee 
has met over a long period of years, if you want to get a quantitative sample 
The CHAIRMAN: If I may interrupt, Mr. Fisher, I think we are getting beyond 
our terms of reference. You are making a valid argument on the basis of why 
you think Mr. Ouimet should include more information. 
Mr. FISHER: More financial information. 


The CHAIRMAN: Yes, but I think it is irrelevant whether or not he kne 
about it or did not know about it. I think this is a matter for our consideration. 


Mr. FISHER: But I did not want to leave him with his argument on the 
record without some counter statement. 


The CHAIRMAN: You have commented on this. 


Mr. FIsHER: Could you provide in your annual report or in your budget 
breakdown, which we find in the Auditor General’s long report, such informa- 
tion on how much you spend or have spent or planned to spend on procuring 
programs from beyond the Canadian borders for each of your networks? 

Mr. OuIMeET: Yes. This certainly can be done. 


Mr. FISHER: Well, it is terrible to get into what is fair. But, if the figures 
showed that there was a larger percentage of revenue or money being spent © 
on the French network for original Canadian programs than is the case with the — 
English networks I think this would be information that would be useful and © 
most interesting to parliament. I just want to put it to you that it is for that Pal 
kind of reason that I put the question. s 


Mr. OuIMET: I can answer you right now. This is not the case; it is the 
other way about. 


I told you yesterday—and you will have the figures this afternoon because 
you asked for this information on Thursday—that we spend about in the ratio 
of one third French, two thirds English. 
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Mr. FisHer: But, this is total, and I am talking about internal. 


Mr. OUIMET: Well, this is internal also. The American programs are 
obtained mostly for the English networks. There are very few American 
programs available for the French network, and they are paid for totally by 
the sponsors, if we are talking about syndicated films. When we talk about 
feature films, then we have the same situation roughly in respect of both 
esctsrorks 
Mr. FIsHer: I want to suggest that what you have done here in response 
| to this is what you do repeatedly, and it does not answer what I want to know. 
I am sure you can provide random one shot pieces of information; you do this 
“for broadcasting committees. But, I am suggesting this kind of categorization 


The CHarrMAN: Mr. Rondeau is next and then Mr. Cardiff. 
Your comments have been noted, Mr. Fisher. 


. 3 Translation) 


ie Mr. RonpEAu: Mr. Ouimet, I rather think that some information is lacking 
here when one looks at the figures in your estimates. Do you not by chance have 

3 

i any other information you could make available to us, namely, the expenses of 

| your corporation, of the C.B.C., by province? Would it be possible to have 

_ that information, the per capita cost of the corporation’s operations by province? 


3 moment ago you mentioned the overall per ina cost for Canada I think. 


re a lot more performers and they can get other jobs besides those with the 
C.B.C. But, of course, the two large cities produce a lot more than the other 
- cities of Ganada. 

But I think that is fair. I cannot see how the per capita cost figure could 
a because it is not the cost of programmes for residents of Ontario or Que- 
ec. This is the cost of the programmes for the entire country. We could not, 
in the case of programmes originating in Vancouver, divide the cost of tie 
Vancouver programmes by the population of Vancouver to reach a figure that 
would have some meaning. I do not think it would be much use. 

E Mr. RonveEAv: I think you have gone beyond my thinking in the matter. 
I meant statistics concerning, for example, the number of employees of the 
—b.C: by province? 

I do not see any indication of the number of employees of the C.B.C earn- 
ing, say, $15,000 or over, $10,000 or over, $5,000 or over, in the report. For 
“example you have the one heading here for salaries and wages. They are taken 
all together and one cannot see which are salaries and which are wages. We 
| know you have employees who are merely wage-earners, and other employees 
who receive salaries. So we do not know what Be as amount to or wines 
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Mr. OuIMET: Mr. onion that is the kind of ‘information parliament 
committees have asked us for, but quite frankly I do not think we. can 
expected to submit an annual report, which is a report prepared like tha 
any other company or business, with figures that go into the details you 
proposing, but these figures vid this information are those we have supplied, 
I think we were asked to supply them each time in the past by parliamentary 
committees. We were asked to supply precisely this kind of information and 
we did so. But to give all this detail in a public report would take volumes 
You are thinking of a few figures but there are several other ways of dividing 
those figures. I think we are following the tradition established by the Crown 
Corporations and companies. We are not a government department. There is 
a distinction to be made. a 


(Text) 


The CHAIRMAN: Would you proceed now, Mr. Cardiff? 
Mr. CarpDIFF: I have just one question. 


Mr, Ouimet, you told us that you buy American film and make money on 
this. Is this a one way street or do you have an opportunity to sell Canadian 
film to the Americans? 


Mr. Ourmet: I wish we could sell them as much as we buy from them. 
As in other respects we have a bit of a problem here. But, we do export some 
programs. We do not export a great deal to the United Bistes but we do xn 
some. We export to Great Britain and Australia. 


Mr. Carpirr: Could you give us any percentage which would show the 
difference? ; 


Mr. OUIMET: Oh, it is all one way. 
Mr. Carpirr: It is practically all one way? 


Mr. OuIMET: It is practically all one way, for one good reason. The Amers 
ican programs we import are produced in Hollywood. They are produced for 
the international market, while the programs we make here we endeavour to 
make with a Canadian character. We do not try to make them with an inter. 
national flavour because if we did we would be just defeating the very purpose 
of our existence. But, the whole problem of broadcasting in Canada is to try 
and keep something Canadian before the Canadian public and to try to hold 
Canada together in the face of this tremendous amount of broadcast materia u 
that is coming over the border either directly on the airways—I already have 
mentioned that 60 per cent of the Canadian population receive American sta- 
tions directly—or imported by the C.B.C. and the private stations. We have LO 
mount and sustain an operation which is Canadian in character and which will 
be sufficiently good in comparison with what our wealthy neighbours can a 
in order that we retain a sufficient proportion of the audience and, therefore. 
make it worth while doing our job. And, in order to mount and sustain such 
an operation there is a minimum amount thet must be spent. 

Mr. Prittie: If Mr. Cardiff would not mind I would like to ask a rela 
tive question at this point. Are the programs which you do sell to Great Britain 
and Australia included under miscellaneous income and, if not, where wo ud 
this figure be shown? a 

Mr. OUIMET: Yes. 

The CHAIRMAN: To which table are you referring? 


Mr. PRITTIE: I am looking at the company’s report, page 21, where you 
have income, miscellaneous, $302,000. If any programs you sell are included 
in that amount, then it is not a very great amount. 


Mr. OUIMET: Can we check this point? There seems to be some confusion 
amongst us in this regard. 
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Mr. Prittir: I would like to know what you make on the sales of pro- 
is to commonwealth countries? 


Mr. OUIMET: We will check on this and obtain this information for you. 
The CHAIRMAN: This information will be supplied either this afternoon or 
iS evening. 

Mr. CarpiIrF: Those are all my questions. 

The CHAIRMAN: Would you proceed, Mr. Fisher. 


Mr. FisHeR: Can I put on the record another disclaimer. Mr. Ouimet has 
suggested that in achieving a Canadian standard or Canadian quality this rules 
out the international possibility. I want to put on the record that I do not believe 
this is so and that I think in many areas—I am speaking of drama and 
variety—if we cannot meet international standards or try to meet them we 
are classing ourselves as duds. 


Mr. Ourmet: I would like to answer that question. 


The CHarirMAN: Gentlemen, I think we are getting beyond public accounts 
again. 
Mr. OumMET: We are not talking about the same thing. If you are talking 
out professional standards, of course, we have to meet these standards and 
in this respect we do very well. But, on the other hand, you cannot have some- 
thing typically Canadian that alt appeal to all the markets of the world 
less, it is travelogue. In other words, a Hollywood product has an interna- 
tional flavour which characterizes it. We do not want to duplicate the Hollywood 
“product because we would be spending a lot of money to do what they 
already do very well. 


The CHAIRMAN: I really feel that both the questions and the answers that 
| are being put on the record at this time are far beyond what we should be deal- 
ing with at this time. Of course, this is a problem. We should not be dealing 
| w with this aspect of the subject eA all. 

i Would you proceed, Mr. McMillan. 


Mr. McMrtian: Mr. Chairman, I was interested in page 4, and I agree with 
Mr. Fisher when he says there is not enough breakdown. For instance, I am 
looking at salaries and wages, for which the figure of $44 million is set out. 
In the different departments of government, for instance, it shows the number 
4 employees in our estimates and in the public accounts it gives their salaries 
under different categories. But, we are confronted here with an expenditure 
of $44 million without a further breakdown, and I think this is really too 
n uch. Also, I think that the top item here, $17 million, should be broken down 
under these different headings such as artists, speakers and so on. 

: Would it be possible to get a further breakdown of that $44 million, 
$17 million, and this other category of $13 million, department expenses 
generally? 


_ Mr. Ovumet: I think I have already said that it is possible to give this 
information, and we have given it consistently to parliamentary committees 
‘on broadcasting. We have already given you some of this information. The 
information you have asked for we will be giving to you this afternoon. On 
in other hand, your suggestion seems to indicate that you are placing the 
EB. C. as a crown corporation very much in the same category as a government 


B.C. was established. It has a different administrative set-up, with 11 
directors; it has a board of directors, with nine outside the corporation who 
al re part time, and these are the trustees appointed by parliament. Now, this 
1s. the system that has been established. On top of that we have the treasury 


board supervision. The officials go over our budgets; they ask a lot of questions 


+e 


Ndepartment, and there is a distinction which was made very clear when the | 
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before we appear before the treasury board itself. The treasury board is made 
up of ministers of the crown and they then pass on the budget. Now, all of 
this could be different but that would be a decision of parliament. At the 
moment we are set up as a crown corporation and we are reporting as a crown 
corporation. “i 

The CHAIRMAN: Gentlemen, can we now take it that we have exhausted 
our efforts up to page nine and that we will start this afternoon with the 
balance sheet at page nine and go through and conclude this afternoon and this 
evening. 4 

The meeting will be adjourned until 3:30 this afternoon, at which time we 
will be starting on the balance sheet at page nine. 


Mr. FISHER: Will the meeting be held in this room? 
The CHAIRMAN: Yes. All meetings are being held here today. 


AFTERNOON SITTING 


TUESDAY, July 7, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum. Before we start I have two 
returns which were asked for by members and which are now being tabled by 
Mr. Ouimet: One is the operating cost of radio and television services in 
English and French, and the other is the approximate cost of a typical week’s 
programs in the fall schedule. These are both in English and French. Could I 
have a motion that these be tabled and printed as an appendix to today’s 
proceedings? 

Mr, PritTiE: I would so move. 

Mr. RONDEAU: I will second it. EB 


The CHAIRMAN: These should be distributed to members. There are enoug 1 
copies to go around to our quorum. 


While they are being distributed, before we go on to the next item on page 
nine, Mr. Ouimet would like to make a general comment with regard to matters 
brought up. We will then go to the balance sheet on page nine. 


Mr. OurmetT: Mr. Chairman, I will be very brief. This morning I answered 
a number of specific questions regarding expenditures and general policies 
which govern such expenditures. However, I observed that there was a general 
desire on the part of the members of the committee to have the corporation pro- 
vide in its annual report more information than we have provided in the past. 
Without such complementary information I can well see that you find it difficult 
to form an opinion regarding the nature, scope and the efficiency of the C.B:Ga 
operations. I believe a lot can be done to improve this situation, and I would like 
to take this matter up at our next board meeting so that our next annual report 
may be more directly and explicitly informative and useful to you, keeping in 
mind the many suggestions you made this morning. I would not like to tie 
myself down to a specific format at this time because obviously this will require 
very careful consideration. I simply have the personal conviction that we can 
meet your needs for more information without getting into a great deal of 
complication, ¥ 

If you will leave this in my hands, Mr. Chairman, I think we can get at least 
a good part of the answer to your problem and to our problem. 

The CHAIRMAN: Thank you, Mr. Ouimet. 


Can we go on to page nine, the balance sheet? Mr. Henderson, have you a 
comment to make on this? 


ie Tae 
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My 
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_ Mr. HENDERSON: If hon. members will open up their copies of the corpora- 
tion’s balance sheet and the printed annual report in the appendix to the 1963 
report as of March 31, 1963, they will be able to follow what is stated in my 
report as we deal with each of the assets and liabilities. 


: The first reference is on page nine of my long form report dealing with cash, 
which you will see from the balance sheet amounted to $3,617,000 at the balance 
sheet date. I give a brief reference to what makes that up and refer to our 
certification of it. 

We then come to accounts receivable, which are $3,664,000, and we give a 
brief summary of their nature. You will see that they are primarily trade 
account receivables; in other words, receivables due from sponsors, that is 
billings not paid at Bis date. My officers carried out a partial circularization of 
the balances of trade accounts receivable at various dates along with the internal 
auditors of the corporation. This is a standard test type of verification that is 
usually applied by auditors. The reserve for doubtful accounts remained un- 
changed at the figure of $10,000, and it would interest you to note that during 
the year bad debts written off amounted to $3,345 as compared to $5,523 for the 
previous year. 

The CHAIRMAN: If any members wish to ask any questions at the conclusion 


of Mr. Henderson’s comment before we go on to the next item, this is the time 
fo do it. 


= Mr. Hates: Yes, Mr. Chairman. First, I would like to ask the Auditor 
General if he does not think they should circulate all debtors with the accounts 
‘receivable the same as business organizations do simply by sending out the 
regular form stating the amount owing, and if this is not correct you do not 
have to report back. Why do we not follow this system? 


39 


ie Mr. HENDERSON: It is usually left to the discretion of the auditor whether he 
would apply what is called a positive circularization of the type you described 
or a negative. This time we carried out a positive circularization of this group 
instead of circularizing them all, and leaving it to them to tell us if they did not 
agree, because experience has shown a great many of the recipients do not pay 
any attention to the less than positive type circularizations. 

MY Mr. Hates: In your position formerly in the business world did you not 
‘circularize everyone? 

be Mr. HENDERSON: We used both methods. It would depend on our judgment 
‘as to the system of internal control present in the business, the efficiency of the 
procedures, the promptness with which accounts are customarily paid and the 
‘ereditworthiness of the people. In the case of the C.B.C., they are dealing 
‘primarily with large national advertising agencies. It is a eee: of judgment 
on the part of the auditor. I agree with you there is nothing better than a com- 
plete 100 per cent check, but we try to use our best judgment. 

\ Mr. Hates: This deals with public funds, and I think we should have a com- 
plete circularization rather than a positive circularization, as you refer to it. 

é Mr. HENDERSON: I am very glad to have your views because we deal with 
es type of problem in a number of crown corporations. 


Mr. Stokes has just reminded me that in many cases of course we are able 
e confirm receipt of the money settling the account by looking over receipts in 
the following months, and that will invariably dispose of a number of the out- 
‘standing debts. 
Mr. Haues: I have another question regarding accounts receivable of a little 
Wer $34 million out of a revenue of $33 million. Is this a fair proportion? 
Mr. HenpDERSON: I would think so, based on the turnover. 
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Pecewahie I HOuee in the listing on page 10, under the heading, “Miscellaneo s’ 
in the year 1962 you have $148,070 and in 1963 the figure increased to $285, 903, 
or almost twice as much. I was wondering if you could give us roughly a few 
instances of what constituted this increase under this particular heading? 


Mr. HENDERSON: I would ask Mr. Davies if he has the details on that. 


Mr. V. F. Davies (Comptroller, Canadian Broadcasting Corp.): No, I am 
sorry I do not have this readily available. We could make it available. 


The CHAIRMAN: Is the committee agreed that this might be made available 
and the answer printed as an appendix so that information will be here? 


Mr. Hates: I have a question in connection with the accounts written off. I 
would like to know the top three accounts that were written off and the amounts 
involved. ‘ 


Mr. Davies: The top three accounts would be: the Dartmouth Food Pla a 
Limited, $1,200; the Civic Square Theatre Foundation, $594 and the Wild Duck 
restaurant, $650. 


Mr. Hates: Regarding the highest one of $1,200, your credit department 
would know that this account was behind and yet it continued to allow adver- 
tising. What policy do you follow in that regard? 


Mr. Davies: The policy we have is that where an account is open for sale, 
when the order is written, if it is not a well known customer and his credit is 
not already established, this goes to the accounts department of the area or 
region involved which calls for a credit report of the prospective customer. 
They discuss it with the sales department on the basis of the credit rating that 
is usually established. If there is no credit rating, then they would come to an 
agreement on how the payment would be made, either in advance or in some 
other way. Normally it is usual that the credit rating is available and sales are 
not made until this is available. There are odd cases where payments are made 
in advance of the commercial, until the credit rating is established. In this par- 
ticular case I would think it must have been one where something untoward 
happened to the people involved, and they got behind in their payments and 
were unable to satisfy the balance of their account. 


Mr. HARKNESS: You mean they finally went bankrupt and you could not 
collect? z 

Mr. Davies: This would be the case. I do not know whether this is what 
happened in this particular case, but the ones that we have had heretofore were 
dealt with in this manner. Some of them do come back years later and pay thes e 
in small pieces. ; 

Mr. Hates: Would there be a credit man in the area responsible for this, or 
is this from the central office? 


Mr. Davigs: The chief accountant of the area has this responsibility. There . 


is a credit manager in my office who co-ordinates the general activity so that 
if there are credit ratings the chief accountant cannot get hold of he contacts 


. . . . . ‘a : 
the credit manager. Also, if there are questions in one region of the country 


where a particular advertiser is having trouble, the credit manager gets to know 
about it by virtue of the reports and he would circulate this to the other 
accounting offices so that we should not get an imbalance in the relationships 
between one area of the country and the other. 4 

Mr. HAuEs: Are there any incentives to your credit manager on a perce t- 
age basis for accounts collected, or the opposite, that is deduction for moneys 
lost? 


. 
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Mr. Davies: We have not done this because of the very small nature of our 
xperience of loss. We find that it would be very difficult to put him on any 
ncentive on this basis because he is not directly related in this way to this 
kind of error. 
| Mr. HarKNESs: How long do you hold these accounts in your books before 
you write them off? 
E Mr. Davies: We do a review every year in complete detail of the balances 
and accounts receivable. Where there has been a very slow paying account, it 
has been open for 12 months. We discuss this with the salesman and it is under 
discussion with the customer. If it looks as though he were in a poor sort of 
situation, then we would write off the account. If it looks like a fairly healthy 
situation, recovering in the next year, then we might decide to keep it open. 
Normally we operate on a conservative basis where we would try to get a 
write-off within a year. i 
_ Mr. HARKNESS: What percentage of these receivables would have been 
yehind payment for six months or more? 
; Mr. Davies: The paying of accounts receivable? It is 96.8 per cent for 
is 0 days, 86 per cent were 30 days. There was only about three per cent that were 
on the other side. 
‘ Mr. Ourmet: I believe the question was how many were beyond six months. 
[ think there were very few. 
Mr. Davies: Oh, beyond six months? It is .7 per cent, or $20,000. 
The CHarrMAN: Mr. Henderson, would you carry on with page 11? We did 
deal with the investment of bonds when Mr. Rock was here. 
Mr. Harkness: I have one question on that. Why is this investment of 
approximately a million and a half Canada bonds held over? What is the 
‘purpose or the reason for it? 
‘Mr. HENDERSON: That is a hangover, I think, from some securities they had 
some years ago, and because of the low market value they are holding them to 
‘maturity, which will occur in 1968—that is their present intention. Ordinarily, 
the corporation would not have occasion to have an investment portfolio. 
Mr. Harkness: Parliament has voted $70,000,000 odd for the year’s expenses 
_we are dealing with here, and I wonder why the corporation was holding these 
$1,500,000 in bonds. 
| Mr. HENDERSON: This is a hangover going back a number of years. They 

would have been faced with a loss on the market had they disposed of them. 
The corporation formerly had advances and thus had some surplus funds, so 
they invested it in these securities. With the market price falling, their best 
‘hope would be to hold them until maturity. I think Mr. Ouimet would like 
nothing better than to cash them now, but he would not want to do so and 
take a loss of about $120,000. 
Mr. Outmet: If we can hold on for another two or three years we will 
‘recover the full amount. 

Mr. HarkKneEss: Very well. 

Le Mr. HENDERSON: The next item deals with “Engineering and production 
supplies, $1,645,955”. There I give the composition of the balances. It is a fairly 
‘routine inventory carried by the corporation made up of engineering supplies, 
production supplies, and engineering work in process. 
-_In the last paragraph on page 11 you will notice that during the year they 
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These consist of programs which have been made Bi put on Shdcote 
are being held pending showing; and programs which at the date of the bal 
sheet were in process of production. We show the cost of the programs comp 
and in process, broken down by various regions. This is a breakdown wh 
will probably be interesting to Mr. Fisher in the light of his earlier questions. 
And we point out that the bulk of the program inventory continued to be i 
Toronto and Montreal for the English and French networks respectively, a 
we indicate the approximate dates when this inventory will be used. es 


On page 13 you will see that we show the approximate telecast dates. We 
look at them to satisfy ourselves that the inventory is of a current nature and is 
in fact going to be used. We then make reference on page 13 to the write offs in 
this area which during the year totalled $115,119 as compared with $206,193 
during the previous year. It will be interesting to note that the write offs at thi 
level represent the cost of 106 programs or parts of programs which for various 
reasons were abandoned. Most of the programs written off involved a cost of less 
than $1,000, but there were two items in there which involved a rather larger 
amount. I indicate what these were and I give the reason why the corporat 
took the action that it did. ; 


Mr. FISHER: In view of the fact that you referred to the point this morning— 


The CHAIRMAN: I believe Mr. Hales has indicated that he wanted to ake 
question. a 


in 

i. 
bn 
J 


/ 


Mr. FISHER: It was because this morning I raised the point about some 
contract. Is it an unusual experience to have outside producers go bankrupt t, 
as in this case? : 


Mr. OUIMET: It is certainly unusual to have one go bankrupt and leave 1 s 
holding the bag for $44,000. But I would not be able to answer you whe 
there have been other producers who have gone out of business. 


Mr. FIsHER: In hiring a producer what sort of preparation do you make to 
determine his financial position? 


Mr. Ourmet: There are two things we have to determine: We haved to 
determine his production ability, his creative ability as well as his financial i 
position. In this particular case this company had produced over the years fo 
us a number of outstanding series of excellent programs in every way. This wa 1s 
an outstanding production company. And finally, unexpectedly, they had finan- 
cial difficulties and we took a loss. 


But if you consider the kind of programs and their value in terms of a 
gram material which we got over the years from the company, I think we did 
very well. It was one of our best outside producers. 


Mr. FISHER: This seems something like the Pearson film situation wherein 
you had the C.B.C. providing a part of the production facilities and part of the 


loss was due to his cost as well as the producer being responsible for a certait n 
share? 


7 


Mr. Ourmet: I believe that this particular company produced these fin ns 
in toto completely and delivered them to us. 


Mr. FISHER: What rules have you for the other kind of operation where 
you have a mix, where your equipment and facilities may become part of the 
cost to picture? 

Mr. OUIMET: We have a great many variations of arrangements varyl 
all the way from the commissioning of a film where the total and complete 
assignment is given to an outside producer, to the arrangement where we have 
our Own producer moving in, sometimes with C.B.C. assistance, and usi 
only the technical facilities of the outside producer. You have a full rangé 
of possibilities, and each case depends on the needs at that time. a 
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Mr. FIsHER: I shall ask Mr. Henderson this question: When you approach 
analysis in this particular area is it at all clear, and is it apparent as to the 
ifferent arrangements, in so far as the cost set up is concerned? 

_ Mr. HENDERSON: I would say so. We have not had any problems in that 
egard. Perhaps Mr. Stokes might care to speak to this question. 

_ Mr. A. B. STOKES (Audit Director, Auditor General’s Office): I do not think 
uur audit would enter into this particular field really. We are interested in 
penditures which might be incurred rather than the policy which a com- 
ipany might adopt in producing anything. 

_ The CHaiRMAN: Would you mind speaking louder, Mr. Stokes. 

Mr. FISHER: How important is it to have this flexibility? 

Mr. OuImMeEtT: I think it is quite important and particularly in the case of 
Viontreal where we have fewer studios than we need. Because of limited 
acilities we do have to assign a number of these productions outside in greater 
m mber than we do, relatively speaking, in Toronto. 

_ Mr. FIsHER: Do you contemplate the time when you finally get your ideal 
facilities at Montreal and Toronto that this matter will change at all? 

Mr. OUIMET: It might change to a certain degree but I do not contemplate 
the day when we would do everything ourselves. 


Mr. FISHER: In view of the indication that you will consider putting more 


Mr. OuIMET: I think this information could be prided 

Mr. HENDERSON: I might point out, Mr. Fisher, that in my report to the 
ouse I refer to these inventory write offs. The information you are seeing 
ere was shown in this case in my report to the house. I did not name the 
programs or the films, but I show them because, as you know, the committee’s 
ections to me over the past several years have been to show non-productive 
penses. And where they occur in the case of crown corporations they appear 
der the appropriate captions in my report of those corporations. 

Mr. FisHerR: It certainly does appear to be a major figure, but I assume 
n the light of what has happened recently it will become a most interesting 


_ Mr. Davies: In respect of this figure and bearing in mind Mr. Harkness’ 
estion, in this particular case we are still in negotiation with the trustee 
der the winding up act in order to recover a certain part of the funds 
involved, and where we do this it will reduce the value of the amount that we 


Mr. Outmet: No. This was purely a technical fault. 
Mr. Hates: I am sorry but I shall have to go back a bit here. On page 11, 


Mr. HENDERSON: Yes sir. 

_ Mr. Hates: As to these technical supplies and this great inventory which 
u carry both here at Ottawa as well as at Edmonton, do private television 

ons carry such inventories as this, or do you interchange with one another 

respect of engineering supplies? I suppose Mr. Ouimet might answer 

question. 

’ Mr. HeNpDERSON: Are you directing your questions to me? 
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Mr. Hates: All right. 


Mr. HENDERSON: I do not believe there is any interchange between tk 2e 
corporation and private broadcasters in this field. It might occasionally tak 
place, perhaps. z 

Mr. OvurmMeEt: I believe that is correct. There are times when we do help 
one another, if there is a major part missing and we have one while they 
do not, or it may be vice versa. This has often happened in the past, but there 
is no attempt to have a common inventory for use by the two stations, the 
C.B.C. and the private station. I would say generally that the stock might be 
quite different, depending on the kind of equipment used, whether we use the 
same kind of make and so on. Although there would be some parts which would 
obviously be common. 7 


Mr. HALES: Why would you set up a storage of this material in this day 
of such fast travel? Would not a central place be able to fly the necessary parts 
when wanted to where needed? 


Mr. Davirs: This is a question—we are talking about—inventories and 
holding our immediately required spare parts, in relation to the technical 
equipment involved such as cameras and that sort of thing, for which repair 
parts could be flown from a central area. 


Mr. Ourmet: Some of this equipment is fairly expensive per unit. Fo 
example, a camera tube costs something of the order of $1,700 to $1,800 and 
if you have a number of cameras, you will need a number of tubes as spares. 
And the same with transmitter tubes, such as for the 50 kilowatt station—at 
one time they cost $3,000; and then there are the recording heads for videotape 
recorders. I believe they cost something like $1,400 per head. So it does not 
require very much to mount up. 


Mr. Haues: I just wish to call your attention to the fact that business is 
tending towards central storage and supplies rather than expanding.. Most 
companies are pulling in their warehousing to a central point, while you are 
doing the opposite. This is where part of your cost would be involved, and this 
is what is costing the C.B.C. money. 1 


Mr. Ourmmet: I am not sure that we are decentralizing our warehousing. 
I have not studied this particular problem recently and I am at a loss to give 
you exact information. But I do not think we are decentralizing at the moment. 


Mr. Davies: As a matter of fact, I think this is a very difficult question to 
determine, as you must be quite well aware. It depends entirely on the imme- 
diacy of the requirements; it depends on the geographical distribution whether 
or not you have certain main centres or just one main centre. About 1957, 
I think, there were centralized stores in Montreal, and this question was 
studied. But the larger part of those stores were moved separately to each of 
the areas and divisions; and along with this there was a decentralization of 
the purchasing department; and whereas heretofore all the purchasing had 
been done through one central office, there were purchasing agents set up in 
these areas, and some of them have other duties, so that the immediate require- 
ment to be purchased at a particular station need not be referred through one 
central office. We have studied this and to the extent we have done it so far 
it seems to have produced good economies. Now, one never is satisfied, and 
with an inventory of this size, currently we are continuing to look into this 
matter to see whether or not certain developments can be made in respect of 
classification of the inventories on hand, for instance, the slower moving items, 
to ascertain whether they need be stocked, or whether they are of a nature 
that they need not be stocked at all, but can be ordered directly from the 
supplier. : 
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Mr. Ourmet: Perhaps there is one point I should stress. In our type of 
‘operation there are supplies which would lend themselves very well to the 
‘centralization of which you have spoken, and there are other types of equip- 
f ent which obviously are needed to keep us on the air. In these cases even a 
fast jet would be much too slow a process in getting the equipment on the 
oe So, tubes, cameras, recording heads, and that sort of equipment must be 
‘right there on the spot, because if you lose one, two or five minutes, it is one, 
two or five minutes too long. It is not quite like it is in industry. However, 
there are other cases where I think your observation would apply completely. 
», Mr. Hates: All right; but you have $32,000 of technical inventory at 
‘Edmonton, according to this, and five years from now there likely will be five 
times that much. 

Mr. Davies: I do not think so, because this is under continual observation. 
Mr. Hates: We will see whether it goes up. 


% 
Ree 
. 
4 Mr. HENDERSON: We are moving into film and script rights on page 13. 


i. The CHAIRMAN: I think there still are some questions on programs com- 
pleted and in process of production. 

Mr. FIsHER: I have a supplementary question in respect of engineering. 
When you make engineering plans and drawings, are they given a book value 
of any kind? 

, Mr. OUIMET: Yes. 

Mr. Prittie: I have one question under inventory. Are tapes of radio 
programs, such as public affairs programs, dramas, and so on, which probably 
are kept in store for years, shown as a book value anywhere in the inventory? 


Mr. Davies: No. We have physical control of these stocks, but they are not 


Ce Mr. OurmetT: In many cases they cannot be used without further payment 
to the artist—step up fees. 


gramme entitled: “L’Homme devant la science” (Man before Science) and the 
extraordinary story of that failure? 


Mr. Ourmet: I think that it was produced by the Niagara Company. If I 


Mr. Harkness: Are most of these programs shown as in process of produc- 
tion on video tape? 

Mr. OuImMET: Most of them are on video tape; an increasing number are. 
Mr. HarKNESS: Some are on video tape and some on film? 


_ Mr. OuImMET: Some would be on film, but I would say that an increasing 
"percentage is on video tape. There is a great proportion of our production now 
which is put on video tape for a number of reasons. Video tape permits us to 
equalize our manufacturing load, if you want to call it that, or our production 
load, so that instead of having a peak season right in the middle of the winter 
when we have our peak programming, and a very hollow summer, we can 
! produce some of our programs in the summer by putting them on video tape. 
“In this way we can use our facilities and our staff with greater efficiency. 
There are other advantages in recording these. Without any great additional cost 
you are able to stop and start the production in order, say, to permit changes 


ob . . . 
in costume or scenery; there are many advantages in recording on video tape. 
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Mr. Harkness: How much of the $15,000 in 1963 and the $206,000 inl 
were programs which the C.B.C. had made themselves and did not use? | 


Mr. OUIMET: We do not have the information before us. On the other ha ad, 
take the year ended in 1963 where the total was $115,000, out of that $44,000 
was outside. That would leave a possibility of $71,000 which might include both 
inside and outside production. q 


Mr. HENDERSON: The $115,000 would largely represent parts of progra n S 
It was spread across 106 separate productions; but the largest are the ones we 


noted here. a 
Mr. Davies: We have a complete list of this by program, and we co 1d 
file it. 


Mr. HARKNESS: Really, all I want is the figure showing the number of 
programs you made yourself and did not use. i 


Mr. Davies: We could add them up and in a couple of minutes time have 
them for you. 


Mr. HARKNESS: For those two years. 
Mr. OurMmeT: These would include parts of programs. 


Mr. HARKNESS: Would you include such items as when you send a team to 
some foreign country to take pictures of something or other and then decide 
not to use them? } 

Mr. OUIMET: Yes; this has happened. 7 


Mr. HARKNESS: I remember two or three instances in the past where this 
happened. q 


Mr. Ourmet: I remember one. if 


Mr. HENDERSON: In the 1962 report you had an example of that. There was 
this film “Cuba Si” which was abandoned at a cost of $46,633. This was in the 
$206,193 figure last year. 


Mr. HARKNESS: I would like to have a breakdown of that $206,000 to show 
how much of it is in programs along this line, because this seems to me to be 
one of the ways in which a reasonable amount of money is in effect wasted 
I do not know just how you can prevent this sort of thing, but I would think that 
a little better judgment before one of these programs is started might prevent 
quite a bit of wastage. ; 


ast 
a 


” 


Mr. OuIMET: Mr. Harkness, our business is that of producing programs. Ot 1 
wastage occurs in the production of programs, just as in the case of a manufac- 
turer of some other product, the wastage occurs in the manufacture of a particu 
lar product. Our wastage, on the basis of the figures we have just used, is one 
third of one per cent. I do not think that is high wastage. Of course, we would 
like to reduce the wastage. We would like never to have a rejection such as the 
“Cuba Si” program, but such things do happen. If we take so many precautions 
that programs are never rejected I am afraid the quality of programming will 
lose something in originality. q 


Mr. Prittie: Mr. Chairman, I wonder whether Mr. Harkness will allow 
me to ask a question at this point related to this particular subject? 
Do you have any way by which you can compare these wastage figures with — 
figures applicable to the B.B.C. or the N.B.C. which I suppose have the same 
experience in producing programs they do not use? Have you any idea what he 
comparative figures would show? a 
Mr. Ourmet: I have no idea what the percentage of reject programs is in 
respect of those companies, although I know they also reject programs. Y 


Mr. PRITTIE: They reject programs in respect of which they spend quite a 
bit of money; is that right? ae 
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Mr. PritTtTiE: I asked the question because we tend to be shocked by the 
owledge that many thousands of dollars are spent during the year on programs 
ch are rejected, and I wondered whether this was common experience to 
business. It would be useful to know what the experience has been of other 
panies. 

Mr. Outmet: I cannot answer your question in this regard, Mr. Prittie, but 
should be surprised if our record in this regard is not as good as the ae 
of any of those other companies. 

‘a Mr. Harkness: How do these figures compare with the figures in. this~ 
respect for the previous three years? 

- Mr. Henperson: Are you referring to the write offs? 

Mr. HarKnEss: Yes, I am referring to the write offs. 

Mr. HENDERSON: The write offs in 1960-61 totalled $53,109; for 1961-62, 
V which was the previous report you considered, they amounted to $206,193, and 
for 1963 they amount to $115,119. 

‘Mr. Harkness: I was really referring to the $53,000 in the two year period 
before that. In other words, I was wondering whether this amount was generally 
ing up or down, or whether there was any pattern involved. 

Mr. Oumet: I would suggest that it will be a variable and will depend on 
he number of specific instances involved such as the ‘‘Cuba Si” program of 
a Phich we spoke. The experience of one “Cuba Si” program can make a big 
difference in the total cost of rejects in a year, because other rejects are more or 
ss routine and part of all programs that are not used. 

Mr. Harkness: In connection with this particular film you mentioned, that 
sum would apply to all others, or videotapes, as the case may be, but who 
actually makes the decision whether a team will be sent over to make such a 
jicture? Where does that decision le? 

Mr. OUIMET: We are now moving into another area, and this applies to any 
' film whether rejected or not. You are not asking about the “Cuba Si” program 
_ particular; is that right? 

Mr. HARKNESS: No. 

Mr. Outmet: You are directing your question to any film. The decision is 
nade by the directors of programming of the English and French network and 
gl enerally is delegated to that level. On the other hand, there might be special 
ircumstances in respect of which we might be consulted at a higher level. The 
scision depends on what is being made. Some of the films are pretty well 
routine, while others are not, and the decision in respect of the routine films 
are delegated further down the line. 


ih 


Mr. Harkness: By and large the decision would be made then by the 


_ Mr. OurmmeT: That is right. Mind you, the decision is made there but, of 

rse, we are responsible for their decision. We cannot delegate the account- 
ity. I would repeat that this is a very good record, and I think if we were to 
k into the record of other producers of programs, I would be very much sur- 
ed if we could find any organization with a record as good as ours. The 
entage of rejects amounts to only one third of one per cent. There will 
aly rays be rejects unless we agree beforehand that we are not going to follow 
our standards. 

v4 
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Mr. HauLEs: By the same token a private t.v. producer could not stand 
kind of loss; is that right? Pr 


Mr. OuIMeET: No, and a private station does not make this kind of program 
either, because a private television station in Canada does not make a $40,000 
documentary, or for that matter a $20,000 film. 


The CHAIRMAN: Have you completed your questions, Mr. Harkness? 
Hr. HARKNESS: Yes. 


The CHAIRMAN: I have as the next questioner on my list the name of Mr, 
Southam and then Mr. Rondeau. t 


Mr. SoutTHAM: Part of the question I wish to ask arises from the discussion 
of Mr. Harkness’ question, but more specifically refers to the main programs 
written off involving costs of less than $1,000. You state: “. . . however, the 
two items involving more material amounts were .. .”, and then you specif} 
these extraordinary histories and the Alberta game farm program and, more 
recently, this one very sensitive one in regard to Prime Minister Pearson. In 
this respect I notice there are specific instances involving other amounts. I 
there any change in policy in this regard on the part of the corporation to tighte1 
up on economic supervision in respect of these programs so that you will no 
have such a big jump from writing off programs costing $1,000 to programs 
costing $40,000? 


Mr. OUIMET: Obviously when we have to reject a program like “Cuba Si” 
we do a lot of soulsearching about the situation or conditions which brought 
about such a situation. We do tighten up to make sure that this sort of expeny i- 
ture is caught before it is too late to do something about it. 

On the other hand, we do schedule programs other than programs such as 
“Cuba Si’, at the national level, regional level, local level, in English or i 
French, in radio or in television, to the extent of some 200,000 programs per 
year. One of the problems with which we are faced arises because of the facet 
they are all individually made and are all different. It is not like producing 
automobiles or shoes, and I suggest the production of automobiles is a goo¢ 
example. An automobile is a complex mechanism but it is all set-up, the plan: 
are made, you have ten models and you produce a great number of each mode 
In the case of television and radio programs each one is custom built and is the 
result of the idea of a creative person who must be given a certain amount 0 
initiative and leeway in order to bring his idea forward so that it can be 
judged. Sometimes we do get into difficulty, but we try to have as much super- 
vision as we can without going too far, so as not to smother the creative spirit 
of the producer. Generally our record has been, as I say, very good, because the 
bulk of these things we are discussing are small items which are not used and 
which were planned for insertion as part of a program. 


Mr. SouTHAM: I think you have answered quite well the point of my ques- 
tion, but it did not relate entirely to smothering the creative imagination of 
some of these producers, but was directed rather toward particular care bein: 
taken before the programs advance too far before being detected as being 
something which must be thrown out or discarded. We should have perhap 
more supervision of this sort. 


Mr. Ourmet: That is usually done, but the times we get into trouble are 
those times when production is late, when the producers are late in their work, 
and when we have a deadline to meet and see them at the last minute. 


The CHAIRMAN: You are next, Mr. Rondeau, followed by Mr. Prittie. 


cbr res 
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(Translation) 
- -‘Mr. RonpeEau: I would like to ask Mr. Ouimet a question concerning the 
programme entitled: “L’homme devant la science” whose producer went bank- 
-rupt and has stated that you had paid the cost of the film in advance. Is it your 
| g yeneral policy to pay in advance a great number of the films? 

Mr. Ourmmet: No, it is not our general policy, but in some cases we must 
do so in order to obtain good films. In other words, some producers turn out very 
g ‘ood films but cannot finance the whole production, so we help them. The main 
Ms ‘objective of CBC is to obtain good programmes, and in some cases we must 
assume some risks in order to obtain a good programme. In general, we are 
quite successful; in that instance, after several years of work done by that firm, 
we were taken in for $44,000, but nonetheless we hope that we will be able to 
ecover part of that amount. 

_ Mr. RonveEav: It is precisely on your hopes of recovering part of it. Can 
you sell back to other firms those films which you decide not to show to the 
public, in order to recover part of the cost, and would those firms assume the 
responsibility of showing them? 

Mr. OurmmMet: In this case, it is not because we have decided not to show 
hem; the films were not completed, and that is the reason why we could not 
show them. 

s Mr. RonpDEAv: But in other cases where the films are completed and for lack 
of quality or some other reason, you decide not to show them, does . 

; Mr. OurmmetT: In general, if we produce films which are not acceptable 
according to our standards, we do not think that we should sell them to others. 
“Apparently, this practice exists in the business world, but in the field of pro- 
gramming, if we deem that a film is not acceptable by the CBC, we also think 
that it should not be shown. 


ot ( Text) 
Mr. FisHerR: What was that again? Mr. Ouimet, would you complete that 
last sentence in English. 


(Translation) 
Mr. RonpEAu: But, Mr. Ouimet, if I wished to purchase one of your films 
which you have deemed unfit to be shown in public, and if I am willing to 
reimburse you your costs of producing such a film, you are discharged of all 
responsibility? If I pay you for such a film, it is no longer your responsibility; 
| it reimburses at least your costs, and the CBC is no longer responsible for it. 
Mr. Ourmet: Nonetheless, it remains a CBC film, indeed it is. 


et 1 ext ) 

Mr. FIsHER: I would like to know what you would do if one of these films 
‘won a world prize. 

Mr. Oumet: I do not think it changes the situation. 

Mr. FisHER: No, I do not think it would. 

The CHAIRMAN: Would you proceed, now, Mr. Prittie. 

Mr. Prittie: Mr. Chairman, although I do not have a question on this sec- 
tion, before we get into the international broadcasting service facilities I would 
like to ask one question on the material which Mr. Ouimet presented this 
afternoon. 

The CHAIRMAN: Yes, Mr. Prittie; you can ask questions on that now. 

- -Mr. Prirtre: Thank you. I am referring to the table showing the costs of 


Operating radio and the receipts from advertising. 
ae 


Ale ate te fee A, Oe LO Lae ee a 
iS bei ith we ky) 


inners ae Ss eh Be A NT Roarags Se anh ee 
Wigs Nard Ae AN nm ait iP 
4 iaertiaca: Bayt ake 


rh 
- a ‘ 
> PNA ee 


aay 
. 


ey | Ss \ STANDING COMMITTER (ut 0: wane nate 


Mr. Ourmet: Yes, I have it. 


Mr. PrRITTIE: I notice that your receipts from radio advertising sales amo in ; 
to $2,696,000 and operating costs in the amount of $21,156,000. Has the corpora- 
tion hoard discussed at any time the possibility of operating a completely com- 
mercially free radio system? I do not expect it in television. h 


Mr. OurmetT: This has not been considered formally but it has been me 1 
tioned. This is a subject which might be considered. 


Mr. Prittiz: Thank you. I will have more to say about that on another 
occasion. 


The CHAIRMAN: Mr. Hales, you are next. 


Mr. Hates: My question deals with page 12 where it sets out programs 
completed and in process of production. In respect of CJBC radio station in 
Toronto, would any of this amount for programs completed and in process of 
production be set up to be used this year in converting this station to an all 
French station? 


Mr. Ourmet: I do not think there is anything in this figure that would 
apply to CJBC. Also, this applies to the 1961-62 and 1962-63 years. 


Mr. HALEs: I know I was ruled out of order on this, this morning and I an a 
trying to get in order. But, I am not too sure how to get in order here. 


The CHAIRMAN: You can always try, Mr. Hales. 


Mr. Hautes: I want to know the proposed cost of the conversion and wie 
revenue you expect from that station. I think it is being changed over on Octo- 
ber 1. If I were looking for these figures in respect of 1963, where would I find 
them? 


The CHAIRMAN: I think that is the trouble, Mr. Hales; you would not find 
them there. 


Mr. PritTIE: Yes, I think he would. They would be in the total radio add 
vertising receipts in this table. Is that not correct? 
The CHAIRMAN: Do you mean if the radio station had been in operation = 
Mr. HALEs: Yes. 


The CHAIRMAN:—in 1963, and, if converted, where you would find the 
figures? 


Mr. HALES: Yes. 


Mr. PritTiIE: I see. The receipts from their operation as they pertained to 
1963 would be in these figures. 


The CHAIRMAN: Perhaps Mr. Ouimet could answer where these figures 
might be found. 


Mr. OuimetT: The receipts for 1963 for all our stations are shown in the 
gross advertising revenue for radio and television for that year. 


Mr. FISHER: But you could tell us what the revenue was from CJBC for 
last year. ' 


The CHAIRMAN: For 1963, yes. That is a perfectly proper question. 


Mr. OuIMET: Yes, although we are getting into an area where our compe- 
titive situation might have offered some difficulty; but, now that we are 
abandoning CJBC, I imagine that would be all right. ; 


Mr. FISHER: You are getting a rich French Canadian market in Ontario. | 


Mr. Ourmet: No. The answer to this one is what we lose on revenue on 
CJBC—and we will because there will be very little revenue in the French 
language—we gain in the reduction in the cost of running the station because 
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one case you had to program it especially—it was not off ‘the network— 
while in the case of the French station, it will be running off the network. So, 
vhat you lose in revenue is completely compensated by what you make in the 
eturn of expenditures. 
The CHAIRMAN: Are you asking to be supplied with information in respect 
f what the revenue would be from this particular station for the year 1963? » 
Mr. Hates: For the year 1963 I would like to know what the revenue and 
he cost of operation for CJBC were in 1963. 
The CHAIRMAN: Is that available now? 


M. Hates: I realize it will take some time to obtain it. 


ne) 


M 
: The CHAIRMAN: It could be made available. 
You have a question, Mr. McMillan. 
Mr. McMituan: I was wondering about censorship. Is there some group 
‘which looks after the censoring of ordinary films? 
Mr. Ourmet: You are talking about feature films, the old movies? 
Mr. McMinuan: Yes. Are they all seen first? 


Mr. OurmMet: They are always seen first and in respect of movies, as in the 
ase of all other programs, we have to exercise judgment as to what we do 
‘and do not show. We avoid using the word “censorship” as much as possible. 
But there is certainly a selection that is being made. 


Translation) 


Mr. RonpEau: I am only concerned about the fact that my friend here 
sked questions concerning censorship. Can we ask questions on general admin- 
‘istration immediately, or should we restrict ourselves to the text before us? 
uast year, we asked Mr. Ouimet questions on incidental matters which were 
10t in the text. 


not think it is an unreasonable question to ask, if you could relate it, as Dr. 
McMillan did, to the year 1962-63. General questions for that year are quite 
acceptable. But, if I may say so, I do not think we are involved in the general 
question of censorship. I do not think this is part of the function of this com- 


on with general questioning related to this year, you may do so. 


_ Mr. Ronpgau: I have a few more questions about these things, but I would 
ike to retain them until the end of this report so I could speak to Mr. Ouimet 


if 


‘ization and the recommendations of the Glassco royal commission. If your ques- 
' tion is in order in other respects I do not see why it might not be put at that 


_ Mr. HenpeRson: Again we deal with another inventory item under this 
heading, “Film and script rights”. This indicates the extent to which film and 
‘script rights were prepaid and therefore in the inventory category at the 
end of the fiscal year. As you will see, the prepaid film rights increased in the 
Quebec region by $65,000, so that approximately 80 per cent of the 1963 figure 
was invested in that region as compared to a somewhat smaller figure but larger 
percentage at the close of the previous year. I go on to say how we were 
informed by the management that the reason for this large proportion of pre- 


paid film rights in the Quebec region lies in the limited supply of French 
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language films available in Canada and the consequent intense compet 
encountered by the corporation in acquiring rights to these films. This cond 
has tended to increase the cost and has also made it necessary to acquire ily 
rights in this region far in advance of the customary requirements of the 
corporation. eg: 


Mr. Francis: I would like to ask some questions on this paragraph. ; 


The CHAIRMAN: What we have been doing is that Mr. Henderson has been 
making general remarks on the whole section. Then, anything within the sec- 
tion itself is open for questioning. You follow Mr. Harkness on the question list 


Mr. HENDERSON: In addition to the inventory shown there for prepaid 
film rights of $1,704,902, the corporation stood committed at the close of the 
year under contract to purchase film rights to a value of $5,274,000. The cor- 
poration wrote off as a charge to operations for the year a total of $137,129 in 
determining the inventory values of prepaid film and script rights at the year 
end. The comparable write off for the previous year was $165,185. 


On page 15 it is shown how the film rights represent for the most part 
single episodes of film contracts expired by the end of the year and not tele- 
cast because of the unsuitability of the program content, technical deficiencies 
or pre-emptions. 

We then go on to say how one series was purchased in 1957 for the Howdy 
Doody program which was cancelled before all the episodes were used. Episodes 
costing $28,744 were included in the total write off of film rights amounting 
to $73,478. By comparison, scrip rights totalling $63,651 were written off because 
the rights had expired or the scripts were considered unsuitable. , 

We then give a listing of the larger items under that heading. 


Mr. HaRKNESs: These film and script rights are all things that you have 
purchased from outside people? 


Mr. Ourmet: There are film rights and script rights—they are two separate 
things. They are all from outside people. pS 


Mr. HARKNESS: So you produced none of these things yourself? They are all 
things you purchased? 


Mr. OUIMET: Yes. 


Mr. HarKNEss: What is the total of the amount of film rights and script 
rights you purchased against which you have these rights amounting to 
$137,000 plus $28,000 in the one year and $165,000 plus $63,000 in the other? 


Mr. OuIMeET: Film purchases and rentals for those two years—I have the 
1963 figures before me—amounted to $8,880,000. For the previous year the figure 
was not very much different from this. It is roughly the same. ‘ 


Mr. HARKNESS: The total write offs against purchase which was aro nd 
$8 million were $200,000 odd. 


Mr. OvurIMeT: That includes the purchase of old feature films. I sho 1d 
explain to you why we do write off some of these. When you buy feature films 
you usually buy them in packages. There are occasions when you might buy a 
single film, but usually you buy a package. Some old films become available 
and they may be the vintage of 1958 or 1957. In that package you have some 
excellent films and you also have some films that are not much good, In order 
to get the excellent films you have to buy the package, and we have to write off 
some of those which are not up to standard or are not acceptable; they are just 
plain dull. This is one type of write off. Another type of write off is in the case 
of the syndicated film series. They are mostly from the United States, but this 
also applies to some of the British series or some of the French series. We may 
have a pre-emption and we buy enough films for 39 episodes, but there may be 
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| a special event that happens on the night when we are going to show the twenty 

ighth episode. It may be some very important national or international event 

and maybe a special program has been prepared to go on at that time. This is 

_what we call pre-emption, this displaces the film regularly scheduled. In certain 

| cases we can show those films again, but in other cases it may break the sequence 

‘and may mean that the film is no longer usable, so you have to write it off. 

| There are quite a number of reasons why a film may not be usable in that way. 
_ Mr. Harkness: What about the script rights? You buy these in expectation 

that you are going to use the scripts to make something yourself? 

| Mr. Oummet: That is right. We have to buy scripts ahead of time in order 

“to have enough material for our plays or other types of productions, but 

“usually for plays. You have them here. 

There was a hospital and a science fiction series; also a “General Motors 

Presents” series which was the same thing as “Playdate” today. That is a big 

drama series; and we buy many of these scripts. We might decide after recon- 

‘sideration that something better has become available and we may never play 

what we had originally intended to use. This is simply because something better 

“has become available. But you cannot back down because you have to go ahead 

and produce those plays every week and you must have material with which 

to produce them. 

Mr. HarKNESs: These scripts are for radio plays? 

Mr. Ourmet: They are for radio as well as television plays. 

ites Mr. HarRKNESS: Were any of these scripts actually used to produce tele- 

| vision plays, which were then scrapped? 

a Mr. Ourmet: No. In that case it would be shown as a write off of the whole 

_ program which never got into production. 

_ Mr. Harkness: They would be under the previous heading that we were 

considering. 

Mr. Ourmet: That is right. 

_‘~Mr. HARKNESS: That is a question I was going to ask about; and if you 
put them into the amount written off under the program heading, these two 

| figures which we have, it does not include salaries and wages of the people 
who were engaged in making them? 

; Mr. Ourmet: Mr. Harkness, would you please repeat the last part of your 

q uesticn? 

ve Mr. Harkness: The $115,000 which you wrote off last year, for programs 

completed or in process of production, would not include the things that you 

| did yourself, such as salaries and wages of the people employed in making 

_ these things? 

i > Mr. Ovurmet: Yes, it would include full production costs; it includes the 

| ull production cost of these programs. 

| ‘Mr. Harkness: And the salaries of the producers? 


Mr. Ourmet: That is right, and the fees of the artists, the scripts, the 
make-up, the wardrobes, the rehearsal, the use of the cameras and tubes, 


Rees 


Mr. Harkness: I see. Very well. 

The CHAIRMAN: Mr. Francis. 

é Mr. Francis: Eighty per cent of the total amount invested for prepaid 
film rights is for the French language network. I have difficulty following the 
explanation given. Is this a temporary situation? Is this acquiring rights ahead 
of time? Would it stabilize after you reach a certain level? 
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Mr. OUIMET: Perhaps Mr. Davies would speak to this question. § ; 

Mr. Davies: The 80 per cent here refers to those which were ‘prepaid. 
We have two classes; one for the French network, because of the supply 
situation, where there are more which are prepaid than in the other case 
notice the $5,274,000 which is not yet paid will be paid for on telecast in t 
case of the Quebec network. This amounts approximately to 55 per cent; 
therefore on balance over-all it is more related percentagewise. 


Mr. FRANCIS: Might I be given a breakdown of the $5,274,000? 
Mr. Davirs: I could provide it in just a moment. 


Mr. Ourmet: There are differences in broadcasting on the two networks 
because of different conditions. It is customary on the French network to buy 
film rights for more than one showing, because on the French network a 
film which is shown in the evening is usually shown again the next morning 
or the next afternoon, I believe. There are many differences in conditions of 
operation as well as supply. 


Mr. FRANcIS: I appreciate it. I was just interested in why there shoud 
be so much money committed for prepaid films here, and I was trying to 
understand the reason for the breakdown of $5,274, 000. It is apparently 01 
a different proportion. 


Mr. Davies: Yes. The French network, from Montreal would avail 
$2,400,000 of this total, while for Toronto it would be $2,000,000. The balance 
is spread in small amounts between Halifax, Ottawa, Winnipeg, and Van- 
couver. Now the other thing is that there would be more usage in Montreal 
as well of the film series. 


Mr. OUIMET: They use more of their films in Montreal than would be 
used in Toronto because there is no equivalent in French to the syndicated 
series of films which you can get from the United States. 

Mr. Francis: I have had difficulty putting this together in my mind. 
Perhaps I should not even try. I understand the problem of the French 
network is that you have to produce a great deal more because of the supply 
situation and because your importing from outside is very much resin 
I appreciate that on the English network you can get material from America 
sources more easily. Is that why you have committed so much in advance for 
prepaid on the French network? z 

Mr. Davies: That is partly the reason; but I think it is also the question 
of supply sources. If you have five or six people ready to supply you through 
20 distributors, that is a situation which is different from where you have only 
two. Therefore, you do the best you can with the contractual arrangements 
that you are able to negotiate. 

Mr. Francis: Apparently you buy a good deal more of this for the English 
networks, yet you spend more for the French network by way of prepaymici 
That is why I did not understand it. 


Mr. Davies: If you added up the figures you would see that the Montrea 1 | 
total, inclusive of what may be prepaid, is $3,000,000; while the Toronto totaly | 
inclusive of what is prepaid, would be $2,200 000. 

Mr. FrRANcIS: You say that because you have to reach further in advance 
of the commitments? 

Mr. Davirs: No. If you want to tie up the rights for this one supplier, 
you may have to prepay them. Perhaps another supplier will accept payment 
at, or before, or even after the telecast. It is simply a question of competitior i 

Mr. FRANcIS: Competition with whom? 4 

Mr. OvuIMET: In the case of English network suppliers there are more 
of them and more sources, obviously, than there are for French films. 
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Mr. FisHER: You also have some private network competition. 


Mr. Ourmet: Yes. I say yes, but I really should say no. I think you have 
ome competition in Montreal which is not network; but you have a very 
' ong private station. 


Mr. Davies: May I also suggest that the prepaid rights indicate how ntied 
ital is tied up. It has nothing to do with your eventual expenses. 


Mr. FrANcIS: The Auditor General said that this condition has tended 
increase the cost. That is a direct quote form the Auditor General’s report. 
gut might I ask the Auditor General what it means? 


Mr. Davies: He has said there is a limited supply of French films avail- 
e in Canada, and this consequently indicates the competition which the 
poration encounters in acquiring the rights of these films, and it tends to 
crease the cost. 


The CHaIRMAN: Are you directing your question to Mr. Henderson? 


Mr. FRANCIS: Yes. I wonder if Mr. Henderson would care to comment or 
laborate on the difference between the costs per film? Is it because of a 
ifference in the cost per footage, or because of a monopoly situation, or be- 
use of a supply situation? What does it mean? 


_ Mr. HENDERSON: It is my understanding that in the acquisition of French 
language films in Canada there has tended to be a monopoly type of situation 
. the point where the corporation has encountered considerable competition 
| putting its hands on films which it wants. Therefore, in order to preserve its 
Osition in Quebec and on the French network it has had to lay out a considerable 
ount of money ahead of time to buy up the things that it wants. To the 
tent to which this may have resulted in the corporation having to pay 
10re than reasonable prices for the films, I cannot say. Perhaps Mr. Ouimet 
ould add something to that. But I do believe that it is because of the supply 
ifficulty in this regard that they have tended to build up this very large 
entory for the Quebec region. That condition has accordingly tended to 
rease the cost, and it places the corporation in a position where it has to 
rry a heavy inventory of these films way ahead. Is that not correct? 


- Mr. Ourmet: I would like to add to your comments, Mr. Henderson. I 
elieve it has tended to increase the cost. But the situation is better as of 
ay than it was two, three, four, or five years ago. The monopoly situation 
gradually being remedied. Competition though is still very keen. One 
ng which should be mentioned is that generally speaking the films available 
French from France and from Italy, and dubbed in French, are generally 
much more recent vintage than those released by American suppliers; and 
that has also tended to increase the cost. If we could get films of equally recent 
vintage from American sources, we would also show them, but we are not 
le to do it. So, these are added factors to keep in mind in considering the total 
ture. 


Mr. SoutuHam: Mr. Chairman, my question is related to the one asked by 
i . Francis dealing with film strip rights. On page 14 there is one specific 
s fatement: 


We were informed by the management that the reason for this large 
proportion of prepaid film rights in the Quebec region lies in the limited 
supply of French language films available in Canada and the consequent 
. intense competition encountered— 


eS 

What I have difficulty in understanding is where this intense competition 
es from, because as I understand it, the only market for these films is the 
ket in Quebec. Who is providing the other competition? 
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other station in Montreal which uses the same films. 


Mr. Prittie: Could you not get Mr. Malraux to obtain the films for you 
free? 


Mr. Ourmet: I am not sure we could get anything free. 
Mr. SouTHAm: It is a very interesting situation to find this competition 
when the market is so limited. ; 
Mr. Outmet: I would not say that the market is limited. Our consumption 
of films on the French network is higher than it is on the English network. The 
usage of film in Montreal is by two stations, the C.B.C. station and the private 
station. There is the same situation in Toronto. Therefore, the competition is 
about the same in terms of users. The supply is more ited and, therefore, 
the total problem is more acute. 
The CHAIRMAN: Gentlemen, would you like to go on and complete inter=— 
national broadcasting service facilities before we adjourn this afternoon? 


Agreed. 


Mr. FisHer: Is there any place, either in the annual report or anywhere 
else where you indicate whether you spend money on television in education? 
Mr. Ourmmet: Well, as you know, we spend a great deal of money on school 
telecasts. We have many programs of an educational type. It would depend on 
your definition of educational television. : 
Mr. FIsHER: Let us say school or university programs. There is nothings in 
your annual report. 
Mr. Ourmet: It is not shown separately. 
Mr. FISHER: You do some broadcasting of this nature? zz 
Mr. OurmeT: Yes. As you know, for years and years we have done school 
broadcasts on radio and now do quite a number of school telecasts. We also 
do university telecasts. . 
Mr. FISHER: Why have you not bothered to show what any of this costs by 
putting any of it on the record? 
Mr. OumetT: By the way, this is available in part in the information we 
have given today under children’s programs and educational. However, there 
are other programs in other series which also might be considered educational. — 
Mr. FisHER: The point I would like to make to the Auditor General is 
that there is no way, in picking up the annual report, that one can get any 
idea of what is being spent for school or university television. 
Mr. HENDERSON: That is quite true so far as the formal financial statements 
are concerned. Mr. Ouimet stated that he is going to give consideration to 
putting in graphs, tables and figures along the lines you discussed this morning 
and, therefore, I think this would be exactly the sort of thing he could, perhaps, 
be expected to show, and also what he would want to show. 
Mr. FISHER: I just wanted to make sure that the point was made. 
Mr. HENDERSON: I think I explained this morning to your satisfaction | 
why it does not appear in the statutory accounts. % 
Mr. PrittiE: Do you receive any payment from the department of educa- 
tion in respect of your school program production costs? 4 
Mr. OuImMET: No. We divide the cost according to a formula. We pay part 
and they pay part. I do not know whether you could call this payment ‘oh 
production. We pay the indirect cost and they pay the direct cost of production, 
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Mr. Prirtie: So, they are participating? 
_ Mr. Ourmet: Yes, they are participating. 
The CHAIRMAN: Gentlemen, would you like to deal with international 
yroadcast facilities? 
Mr. Henperson: On page 15 there is reference made to international 
if ee service facilities which the corporation operates on behalf of the 
government of Canada. The facilities themselves are owned by the govern- 
ment as distinct from the corporation. I think this was in accordance with an 
Peder in council of 1943. Always, along with the financial statements of the 
Canadian Broadcasting Corporation, there appears a statement showing the 
os of the international service. We do not include that with our statutory 
-accounts of the corporation, but you will find that the details are shown on 
page 26. in the 1963 report. 
_ The expenditures of the service for 1963 net of their revenues earned was 
$1,736,000, or $31,000 more than the previous year. The expenditures are broken 
down between objects of expenditure. 
_ Mr. FisHeR: Twice in the last five years I have been lobbied in connection 
with threatened cuts or slashes in the international service. I have been lobbied 
“as an individual member of parliament. Campaigns have been going on to 
make sure this service is not retrenched. I would like to know, Mr. Ouimet, 
"what have been the various changes which have led to these two instances, 
the threat or the intention to reduce the service or cut it down. 
~ Mr. Ourmet: Some years back I believe the treasury board, at the time 
of looking at our estimates, asked us to look at the possibility of reducing the 
| total expenditures for the intemetional service. As a result of this, there were 
talks with the external affairs and C.B.C. people and we came up with a 
_recommendation which I think was accepted. There was a cut in the order 
| of about 20 per cent. Tee this year or last Heats there was talk of reducing 


} 


| regard to the amount which should be put into the budget for the international 
| service; would it be you or the Department of the Secretary of State for 
External Affairs? 

Mr. Ourmet: I think we both have to do it, because in one case it is 
necessary to have the knowledge of the international situation and the par- 
ticular need to reflect Canada in certain countries of the world, and, on the 
other side, you have the broadcasting knowledge, the knowledge of what is 
‘possible, what facilities are required, and the effect of any particular increase 
“or Ae creasc. 

: Mr. FisHerR: The point I wanted to bring out is that if you really are going 
to come to grips with the intricacies of the problem in this field you need to 
have the external affairs people to comment or collaborate. 
i The CHarirMaN: You are quite right. Actually, this aspect properly comes 
under the purview of a broadcasting committee. In the limited time we have, as 
| you say, it is pretty difficult to come to an issue as to how much we should 
5 Spend and how much we should not. I think we have to take these figures 
oh any incidental questions may be asked. I do not think we can get beyond 
| BS is. We eee cannot get external affairs here in the time the broadcasting 


Mr. Pee ares What I do not understand is that the cost is put in here 
1 your general balance sheet and in this report of Mr. Henderson as being 
279,000. In your statement on page 26 you reported the expenditures as 
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Mr. OUIMET: In one case it is the capital assets and in the other c 
the annual operating costs. On page 26 you have the annual operating 
Mr. HENDERSON: It represents the amount of money that the gover 
of Canada has invested in these facilities—the transmitter at Sackville an 
that sort of thing, and I think the Radio Canada building in Montreal. 
Mr. OuImMet: That is correct. 


Mr. HEenpERSON: It is shown on the balance sheet on both sides by 
of keeping it to the forefront. The operating expenses are the subject o 
separate estimate in the blue book; they carry a separate vote number. Accorg 
ingly, that is discussed at the time the estimates are considered. 


ae Mr. Harkness: In the $6 million is the $1,736,000 included or is the | J 
million the total capital cost? 


Mr. HENDERSON: This represents capital cost or the equity of the govern 
ment of Canada in the facilities of the service, which facilities have always 
included the cost of the Radio Canada building on Dorchester street in Mont 
real. That may seem rather extraordinary when it is occupied by the Canadian 
Broadcasting Company itself, but it had its origins years ago and remains im 
that figure. Perhaps a good case could be made for moving it out— 


Mr. HarKNESS: I would think so. 


Mr. HENDERSON: —into the account of the corporation, but I do no 
believe that proposition has been opened up, has it? | 
Mr. Ourmet: No, not recently, but it has been discussed. It is one of those 
things that I think will be done whenever we come to grips with the lon 
term financial problems of the corporation. I should mention that we pay rem 
to our international service for the space we use. 


Mr. Harkness: That is where the $400,000 of income comes in? 
Mr. OuUIMET: Most of it. | 
Mr. HARKNESS: This is another question I was going to ask. I was ce to 
ask where the income came from. 


Mr. HALEs: Are the figures available for CJBC or will they be given at th 
next meeting? 


The CHAIRMAN: The CJBC operating costs for 1963? 
Mr. OUIMET: We will try to have them available tonight. 


The CHAIRMAN: Having in mind the terms of the motion moved by I 
Harkness and that so many people have indicated an interest on this las 
item, my proposal would be that we start this evening at eight o’clock wit 
the special survey having in mind that this will be the last meeting at will 
we will have the officials with us. I think we can discuss this matter tonigh 
We will start at eight o’clock with the special survey which is contained on 
page 21. 


Mr. HARKNESS: When will we deal with the capital expenditures? 


The CHAIRMAN: That should follow. I am suggesting we start with 
special survey. That is part of the motion. I suggest we start with that and | 
that over with first, and then we will have the rest of the evening in whi 
to discuss the capital expenditure. 


Mr. HARKNESS: I would suggest that it should be done the other way ro ind. 
I would suggest that we deal first with capital expenditure because I 


doubtful whether we would finish with the other in time to deal with ca 
expenditure this evening. 


The CHAIRMAN: Perhaps the members will give some thought to it 
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(rr, Harkness: I think we might deal with capital expenditure fairly 


The CHAIRMAN: It is for the committee and for you, Mr. Harkness, as you 
e proposed the motion, to decide the course we should take. In the mean- 


EVENING SESSION 


The CHAIRMAN: Gentlemen we have a quorum. 


| As you know, this is the last meeting at which we will have the oho 
yf the presence of the C.B.C. officials, and we still have some considerable area 
© cover. I suggested before adjournment that we turn immediately to the special 
urvey, but in deference to the form of the motion moved by Mr. Harkness, 
n which he made a suggestion, and I think quite properly so, we might deal 
ith capital assets appearing on page 16, and then move to page 21 covering 
e special survey, which involves that part of the motion dealing with the 
|Glassco commission’s recommendations, and then, if we do complete those two 
bjects, in the time remaining we will turn again to the other three items. I 
nk the items to which I have referred are largely the items of value to the 
mbers of this committee and in respect of which the members have indicated 
interest and desire to ask questions. 
That being the case I am going to suggest that we now move to a con- 
pSideration of page 16 dealing with the question of capital assets and then, on 
leompletion of our deliberation in respect of that item, we move to page 21 
jealing with the special survey. 
"I will ask Mr. Henderson to make some general comment in respect of 
eapital assets, after which I will ask Mr. Ouimet to make a preliminary state- 


ment, and then both gentlemen will be available for discussion and questions. 


Mr. Ryan: Just before we move to that consideration I should like to 
k for an explanation of something which looks a little out of the ordinary 
respect of the international broadcasting service facilities. 


¢ 


' The CHAIRMAN: Yé6s. 


- Mr. RYan: Just before we move away from this item, I note at the fiscal 
ar end, March 31, 1963, at page 5.2 of the 1963 public accounts, the 1963 
sxpenditures are shown as being $1,770,791, whereas in the Canadian Broad- 
casting Corporation annual report for the fiscal year 1962-63, at page 26, 
the net expenditures are shown as being $1,736,108 for the fiscal year ended 
March 31, 1963. There is not much of a difference here, but there is a dis- 
crepancy. 
| _ The CHAIRMAN: Mr. Davies will comment in this respect. 
Mr. Davies: The difference in this regard, sir, is due to the fact that the 
public accounts are on a cash basis and the international services accounts, 
; reported in our financial statement, are maintained on the same basis as 
ose of the CODE ato which are on an Fee basis. Therefore, the differ- 


1 a Mr. Ryan: Thank you. 

_ The CuairMAN: Mr. Henderson, would you care to comment in respect: 
of the capital assets item appearing on page 16? 

_ Mr. HENDERSON: Once again, Mr. Chairman, if members of the committee 
would turn to the corporation’s balance sheet at March 31, 1963, they will 
a 
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see capital assets shown there at $33,797,724, and in the ‘report I dies aa 
some information regarding the nature of this item. The first reference. 
will observe, has to do with the capital budget of the corporation which f 
the year ended March 31, 1963, was approved by an order in coun 
December 21, 1962. Under the Broadcasting Act the corporation is requir 
to file an annual operating and annual capital budget, setting down its anti 
ipated expenditures for each fiscal year ahead. You will observe here that 
corporation did not spend its complete capital budget during the year en 
March 31, 1963, and there was an unexpended balance of $209,582 wh 
in due course, was refunded to the receiver general, the capital expendi ure 
for the year actually having amounted to $6,390,418. 


If you look at the top of page 17 you will see how that money was spen t 
in terms of the type of equipment. Be 


I then go on to say that most of the increase is in construction in progr 
and that is the largest figure in the table, and this represents costs incur 
during the year on the consolidation of facilities in Toronto, Montreal, 
Ottawa during the past four years. That is, through March 31, 1963 there 
had been expended a total of $3,802,000 on these projects. 


If you look at the balance sheet you will see there is a reference the re 
to note 1 which is part of the notes to the financial statements. Right afte 
the financial statements is a list of the notes to the financial statements, — 
note 1 states that the capital assets in the amount of $61,850,364, that - the 
gross figure appearing on the balance sheet, included this sum of $3,802,006 
expended during the last four years in connection with the planned consolida 
tion of facilities in Toronto, Montreal and Ottawa. Present estimates of the 
cost of current plans indicate the cost of consolidation of facilities at these 
locations to be $83,058,000 of which, subject to the provision by parliam 
of annual appropriations for that purpose, approximately $1,597,000 wi 
expended during the year ended March 31, 1964—that is the year that has ju 
ended—and $77,592,000—that is to say the balance—during the four y 1's 
ending March 31, 1963. This means that the corporation anticipated having 
these new facilities completed by 1968. ‘ 


This note has appeared on the corporation’s balance sheet as an integral 
part of this statement for the several years; in point of fact, ever since the 
balance sheet of March 31, 1961, at which time as you will note my remark at 
page 17, it was estimated the cost of consolidation was going to amount to son 
$73.6 million. Naturally, as time has moved on the figure has had to be rev 
and the pattern of spending has had to be revised. 


The original costs in 1961 were approved at that time, as stated here b 
the board of directors on October 30, 1959, and submitted to the Minister 
National Revenue and the Minister of Finance on November 6, 1959, in accord= 
ance with the provisions of section 35 (2) of the Broadcasting Act. ff 


I then go on to refer to the note that I just outlined to you which shows 
that they presently estimate at March 31, 1963, that this over-all cost would 
be something in excess of $83 million and that they expected the consolidation 
would be completed by the end of the 1968 fiscal year. a 


The next paragraph on page 18 refers to something we dealt with in my 
1962 report, and that is the desirability of establishing and maintaining im- 
proved fiscal and accounting control over capital assets. This is something thi 
has been long overdue in the corporation. Mr. Davies and the officers of | 
accounting department continue to be engaged in this work, and we are pro 
ing, what assistance we can render. This is a fairly large project but, nevert 
less, as you can appreciate, a very important one. This is going to be more 
as the corporation spends this money on its capital consolidation in the { 
big cities. 


MoTtery aya’ 
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The CHAIRMAN: I was going to suggest that Mr. Ouimet might make a 
ment in respect of the entire consolidation program and then, having made 
; statement, both Mr. Ouimet and/or Mr. Henderson and his officials will be 
ailable for questioning. 


+. Mr. Hates: Mr. Chairman, when will we have a chance to ask questions on 

_ page 16, under capital assets? 

+The CHaIRMAN: That is the subject we are dealing with at the present time. 

ee Mr. Henderson has made his general statement. Mr. Ouimet is going to 
ake a comment on the entire paragraph now and then we will be wide open 

‘or questioning by members of the committee. 


‘a Would you proceed, Mr. Ouimet. 


ae Mr: Ourmet: Mr. Chairman, I think it would be helpful to Sesion our 
eo dation projects. 

ry The planning and thinking of these projects were started at the time of the 
Fowler commission in 1955, and the estimates we had then for both Montreal 
\ and Toronto were $36 million and $35 million, for a total of about $71.3 million. 
| Now, that was nine years ago and the projects have not yet been started, except 
nm terms of planning. Since that time the value of money has changed; the 
cost of construction has changed, and also the requirements have changed. We 
have to think about what will be required five, six or seven years from now. 


} 
In the case of Toronto, we were able to proceed faster than in the case 
1% 


of Montreal. In both cities we immediately looked for suitable sites. We tried 
to find something downtown in both cases but we were unable to find anything 
downtown at a reasonable price. However, we located in Toronto a property 
of some 33 acres, which we purchased in March, 1960. So, we have that property 
in Toronto at Don Mills. I should mention that at that time we had contacts 
L with the city of Toronto and there was no proposition made by that city for 
fe any site nearer the centre of Toronto. 
In the case of Montreal it took longer; negotiations with the city took 
Pe eral years. It was only at the beginning of last year that we entered into 
an agreement with the city of Montreal for the purchase of 25 acres of land 
“downtown. In that case we obtained a definite proposal from the city, and 
the agreement, I believe, was approved by council in January, 1963. This 
agreement provides for the payment by the C.B.C. of some $2 million on 
delivery of the property and then $180,000 a year for 12 years, during which 
time though there would be no grants in lieu of taxes. This gives you an 
idea of the cost of the property. 
| Furthermore, the agreement with Montreal provides for the city to deliver 
| to us by October 1, 1964, the land completely clear. The land has been 
| expropriated and the buildings have been cleared. I see no reason why the 
city will not be able to turn the land over to us as planned. 
oe The same agreement provides for the C.B.C. to start construction by 
| October 1, 1965; that is, one year after delivery of the land, and to have 
\| by October 1, 1968, $10 million worth of buildings constructed on that 
| property. Now: that is the situation in Montreal. ; 
ie To revert to Toronto, since we purchased our site in Toronto, which 
| _ happened in 1960, the city has contacted us and now has made proposals to 
“have us locate in the city of Toronto itself. We are looking at these proposals 
at the moment but no decision has been reached yet, and the city of Toronto 
“has not been advised of what we are going to do because we do not know 
‘yet. In the case of Toronto, the engineering plans. were made and ieee 


UN Mea ie SORAT a wee coer MOE hha! aN if ee aa | Hb aay j : i hea wae i f 
ah Op CES Ye NR eae te? mh ats ii beret ey Se a att ry ve i) : ey ee aye 
” alt leat: eh ae ke ¢ ee ae iM 1 4 Ph tans 
A BON haat A a hon Ny wh Ry ce ' Lae fae 
5 ; i ; te 2 hat zt 


: had rare as he i he % ae 
484 ca “STANDING COMMITTEE ep ote 


we expect to own as of October 1 next, so we may Ke ready oes call ford 
in time to start construction, as stipulated by our agreement with: thi 
by October 1, 1965. 


The costs of these projects, which were estimated nine years ago at 
million together, or about $35 million and $36 million for Toronto and Mo! 
respectively, would be now in a rough way of the order of $45 millio 
the case of Toronto, and something like $60 million in the case of Montreal 
The reason for the differential is that in the case of Toronto it is mainl 
the change in the value of the dollar and the extra charges of construc 
with some minor changes in requirements. So, it is $35 million versus 
million. In the case of Montreal there has been a definite change in requ 
ments because at the time we submitted our 1955 estimate to the Fowle 
commission this was at the beginning of television and we were running 
Montreal and Toronto pretty well parallel, with about the same load, althou 
even at that time Montreal had a slightly heavier production load. But n 
with Vancouver, Winnipeg, Halifax, Ottawa, Edmonton and other cities being) 
able to produce English language programs for the English network, the total 
load of Toronto is less than the load of Montreal, where there is still only) 
Montreal plus Quebec City which will be starting in about three or fou 
months, namely October 1. a 


Mr. GREGOIRE: Why not Jonquiére? 3 


Mr. OurmMeET: We have no station planned in Jonquiére at the moment. 

Mr. Prirtie: Where is Jonquiére? 

Mr. FISHER: Yes, where is Jonquiére? 

Mr. GREGOIRE: On the Saguenay. 

Mr, Prittie: Is that in Canada? 

Mr. FISHER: I believe they have an intermediate hockey team there. | 

Mr. Ourmet: The possible contribution of Jonquiére, however talented this 
city might be, does not compare with the possible contributions by Vancouy 
or Winnipeg to the English network. So, for that reason our requirements | 
Montreal have gone up as well as the cost of construction and the changes - 
the value of money. And this, in a nutshell, is the situation at least at ft] 
present time. There are two projects, one $45 million approximately and one 
$60 million for black and white television. ; 


Mr. HarKNESS: Mr. Ouimet, I see that this entire sum of $83 million whic 
you have in the report was for the consolidation of these facilities in Montr 
and Toronto. Is that right or was there anything else included in that? 

Mr. OuImMET: This might have included some provision for the Ottawa - head 
office. 

Mr. HARKNESS: Has this been completed? 

Mr. OUIMET: Yes. 

Mr. HARKNESS: So that in the foreseeable future your requirements from | 
the capital point of view, would be entirely for Montreal and Toronto? 

Mr. Ourmet: I have been talking only about Toronto and Montreal, but 
Fowler commission report covered other cities, and our long term plans a 
cover the consolidation in Vancouver. We also have something to do in Halifax 
in Winnipeg and in Ottawa, but the total cost there is much smaller. 4 

Mr. HARKNESS: The $83 million planning figure does not include a of 
those, does it? 

Mr. Oummet: No, sir. 4 


Mr. HARKNESS: On the basis of what you have just said, the $83 milli¢ 
has become $105 million? 


“e 


he | 
RY 


PA) PUBLIC ACCOUNTS Nae 2k 485 


eal. 
so) and so on? 


be more. However, we are talking about the value of the 1964 dollar so 
I do not see why it should be. 


Mr. GREGOIRE: There are also taxes and construction material. 


Mr. Harkness: What is the necessity for the expenditure of these very 
e sums for the consolidation of these facilities? 


Mr. Ovurmet: I have mentioned this. In the first place, in the city of 
ronto our offices and studios are dispersed in I believe eight or ten locations. 
e reason I hesitate is that we have now consolidated some locations. We had 
ifferent offices last year and there was a time when there were 18. How- 
on , we have consolidated and we have been able to bring some of these 

gether. In the city of Montreal we are dispersed in 22 different locations. This 
makes it not impossible, because we are doing it, but impractical to work 
th such a dispersal, not only in terms of the costs involved in having various 
ecialists in different departments. We have producers in one building, 
announcers in another, accounting in a different building, make-up people in 
other, costumes in another, staging in still another place and studios in still 
another location. It is costly, but more important than that, it makes it im- 
possible to get a really unified operation and to get the best out of our resources. 
t is why we have to consolidate. I might say furthermore that we are 
tering a stage where our equipment will have to be replaced in large part. 
ore than half of the costs are equipment costs. If we replace the equipment 
‘our present dispersed condition, it will have to be replaced again later when 
we consolidate. So it is very important to time the replacement of equipment 
coincide with consolidation. 


: alee About 40 per cent roughly are building costs. 

. HaRKNESS: In both cases? 

. OUIMET: In both cases. 

. Harkness: And the remainder is for equipment? 

SOUIMET; Yes: 

. HarKNESS: What happens, under these circumstances, to your present 
|| equipment? Do you just scrap it? 

| Mr. Ourmet: No, but keeping in mind the fact that we are stretching its 
eful life as far as we can before we can consolidate, much of that equipment 
ill be ready for a write off. We rate our equipment for television for a period 
0 years. Much of that equipment was bought in 1952, and the maintenance 
s are starting to be high. We are having trouble in keeping certain of the 
uipment on the air—although I am not speaking now about the transmitter. 


Mr. HARKNESS: What is the cost of the rental in these two locations at the 


y other ‘nae is better than the previous one. It is only recently that we — 
reactivated the Montreal project after we got an O.K. from the city of. 


Mr. Harkness: It would be more than $105 million, with the rising building 


Mr. Ourmet: If the building costs increase, and it may happen, ines Gh? 


a 
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Mr. OuIMET: It is over $1 million in Montreal. I do not know about Tol 
offhand but we could provide a figure for you. = 


Mr. HARKNESS: Have you any estimate of what the heating, the lighti ing 
and the general maintenance costs would be after you get these two head- 
quarters? “a 


Mr. OuImMeET: Yes. The heat is not a very great problem, but the light i IS 
because we have so much light that it heats the studios. So much light is 
needed for the operation that our problem is to cool the studios rather than to 
heat them. However, the light is costly; the light bill is the same where we are 
as when we move. : 


Mr. HARKNESS: There is also the matter of taxes or of payment in liet U 
of taxes. 


Mr. OUIMET: Yes, although in Montreal we have I think a very reasonable 
arrangement both from the point of view of the city and from the point of view 
of the corporation with the 12 years of payment for the purchase of property 
during which we will be exempt from payments of grants in lieu of taxes. 
I do not know what we will be able to do with the city of Toronto eventually 
or at Don Mills. a 

Mr. FIsHERr: Is it still ‘or’? 4 

Mr. OuUIMET: Yes, it is still ‘or’. 


Mr. HARKNESS: These are very large sums, and having some acquaintance 
with the real estate business I would be doubtful whether you would not be 
better off to continue renting rather than to spend all this money on putting 1p 
expensive buildings and having all the maintenance and operation costs to lo 
after. In actual fact, as you are probably aware, a very large number of bi 
commercial corporations at the present time no longer own their own premis S; 
they find it much cheaper to rent rather than to own them and to have that at 
amount of money tied up. 


Mr. OuIMET: Has this not something to do with tax arrangements which 
do not involve us? We are not doing this in order to save a lot of money; 
are doing this because one cannot operate efficiently with production forces 
dispersed in 22 different locations. It is a very difficult operating arrangement 
and it has to be corrected eventually. I think this is the right time to do it 
because our equipment will have to be replaced anyway and gradually we wil 1 
be duplicating expenses. 


Mr. HARKNESS: What I am afraid of is that you are going to run into 
considerably increased expenditures. That is why I am asking all these 
questions. ‘a 


Mr. OUIMET: I must give you the complete picture. I have to bring in 
colour television. We are going to be faced with colour within the time that 
it will take to put these buildings up. Our present dispersed studios cannot 
be refitted for colour, and I think that all these factors merge together to 
indicate that this is the time to do it. xy: 

Mr. Harkness: As far as the money for these two big complexes is con- 
cerned, I know this report says, “subject to appropriation by parliament” but 
I note that in this year’s estimates there is provision for a $14 million loan LO 
the corporation for capital expenditures. 

Mr. OuimetT: This is for the consolidation requirements and for other 
projects. : : 

Mr. Harkness: Under the $105 million? 
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Sie OurmmeEtT: It is for all our projects. The government has decided that 
jor to approval by parliament—because it has to go to a vote—it would 
finance our requirements as loans instead of grants as it has done in the 
previous years. 

RS Mr. Harkness: How do you propose to pay back these loans? 


ir 
ae 


BY Mr. OuIMET: We propose to pay back these loans from our income which 
will in great part be from public funds and in a lesser part from commercial 
“revenue. 


Mr. HarKnEss: In other words, how are you going to pay the interest on 
_ the loan? 


ie Mr. OurmeT: The same way. 


if Mr. Harkness: In other words you are going to get a loa from the: 
dominion government to build these things, then you are going to get a grant 
" from the dominion government with Rynnen to pay the interest, and then you 
‘are going to get a grant subsequently to pay off the capital. 


rs, Mr. OuImMET: It has been suggested to us that in that way our books would 
‘show a more accurate picture of our true cost. Since we are in the hands of the 
authorities who provide the funds, I think this is a matter really not for the 
corporation to discuss, to defend or to support. I think it is something for the 
a government to deal with. 


te: Mr. HarkKNEss: Perhaps then I had better ask Mr. Henderson who, as 
_ Auditor General, audits all these accounts, what he thinks of this type of 
_ financing which, quite frankly, I must say, seems to me to be ridiculous. You 
i fhake a loan to a corporation, and then make a grant to it with which to pay 
| _ interest on that loan, and then some time later you make it a grant with which 


it to pay off the eapitall Is that a reasonable proposition at all? 
‘a Mr. RonDEAU: It is the government which is doing it. 


ks Mr. Harkness: We are here as a public accounts committee, and whether 
the government loans it or whatever they are doing, it is our business to inquire 
| _ whether they are spending the taxpayer’s money properly or not. 


ie, Mr. Henperson: This particular proposal you mention is at the present time 
I think contained in the estimates with which parliament has not yet dealt. 
_ Like you, after reading it in the estimates, I thought it to be a rather remark- 
able exercise in financing. 


i" 


Mr. HarKNEss: That is a euphonious way to put it. 


Mr. HenDERSON: I would not wish to comment on it in any detail until it 
reaches my desk during my examination of the year in which it will occur, 
: because that is the way in which I operate, as you know. I have had a word, 
| as a matter of fact, about this proposal with the secretary of the treasury foe 
- and with the deputy minister of finance who have been good enough to promise 
_ me some details of the thinking underlying this proposition. And I think, in 
fairness to them, I would wish to defer any comment until I have had an 
| We ortunity to learn the reasons prompting the proposal. 
le Mr. Forses: Who formulated this type of financing? Was it done by the 
Ne Department of Finance? 


>. Mr. HENDERSON: This would have its origin in the treasury board and the 
_ Department of Finance, I think. Would that be right? 


E Mr. OurmeEtT: I believe that this is the origin of it. I might say that there 


i were periods in our history when we were financed by loans in this manner 
_ before. 


ie Mr. Forses: In other words, the treasury board suggested this method of 
nancing? 
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Mr. Ourmmet: In the last few years there have been a number of suggest 
made with respect to financing. Two or three years ago we heard a great de 
about lease-back possibilities and to have construction built by entrepreneur 
outside, for which we would pay rent. Then, more recently, the loan project 
was put forward, and we have no objection to that method of financing. I can 
see one advantage, that it does show as an expense the cost of the money 
supplied to us, because it appears as an operating expense. a 

Mr. HENDERSON: If you are going to borrow money, you should be expected 
to pay for the cost of getting that money. As the auditor I am naturally in- 
terested also to know where the income that is derived from such a loan will} 
appear in the books. 1 


Mr. Forses: Is there any other crown corporation being financed in this 
way? ‘f 


Mr. OUIMET: I really have not checked to see whether there are others. 
Perhaps Mr. Henderson would know. 


Mr. HENDERSON: If I may answer that question, there is, and we shall have 
an opportunity in this committee to discuss it again when that situation arises. 
I refer to the national capital commission in my 1963 report which you have 
before you, and you will see my comments on this rather similar type of 
approach. If the approach which will be brought to the Canadian Broadcasting 
Corporation is going to be the same, then it is a reasonable assumption that 
I might have a similar comment to make. But I repeat that I am without the 
benefit of knowing the underlying reasons for this exercise, and until I kno v 
this, I do not feel that I should express any further opinions on it. 


Mr. HARKNESS: Mr. Chairman, I shall be just a minute. I would like to 
make one further comment. This seems to me to be a most bizarre method of 
financing, because to me at least it would tend to give the public accounts and 
the cost generally an incorrect bias, or to give us generally a wrong picture 
I think this is something that we hon perhaps have the deputy minister of 
finance or the Minister of Finance come and explain to us, not only in connec- 
tion with this matter but also in connection with the national capital com- 
mission’s system of financing in which something along this line appears, and 
which the Auditor General reported upon unfavourably in both of his last 
two reports. 


The CHAIRMAN: Mr. Bryce will appear before us on July 21. Included in 
the subject matter which we have down, and which we hope he will deal with 
will be financing in respect of the national capital commission. That is the 
same program, and I assume he will be prepared to go from there to the C.B.C. 


Mr. FISHER: And what about the C.N.R.? 
The CHAIRMAN: We do not have the C.N.R. set down. 


Mr. HENDERSON: When the public accounts committee brought down its 
fourth report in 1963, after Mr. Bryce appeared before the committee in 
regard to the national capital commission, the committee supported the poly 
of view I expressed and it indicated its hope that here would be a change in 
the method of financing the N.C.C. I mention this because you reached that 
conclusion last December when issuing your fourth report. 


The CHAIRMAN: I have Mr. Hales, and then Mr. Rondeau. 


Mr. HALES: My question has to do with the statement at the bottom of 
page 16, and Mr. Henderson may be able to enlarge on it. It says that a book 
loss of $48,983 was experienced on the disposal of capital assets which on 


cost $194,385, which sold for $25,011. Perhaps we might have some explana: - 
tion of this. h 
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Mr. HENDERSON: Indeed. The corporation provides depreciation for its 
sets at standard rates just like any other business. These capital assets orig-— 
ally cost $194,385, but they had depreciated to the extent of $120,391; and 
yhen their usefulness expired, the corporation disposed of them. Accordingly 
hey were resting on the books at a figure of $73,994, and, as you will see, they 
were able to realize something slightly more than one third of that figure when 
it came to disposal. I do not know precisely what the estimates were, but this 
is orthodox accounting treatment. Perhaps it is not unreasonable, if they were © 
able to realize 334 per cent of the figure which they stood on the books. 


Mr. Hates: I am not questioning that. I am interested in knowing what | 
v ere the capital assets and how many years depreciation this represents. 


Mr. Henperson: I do not know whether or not Mr. Davis has that in- 
rmation. 


Mr. Davies: I do not have the details, but against the technical Sanne 
I) $194,000, the laid down cost amounted to $163,000 of which there is depre- 

ciation of $95,000, leaving a book value of $68,000. There was office and general 
uipment of $16,000, depreciated to $12,000, and $15,000 in cars and trucks 
preciated to $13,000. 


Mr. Hates: How many years of depreciation? 


Mr. Davies: This would represent some fairly long term. The technical 
‘equipment, for instance, is depreciated over ten years, and this sort of thing. 
‘There is a very tight review on all this. Whenever it is decided that any item 
of equipment is to be a or traded in, then a eau report goes in, 


( Translation) 


Mr. Ronprtau: Mr. Ouimet, this morning I asked if I could obtain the list 
of the employees who earn such salaries. You replied that you would have 
this information this afternoon. I understand that it would be too long to read 
it here, but if you have it, this information could be put in the record. 


Mr. Ourmet: Mr. Rondeau, I do not have such a list, and furthermore, 
[do not think that I gave that answer. I think I said in a general way, at 
e beginning of the afternoon that I realized that some members of the com- 
mittee wished to obtain more information and that we would attempt to 
furnish more in our next annual report. 


Mr. RonpEAu: I understand you replied that we may ask questions and 
“that you are willing to give us information. In effect, those questions waste 
the committee’s time, and if this information were in writing, we would not 
ask so many questions. We would have that information, and it would be more 
unteresting for us to know the number of your employees, their salary range 
and the fees they may receive. In this regard, we may ask you what advertis- 
ing firms deal with the CBC and what is their individual amount of business? 
Those statistics may be of interest to us, at least in the matters we wish to 
know. I understand that it would be very long for you to give us all this 
mformation in this committee, and that is why we would ask you to put it 
‘down in writing next time. . 
ae Mr. Ourmet: I do not want to promise too much, Mr. Rondeau. When 
| you ask for business figures with agencies, we enter into matters dealing with 
‘| competition among those agencies. Even if our yearly turnover is but $30,000,000 
| We must nonetheless follow the business requirements and methods. 


Mr. RonDEAU: Do you object to revealing the salary ranges? 
Mr. Ourmet: We already gave the salary ranges; I do not object to that. 
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Mr. RONDEAU: That is done in the budget of the federal government; 8 
many employees receiving such or such salary; so many below $6,000; so 
many from $6,000 to $8,000; so many below $20,000; so many receiving 
$35,000, etc. 9 


Mr. OuIMET: Allow me to think it over before I answer. We all talked 
about that matter this afternoon, and I quite realize the problem. It is a 
matter of giving the members more information, but I must be careful not 
to create other problems in other fields. 


Mr. RONDEAU: We are not asking for the names. 
(Text) 


The CHAIRMAN: I think Mr. Ouimet made it plain this afternoon that. 
there were specific salaries of certain individuals which he did not feel he 
would be able to disclose. This is a matter which we have not yet decided, 
but I would suggest that between now and the end of the meeting, Mr. 
Rondeau might be good enough to make a list of the information he feels he 
would like to have. Then he might discuss it with Mr. Ouimet to ascertai 
at that time the particulars which Mr. Ouimet feels he is free to disclose. 


So far as we as members of the committee are concerned, I do not think 
we are in any better position than are the members of the house when 
particulars are asked for on written questions or for production. 

If you detail the information you desire and then discuss it with Mr. 
Ouimet and myself, we will see to what extent he feels free to disclose it. 
Then if you are not satisfied, it will be a matter for the committee to decide. 


(Translation) 


Mr. GREGOIRE: Mr. Chairman, when I raised the issue, I did not wish to 
obtain the names of individuals. There is no question of obtaining information 
which could be confidential. The only question is—we were told that the CBC 
had a personnel of 8,000 employees, and that its pay list amounted to 
$44,000,000. The only information asked for at that moment by Mr. Rondeau is 
one which is given by all other federal departments, that is, the number of 
employees—their number only, without mentioning names, addresses and 
telephone numbers who are in such and such salary scales. The president 
of the CBC can give us that information without revealing any secret, without 
having to face any competition or assisting any competitor, because he is not 
revealing the fees paid to the producers or the salaries of the technicians. We 
do not even wish to know the duties corresponding to the various salaries, 
but only the number of employees in each category of salaries. 


(Text) 


The CHAIRMAN: Mr. Grégoire, I think I understand. All I suggest is that 
we do as we would in the house if a motion were to be made. Between now 
and when we conclude the meeting, if Mr. Rondeau would put in writing in 
the form of a motion the matters on which he wishes to be informed, then 
we will ask Mr. Ouimet before he leaves whether he feels he is in a position 
to furnish this information, or ascertain what information he feels he can 
furnish. If he has any legitimate objection he can state it, and then it is for 
the committee to decide in the same way it would be for the house to decide 
if this were brought up in the house. 


(Translation) 


Mr. GREGorRE: Beforehand, it might be preferable to ask Mr. Ouimet if 
he is ready to give us this information. Then, the objections will not hold. 


Mr. OUIMET: I believe we gave that information to the committee in 1961. 
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Mr. GREGOIRE: Then you would not object to giving them again this year? 
Mr. Ourmet: I wanted to think about it for a while, but you are not 
allowing me much time. 

Mr. GreGorRE: Then, if you already gave them, why could you not give 
them again? 


(Text) 


The CHAIRMAN: Mr. Grégoire, we are departing from our proceedings 
now. I have made a suggestion. 

Mr. GREGOIRE: But he is ready to answer it. 

The CHAIRMAN: I suggest we carry on with our proceedings. We are 
now discussing the capital assets. Will you put this in the form of a motion, 
Mr. Rondeau? ; 

Mr. Grécorre: There is no necessity to put forward a motion; he is ready 
to answer. 

The CHAIRMAN: I think it is necessary to put it forward in a motion, 
and you may make a statement of the items in respect of which you wish to 
be informed. 


(Translation) 
Mr. RonpEAu: It is because the questions I would like to ask of Mr. Ouimet 
will not be in order. 


| (Text) 

The CHAIRMAN: You are dealing with capital assets? 

Mr. RonDEAU: No. I will come back to this. 

The CHariRrMAN: Mr. Cardiff. 
4 Mr. Carvirr: Mr. Ouimet stated he had acquired 35 acres of land in the 
‘city of Toronto, or on the edge of the city of Toronto, and also 25 acres of land 
~in the city of Montreal. This would be very expensive property I would expect. 
“Why do you need that much land? As I am a farmer I know exactly what is 
25 acres of land and I know exactly what is 35 acres of land. Why do you, 
require that much land? 
i Mr. Ourmet: Because the size of the buildings and of the shops that we 
“have to build, and the storage is quite considerable. In the plans we have for 
Toronto we are actually using some 14 odd acres of land; and that is not 
counting the parking and the land around it. There are 14 acres of roof. It 
is because we are building horizontally that we need so much space. There 
are many advantages of building horizontally instead of vertically when one 
is dealing with studios. There are advantages to be obtained from horizontal 
buildings pertaining to proper insulation between studios. When one is build- 
E ing offices one can build in height, of course, so there will be a combination 
of fairly high rise buildings for offices and very flat one-storey or two, three, 
four or five-storey buildings, depending upon the size of the studios themselves, 
We cannot put studios over one another in television because of the cost. 


Mr. CarpirF: How much land have you in Ottawa? 
he 
ies 


Mr. Ourmet: In Ottawa we have something like ten acres of land. 

ae Forses: Is that sufficient for the Ottawa project? 
e ._ OurmmeET: Yes, this was for the head offices, and we are using only a 
Beection of the land. That was a parcel of land which was made available to 
us at that time and the land around the buildings is treated as a park, there- 
fore the two are not comparable because the total acreage the building itself 
takes is very small. I do not know the actual acreage but it may be an acre 
two. 
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The CHAIRMAN: Is that all, “Mr. Cardiff? Ment 

Mr. Carprrr: Yes. Ree 

The CHAIRMAN: Mr. Francis. 

Mr. FRANCIS: My questions have been answered, Mr. Chairman. 4 

The CHAIRMAN: Mr. Fisher. a 

Mr. FISHER: In 1961, Mr. Ouimet, you had this to say—and I want to read 
a paragraph to you which I think you will find is relevant: 


Now, there are other important reasons why these projects— 
These are your words and you are referring to the Montreal and Toronto 
projects: 

—should not be delayed. Our Toronto project is already in relative 

advanced stage of engineering planning and design and the necessary 

property has been purchased. In Montreal the situation is not the same. 

We are still negotiating there for a suitable location. Engineering con- 

sultants for these projects have been engaged several months ago. Also, 

our own engineering and architectural staffs were enlarged to under 
take the extremely complex and extensive planning and design neces- 
sary for projects of this kind. To stop this work now for any length of 
time would, in my opinion, involve a considerable loss of money. I do 
not know how much, because it would depend on how long the inter- 

ruption lasted; but if it lasted for any time, the loss could be severa il 

hundred thouiseride of dollars. It might be more accurate if I said so ne 

hundreds of thousands of dollars. I have in mind a figure in the order 
of $300,000. 


Did this loss actually take place? 


i 
a 
—* 


Mr. OurmetT: I think so in the case of Toronto. I think we will have to 
make considerable revision of our plans. The revising of detailed plans ready 
for specifications is a very costly process. 


Mr. FIsHeR: When it was decided that you were not to go ahead with these 


projects several years ago, did you make any cut down in the engineering and 
architectural staffs? 


Mr. OUIMET: Yes, we did—or we did something else instead and did not 
use these people, obviously, for those projects. I have not the exact figures 
of engineering for the past six or seven years, but I remember that we changed 
considerably our personnel and their assignments during that period. I know 
we had to gear up again when the Montreal project got started. 


Mr. FISHER: From what you said earlier, Mr. Ouimet, it would appear 
that there has now been an inversion in terms of the readiness for develop- 
ment in the two cities. In 1961 you told us that Toronto was in a sense well 
ahead; and now the Montreal project seems to be well ahead; it is near realiza- 
tion. 


Mr. OUIMET: Yes, in the sense that we are bound by an agreement with 
the city which stipulates that we must get started by October 1, 1965, while in 


the city of Toronto we have no agreement with anyone to start by any specfié 
date. 


Mr. FisHEer: Do any of the expenditures or things upon which you did not 


spend in the past have any relevance to the difference in the situation between. 
Toronto and Montreal? 


i 5 


Mr. Ourmet: Could you elucidate your question a little? I do not und 
stand its meaning. 
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Mr. FISHER: Three years ago I assume the Toronto project was much closer 
realization than the Montreal project, but then a damper was put on that 
oject, as I understand it, as a result of government policy. A damper was put 
mn the projects; is that Coca. 


ssume you have had an undertaking from the government that you should 
ahead. Is that correct? 


Mr. OurmeET: We had an undertaking from the previous government. 


Mr. FISHER: Very well. Has your spending program of the last two years 
ny relationship at all to the fact that there has been this switch which has 
rought the Montreal project closer? There must be more to it than the fact 
hat you have concluded a land deal in Montreal. 


Mr. OurmetT: Oh, yes, we have gone ahead with the engineering in the 
Montreal project, and we are right in the middle of it. Money was provided in 
he estimates for 1963-64 and also for 1964-65 to deal with the costs of the 
ngineering of these projects. The money is not provided completely in these 
projects, but it is provided so we can do the engineering and do it to the point 
f calling for tenders. 


Mr. Fisuer: As I recall, in 1961 you said the Toronto project was already 
in an advanced stage of engineering and design. 


Mr. Ovurmet: Yes, and that was finished shortly after, and the plans 
vere then put on the shelf. Now, a number of years later, and looking ahead 
again, we estimate that we will have to revise the plans to a certain extent. 

Mr. FisHer: Has there been any consideration, in regard to spending in 


Montreal by the board of directors of the Canadian Broadcasting Corporation, 
given to the difficulties and problems current in the present political situation. 


Mr. Ourmet: No, we are dealing with the requirements of the national 
oadcasting organization, and I do not think these considerations would 
‘ome into the thinking of the board. 


Mr. FisHer: I wanted to turn to something else in terms of the capital 
program. This is the question of an extension of service. In your capital budget 
during the last three years have you ever brought a proposal before the treas- 
ary board that they should give you a special lump sum to clean up the main 
backlog of television coverage? 


Mr. Ourmet: I do not think that we have ever put before the treasury 
board a formal proposal of this type, but I recall discussing this with officials 


Then, by the time we get to estimating generally, the situation from the point 


bit, and we never put forward an accelerated plan of coverage. 


d the spending in the extension of services, is it possible to get any indica- 
tion of the per capita formula that the C.B.C. talks about in terms of costing 
the various extensions? Does that become part of the record that you examine? 


Mr. HENDERSON: We may have seen the calculations, Mr. Fisher, but we 
“would be concerned with watching the correctness of the expenditure rather 
than what I would describe as internal reasons for the expenditure. 

here the C.B.C. extended television service to the Kenora-Dryden area—and 
| I believe this past year there would be some money assigned that you would 
at least have looked at in respect of the development of television service—or 


Rey. 
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Mr. OurmetT: Yes, as a result of the fact that no money was made available. 
Mr. Frsuer: Now I understand that you are planning to go ahead, and I © 


of the treasury board, and with our minister, as a possibility at various times. 


of Mew of money has tightened up and everything has had to be cut a little © 


Mr. FisHer: Mr. Henderson, when you are examining the expenditures 


Mr. FISHER: Suppose for example during the years that are under record © 


yo 


bain 
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perhaps in respect of the Fort Francis area, would you see any specific nota 
in the accounts regarding the relationship of these costs to the formula ab ul 
which the C.B.C. talks? 


Mr. HENDERSON: The formula that we would adhere to would be the bud: 
get. That is to say, the budget stemming right from the capital budget th nat 
is approved by the treasury board. 


Mr. FISHER: The point I am trying to get at is this per capita formula and 
its application to projects, something which is in a sense outside your domain n? 
Is that right? 


Mr. HENDERSON: That is right, sir. 


Mr. FISHER: The point I am really trying to make, Mr. Chairman, is that 
this is another item I should like to see brought within the scope of the annual 
report as part of the report to parliament. The reason I make that statement is | 
the fact that there is no way that I know of by which we can check the 
relationship of these figures to see whether there is any acceleration or decelera- 
tion whichever the case may be, yet the C.B.C. does base its spending program 
on extension of service upon this formula. 


Mr. OUIMET: Mr. Fisher, we will see what we can do to provide more. 
information in respect of this question. I am frankly concerned with the pub . 
formulation of long term plans of this respect, because all kinds of things ca 
happen after you talk about the possibility of a station somewhere three yea rs 
from now. The population situation may change and some other city may get 
priority. I think we have to handle this situation very carefully, although ‘ 
think we can attempt to provide more information than we have provided in 
the past, and that has been rather limited, except when this matter has beer 
taken up by parliamentary committees, at which time we have given quitl 
a bit of information. 


Mr. FISHER: The point I am really trying to make is that this is a very | 
important part, in a political sense, of your spending program, yet it is not 
something that is really surveyed or analysed by the Auditor General. ) 

Mr. OUIMET: Yes. I am just wondering about its effect because I do not! 
know what the Auditor General thinks about this, and I do not know whether 
he wants to be involved in the area of priority of extension of service in the - 
country. E 
Mr. FISHER: I am not suggesting that the Auditor General should be 
involved, but if there are reasonable doubts in respect of that extension of 
service, on the part of parliamentarians, surely there should be some agency 
or forum through which this can be examined and details obtained. 

Mr. HENDERSON: Mr. Fisher, I should think, as Mr. Ouimet himself ie S 
suggested, it would be possible for the corporation to insert some tables or 
graphs of some description showing how the capital dollar has been spent. 
Perhaps in his director’s report he could alsc give some indication of the direc- 
tion in which this is going to be carried in the future. I think that is the sort | 
of thing he has in mind. Heretofore nothing of this sort has been included in 
the corporation’s annual report. To my way of thinking it would be an im- 
provement to have something like this in the report, and I think that is wha at 
Mr. Ouimet has suggested may be done. 

Mr. FISHER: With regard to this extension of services lump sum idea, have | 
you the capacity in terms of your cost accounting, in respect of extension of 
service projects, to put such a figure in your budget, or arrive at such a | 
figure, given the conditions of 1964, to put them in your budget? 

Mr. OvurmMeEtT: I would say yes, in a rough way, because until each one 
of the projects is engineered it is only a fairly rough estimate that is involved 
However, in total the estimate would still be fairly accurate. 
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The CHAIRMAN: Have you concluded your questions Mr. Fisher? 
Mr. FISHER: Yes. 
The CHAIRMAN: You are next on my list Mr. Pigeon. 


Translation) 


Mr. Picreon: Mr. Chairman, may I ask the unanimous consent of the 
ommittee to come back to page 12 of the French report as I was detained 
is afternoon while addressing the House. I would like to put this question 
you, Mr. Ouimet: concerning cars and trucks, office supplies, stationery 
etc., are you inviting public tenders to be printed in the leading papers? 

Mr. Ourmet: Generally, in calling for public tenders we do not follow 
; e government’s procedure, but we nevertheless call for tenders.: 


Mr. PIGEON: Yes. 
Mr. OurmmetT: We put in our request to some 4, 5, 6 or even 8 firms, in 


apers. A number of firms wishing to tender send us a request to do so and, 
‘unless they are automatically excluded if we think they cannot meet our 
| requirements, we invite them to tender. This way, we generally receive 
| tenders from five, six, seven, eight and sometimes even from ten and twelve 


Mr. PIGEON: In other words— 

Mr. Ovurmet: I am broadly speaking, if it happened that certain instances, 
y small scale construction work, would involve costs amounting to approxi- 
ately five thousand or ten thousand dollars, we would then ask only two 
or three firms rather than asking half a dozen or even a dozen to quote us 


Mr. Pickon: I am asking you this, Mr. Ouimet, with regard to the pur- 
a Bese of cars and trucks because you do not call for public tenders by way 


na Toronto are allowed to call three of four suppliers for tenders, according 
to their choice. Is that what you mean? 
_ Mr. OvurmMeT: We ask price quotations to three or four companies, in 
' most cases for cars of different brands. 

j Mr. PicEon: But finally, how do you manage to choose between these 
three or four people, especially in cities like Montreal, Toronto, Vancouver 
ec Halifax. You could find there some fifty or even a hilndred dealers in cars 
Yor trucks of different makes and this matter of choice may become a very 
difficult one for the authorities involved for the CBC to take a telephone 
directory and, with eyes closed so to speak— 

i Mr. OurmmetT: Mr. Pigeon, we do not buy dozens of cars at a time. We may 
buy one in Montreal and perhaps another in Toronto. Maybe a year later, we 
buy one or two more cars. 


_ Mr. Picron: I would like to ask a question to Mr. Anderson, the Auditor 
General of Canada. If a Crown Corporation, and keeping in mind the public 
interest—and here I do not put any blame on Mr. Ouimet whom I consider as 

1 honest and conscientious man dcing his duty as he has to carry heavy re- 
onsibilities, and who, I know, is devoting his time for the good of the people— 
, as I already mentioned, Mr. Anderson, with the public interest in mind, 
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would you not consider it preferable for crown corporations, and amon 
them the CBC, to call for public tenders by means of newspaper advertisi 
say not for any hasty purchase, as for example if such a Corporation wou! 
need a chair or some piece of furniture, but for all bulk purchases? I mean to 
do so in the same way as, in your experience, Mr. Anderson, this is done by al 
departments? 


ae 
) 


(Text) 


Mr. HENDERSON: Mr. Pigeon, it is difficult to make a sweeping or general- 
ized statement on this. 


Crown corporations are set up to operate with the same freedom of action t 
as the large private corporations are in our country, and you do find the pro- 
cedure which Mr. Ouimet has outlined existing today. It always has existed that 
way in most of our crown corporations. The purchasing agent secures com- 
petitive prices. It is perfectly true that it is not as independent a basis as it © 
would be if he advertised for tenders. I think you would find if they were pur- 
chasing substantially or in great quantities, involving a lot of money, doubt- 
lessly they would put it out for tenders because of the responsibility attaching | 
to a large purchase. But, for the average kind of buying they do not do that: 
instead, they have a purchasing department. This is presupposing that manage- 
ment is responsible and is able to contain and handle this procedure. That has 
proven to be the case in most of the big corporations of our country and it has 
proven to be the case in our major crown corporations. I think you will find 
it is in the case of the C.N.R. and you will find it in T.C.A. On the other hand, 
if they are buying very expensive equipment in large quantity you will see 
them calling for tenders. 


Mr. PIGEON: Does the same thing apply in England? 


Mr. HENDERSON: Yes. The departmental process generally down through 
the years has been as described, to call for tenders. You have the situation 
where the Department of Public Works or the Department of Transport are 
buying things by the dozen or by the gross. There was the case of incandescent 
lamps, which the Department of Public Works buy for the entire government, 
and there was this question of identical tenders, which I have mentioned in my 
report, where they obtained tenders which came in at identical prices. But, 
think the question you raise is responsibly handled, if I may say so, from my 
experience with our crown corporations, and I do not see any problem here. 


(Translation) 


Mr. PicgEon: Mr. Ouimet, it must be quite difficult to choose one or several 
architects or engineers for a project to be performed for the CBC, since the 
holders of engineering degrees are competent persons. Then do you apply to 
the Engineering Association, or— 


(Text) 


The CHAIRMAN: Well, Mr. Pigeon, we have unanimous consent to revert to 
this one issue. I think you would have an opportunity to put your question when 
we are discussing the final subject, that of special survey, which outlines the 
organization, establishment, personnel, and so on. 


I notice that Mr. Ryan is the last one who has a question on this item, and 
then we will move on to special survey. 


Mr. Ryan: Mr. Chairman, may I return to the capital assets section a 
page 17. It is stated that the sum of $3,802,000 has been expended on consolida 
tion projects in Toronto, Montreal and Ottawa. I wonder if we would have the 
figure for Toronto alone. if 
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__Mr. Henpersow: I would have to ask Mr. Davies if he knows what portion 
‘of this $3,802,000 is in respect of Toronto. 
K Mr. Davies: I am sorry but I do not have the details of this. 

Mr. RYAN: Perhaps we could get that on the record later. 

Mr. Davies: Yes, I would be pleased to provide that information. 

Mr. Ryan: Could we also have the amount paid for the 35 acres in Don 


Mr. OumeEt: I can give you this information now. It is $635,000. 

Mr. Ryan: Is that $635,000? 

Mr. OUIMMET: For 33 acres. 

Mr. RYAN: That is $635,000 for 33 acres. 

Mr. OUIMET: Yes. 

Mr. Ryan: Mr. Ouimet, in your opinion, how soon should the C.B.C. pro- 


ceed to build on either of these alternative sites in the metropolitan Toronto 
area? What would be the deadline. 


Mr. OuIMET: As soon as possible. 
Mr. Ryan: Well, could you relate it in terms of months or years. 


Mr. OurmeEt: In both cases now it is a question of doing further engineer- 
‘ing work. We could not start building in Montreal before the deadline stipulated 
/in the contract of October 1, 1965. And, in the case of Toronto, before calling 
‘for tenders we would have to have a fresh look at our plans which were shelved 
ithree years ago. 

Mr. Ryan: That is, if you proceed at Don Mills? 


! Mr. Ovrmet: Yes. But if we had to make new plans for downtown it 
| would take a good year at least to make the plans, or perhaps a little more. 


Mr. CarpirF: Could you give us the amount paid for the 25 acres in 
| Montreal? 

Mr. Ourmet: It was $2 million plus 12 payments of $180,000 a year, but 
‘no taxes. So, you have to deduct what the taxes would have been. 


| Mr. Ryan: I suppose the Toronto Don Mills site was soil tested before- 
| hand. 
Mr. OuIMET: Yes. 

Mr. Ryan: And, you are satisfied that you can erect a tower there? 

Mr. OUIMET: Yes. 


| The CHAIRMAN: Gentlemen, we will now move on to special survey. We 
| have some time left yet. 


1 Mr. Henderson, would you mind dealing with this generally, after which 
‘I will call upon Mr. Ouimet to make a few comments, and then members may 
put questions. We are on page 21 of the 1963 report. 


Mr. HenpERSon: As is stated here on page 21 in my report to the board 

/of directors for the year ended March 31, 1960—and this was a report similar 
/to this which, I might say, was tabled and printed in the evidence of the 
broadcasting committee on June 1, 1961—I drew attention to various weaknesses 
‘in the system of internal control and made recommendations designed to 
‘correct these weaknesses. At the same time we suggested to the board of 
_ directors that a useful purpose might be served by having the corporation’s 
/ organizational structure in terms of its present size, complexity and cost made 
the subject of a study by independent management consultants working in 
co-operation with the audit office. 
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of discussion in that committee. In its report to the House of Commons 
June 28, 1961, the committee recommended that, following a review of 
report of the royal commission on government organization, consideration be 
given by the board of directors of the corporation to the advisability of co: \- 
missioning management consultants to inquire further into the operation of the 


corporation. b 


In report 19, volume 4, of its reports, released on April 17, 1963, the royal 
commission on government organization duly reported on the results of its 
review of the Canadian Broadcasting Corporation. : 


The commissioners stated that, while they had not undertaken the detailed” 
investigation and appraisal which the special committee on broadcasting may 
have contemplated, their report was proposing guidelines and criteria which, 
subject to government decisions on policy, should permit the corporation ta 
adjust its internal organization and operations to management and perfor- 
mance needs, with the aid of such advice, from within the government or | 
elsewhere, as it may consider necessary. This was the report that has been 
referred to earlier in the discussions in this committee today and last Thursday. | 


Several of the commissioners’ comments, particularly those relating 
financial administration, refer or deal with matters which had been the subject 
of critical comment in our 1960 report. However, as explained in our subse- 
quent reports to the board, we found that a number of those matters have 
since been remedied, particularly those relating to the position of the chief . 
financial officer, the formation of an effective internal auditing section ar Ke 
more effective stores control. 


Notwithstanding this action on the part of the management in asc 
our recommendations and suggestions, we felt that a useful purpose would be 
served if we reviewed the comments made by the royal commission on govern- | 
ment organization in report 19 having regard to its critical appraisal of the | 
corporation’s operations, particularly in the area of internal financial control. 
We therefore discussed these with the chairman of the board, the president and 
the chief financial officer in a meeting held on June 19, 1963—that is, about a 
year ago—and received their assurance that appropriate remedial action would 
be taken after discussion of the points by these officers with the board of 
directors. The president also undertook to furnish us with a copy of any report 
which he may submit to the director of the bureau of government Ee 
on the commissioners’ findings in report 19. 


I might add that Mr. Ouimet duly furnished me with copies of that report, 
or excerpts from that report, as they related to the financial matters with which | 
I was concerned. He furnished them to me approximately a month or six 
weeks ago. The reason my officers and I discussed this matter with Mr. on 
met and Mr. Dunsmore—the chairman of the board—and Mr. Davies a year 
ago was to satisfy ourselves respecting the position of the comptroller in his 
capacity as the principal financial officer of the corporation. You will appreciaa 
that as the auditor of the corporation I must at all times be satisfied that its 
system of internal financial control, which is the direct responsibiliy of the 
chief financial officer, is functioning satisfactorily, and that that officer at al 
times is able to exercise effective and direct supervision over the accountina 
of revenues and disbursing of expenditures wherever they take place in the 
corporation. We therefore have a direct interest in how the accounting and 
financial operation in a company is organized and how it functions if we are 
to place the reliance upon it when we carry out only test auditing. This is | 
subject we have also covered in your consideration of the earlier comments 
in my report to the house. 
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| - i 
I have already told you that Mr. Ouimet had agreed in 1961 to have the 
zomptroller report to him directly rather than to the vice president in charge 
of administration, thereby giving the comptroller the status he requires to do 
nis job effectively—a point, I might say, that was stressed by the Fowler 
royal commission in its report of 1957. Mr. Ouimet also adopted my recom- 
mendation that the comptroller should establish an effective internal auditing 
function under the comptroller’s direct supervision. This was planned and 
astablished by my officers working in conjunction with an outside firm of 
chartered accountants engaged for this specific purpose. Again, such a function 
is of direct importance to us because of the reliance we must place on the 
affectiveness of the internal auditors’ work programs and reports which are 
always a part of our studies during the course of our external auditing. In» 
addition, the budgeting function—that is the preparation of the corporation’s 
oudget—was also transferred from the vice president of operations to the 
comptroller, and a systems and procedures unit operating at the management 
level was likewise placed under his jurisdiction. 

_ The principal point left which has concerned my officers and me had 
to do with the authority given to the comptroller over the chief accountants 
in the corporation is regional centres, and this was the principle point of 
my discussion with Mr. Ouimet and Mr. Dunsmore a year ago. Under the 
decentralized accounting operations of the corporation, all of the revenues 
are collected under the supervision of the chief regional accountants, and all of 


\ 


the bills are paid by them at these regional centres. I therefore regarded it 
accountants reported at head office in Ottawa because these men carry a 
substantial responsibility, particularly in the large operational centres of 
place. 

| I wanted it to be quite clear that these regional chief accountants were 
that there would be a clear line of responsibility in this regard right to the 
top. I raised this question with Mr. Ouimet and Mr. Dunsmore because my 
officers have observed that the regional chief accountants tended to regard 
their regional operating chiefs as the men to whom they were responsible rather 
tional lines they would follow in their work. Mr. Ouimet and Mr. Dunsmore told 
me, at our meeting last year, that this was an organizational matter in 
[ attached to having a line of responsibility direct to the comptroller at head 
office, and I received his assurance that this situation would be clarified at 
{would therefore like to ask the president if he could perhaps say something 
‘to settle it. 

- The CHarrMAN: Gentlemen, I am going to ask Mr. Ouimet to make a 
‘aspect. You will then have the benefit of the views of the corporation as well 
ES those of Mr. Henderson, and your questions may be directed to that. 
statement that in general his recommendation—except for the very last one 
he has mentioned—had dealt with satisfactorily by the corporation. 

‘tell the committee that we have set up within the corporation late last fall 
a study group to look into the organization of the corporation. I am using 


as a matter of prime importance to be very clear to whom these regional 
Montreal and Toronto where the major spending of the corporation takes 
responsible for their work to the comptroller at head office in Ottawa so 
1 
| 
en to the comptroller at head office, even though he may lay down the func- 
process of clarification. I may say the president appreciated the importance 
an early date. I understand this matter is still in abeyance however, and I 
about where this matter stands at the present time and how it is proposed 
statement with regard to the question posed by Mr. Henderson on this general 
Mr. Ovuret: Mr. Chairman, I understand from the Auditor General’s 
With respect to the observations of the Glassco commission, I should 
the word “organization” in the very broad sense of the structure, that is the 
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men and the interrelationship between the structure and the men. The 
was started, as I have told you, late last fall, and it was estimated tk 
would take at least a year. 

While specific action may involve further study, which may requi 
little longer, we expect that the major part of the study itself will be fin 
during the course of 1964. We are expecting a great deal from this study ; 
from the men responsible for it because the men who have been given 
responsibility were chosen very carefully. This study group consists of s 
people, six of them being selected from our major production points to 
resent the regions and the head office. They were selected for their parti 
knowledge of our operations, of our four networks, the English radio 
television networks, the French radio and television networks, as well a 
regional operations and the head office administration. c 

Collectively they bring direct program, engineering, accounting, personne 
organization, management, and consulting experience to the study. To ens 
a fresh outside viewpoint, a management consultant was added to the gro 
and he brings to the work of the group many years of management consulting 
experience. vid 

As you know, the advisory committee on broadcasting which was s 
under the chairmanship of Mr. Fowler has been given, among other assignme! 
the responsibility to assess and to report on the studies made by the corpora 
of its organization. This is another reason why we must try to complete 
work before the end of the year as originally planned anyway. For the moment 
it is too early for me to report any specific action that we propose to take. | 

We are still in the discussion stage, but we expect a great deal fr 
the study, and the work seems to be in good hands. I might say to you t 
already we have found a number of areas in which there could be de nite 
improvement. 

Now, as to the specific question which was raised by the Auditor General 
as to the location within the organization of the chief accountants of the 
major divisions, in Toronto and in Montreal, this is part of the work th 
proceeding at the moment. But I think we can assure him in saying that 
all probability, unless somebody can bring good arguments to the contrary, 
present line of reporting which now is not direct will be made direct without 
intermediary between the chief accountant and the comptroller. I must 
that I am talking now about the functional line of reporting. : 

Obviously these chief accountants have got as their first job, their 
responsibility, the job or duty to provide to the management people of 
area they serve all the documents that they need in order to arriv 
proper decisions. Therefore, this is a case where there is a functional res 
sibility to the comptroller where all the procedures, methods, and all the ski 
the policies, the standards established by the comptroller must be foll 
by these chief accountants. But their day to day work of course is to se 
the management people in these divisions. f° 

I do not think there is any conflict there between what I am saying 
what the Auditor General was saying. So I think we have the situation 


under control, and I think we are moving directly in the direction he 
mentioned. 


Mr. Hates: I notice that the Auditor General made special reference 
more effective stores control. On page 18 he said that inventory of cai 
assets was taken in 1962 but the pricing of these assets and the compariso: 


of 1963. So I take it that there was a physical inventory taken of capital as: 


but they had not been priced by a year later. I wonder what explana 
there would be for this. $ 
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Mr. HENDERSON: May I ask Mr. Davies to speak to this, because he knows 
ore of the details than I do at the present time. 


Mr. Davises: This was a matter of the magnitude of the task an was before 
us, and we have done this without the addition of extra staff. We have some- 
hing like 110,000 items of inventory, and they are at about 95 different locations 
xclusive of the various buildings within those locations. We have other places 
uch as the relay transmitters—I do not know how many there are, but I 
hink there are over 100 of them, and of course they have additionally 7,500 
tems. The main task before us is to ensure, after having taken the inventory, rs 
at the movement of the assets within each area is controlled. 


In the first inventory that we took we found a situation which gave us 
ome cause for concern in that after we had got it mostly completed, the 
escriptions of the items, and the way that they had been listed did not lend 
hemselves to control of the shifting or movement of these assets within the 
arious places. So we have had to go back and redo some of these things. This 
‘would have to be established first. 


In our view control of the assets by physical means, and being able to 
associate them with inventory items would be the first thing to be done. 
A so-called pricing or reconciling, if you wish, of these listings or inventories 
that they show in the detailed records of the corporation is of mere secondary 
importance. I do not mean secondary because it is unimportant, but it is a 
a. of the relevance of what you have to get at first. 


2 Mr. Davigs: It is a very “difficult thing, sir. For instance, you Re a piece 
of equipment, and you know how it is noted. But in comparison to the descrip- 
tion used on your record cards and having regard to what the technicians call 


find this out until we actually did some of it, and we have been working in 
fonjunction with the engineers, and they have been doing this part of the 
time. 

i Mr. Hates: Had you never had an inventory before this time? 
4 Mr. Davies: There had been an inventory taken some ten years ago before 
we started. 

a Mr. Hates: In other words, you have been operating for ten years without 
‘inventory control. 

Mr. Davies: But there was inventory control on a book basis, but there 
ad been a physical inventory taken in the days when it was much smaller, 
nd then during the period that it had not been taken there was a great in- 
rease in the number of asset items. 

_ Mr. Hates: I would say that this observation of the Auditor General, 
vhen he said that there should be more effective stores control, was certainly 
vell prompted. 

Mr. OuImMET: I think we agree with that observation. 

Mr. HALES: But we are not making any headway to correct it, because we 
ire a year behind. 

Mr. Davies: I think a great deal of headway has been made. 

Mr. Hawes: I think the corporation should give us some explanation of 
what they propose to do to get this inventory under control, and say whether 
‘they are going to carry on a perpetual inventory, as it were. 

Mr. Davies: With physical assets the perpetual inventory method is 
isually reserved for stores items. The physical assets we are speaking of are 
ite s of furniture, office equipment, studio equipment, lighting, and things of 
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that nature. It is our plan that as this becomes established we will be tak 
every year a certain class of these assets throughout the whole corporation 
it will be on a continuing basis, in order to relate it back to the books. 


Mr. Hates: If this committee should ask the corporation to produce an 
inventory, could you produce one? 4 


Mr. Daviges: Yes sir, we could, from the books that we now have, and 
from the asset items. 


Mr. Hares: And this could be back checked with physical accounting? 


Mr. Davies: To the extent that we have checked it, yes. There has not | 
been full reconciliation of the locations. This will take some time. 


Mr. Ryan: I wonder if I might ask if the corporation has insurance on 
these things? 


Mr. DAVIES: We are fully insured, and with fire insurance we are under the 
fire replacement act of the government. ; 
Mr. Ryan: Do you not have to supply an inventory to the insurance com- %. 
pany at least every three years if not annually? 4 


Mr. DAVIES: We are under the fire insurance act of the dominion govern= x 
ment, and that has not been required. 


Mr. HALEs: I want to follow my line of questioning a little further and 
take it to an actual case. Suppose in your Toronto studio your book invento y 
shows that you have ten—take any item; you may name one. q 


Mr. OUIMET: Let us say ten cameras. 


Mr. HALEs: All right, ten cameras or ten tubes of a certain type. You ce 
go to this Toronto place and take a physical inventory and there would be ten a 
of these camera tubes to correspond to your book records. 4 


Mr. Davies: This is in the area of stores. In respect of stores, you could 
go to a bin and there would be a card to indicate how much is in the bin and 
also a book record to indicate there would be ten; so, there is a dual control 
there. 


Mr. HALeEs: But you cannot do it for furniture and the like? 


Mr. Davies: I could not make a blanket statement that we could do itt 
because I know there are areas where we have not done this yet, but I would 
say in areas where we have done this fully, the difference between what we 
have in the books and what we have found is not significant, specifically in one 
area after we finished it up. So, generally speaking, I would say we are not 
in bad shape so far. There are some big areas in respect of which we do not 
know yet. 


3 


Mr. HALEs: In some areas your book account does not agree with the physi- Eo 
cal accounting? 


Mr. Davies: No; where we have checked the book listing of the numbe ; 
of desks, for instance, when we have counted those desks, the variation has iu 
been very slight. In other words, this has been the result in areas where we 
have tied it down as, for instance, in Newfoundland. 


Mr. Tarpir: I have a supplementary question. Do you keep a perpetua 
inventory for parts and things like that? 


Mr. Davies: Yes, sir; we keep a continuous inventory. At any one time w 
know how many tubes, condensers, and so on, there would be in stores. 


Mr. HARKNESS: In his report, the Auditor General referred to a recom- 
mendation made by the broadcasting committee in 1961 which is repeated by 
the Glassco commission. The recommendation is that consideration be giver 1 
by the board of directors of the C.B.C. to the advisability of commissioning 
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‘management consultants to inquire further into the operations of the Canadian 
roadcasing Corporation. Has anything along this line been done in order to 

Essist the study group, of which you spoke, to complete its study? 
Mr. OUIMET: Yes. I mentioned that the study group includes a manage- 
ment consultant who has been working with the group now for seven or eight 
months. 
é Mr. HarKNEss: That is one man? 

Mr. OuIMET: It is one man, yes. 

Mr. HALES: May we ask who it is? 
Mr. OurmMetT: Mr. Jack Shirley of Woods Gordon and Company; he is a 


Ms Mr. HARKNESS: Do you think one man can do the job adequately? 
J Mr. OUIMET: It is not one man. There are seven men. 
Mr. HARKNESS: I thought you said it was one man. 


: Mr. OuIMET: I just outlined that the study group was made up of seven 
men, six internal and one from outside. 

Mr. HarKnEss: I am talking about the outside advice which consists of the 
advice of one man? 

Mr. OUIMET: I think this is adequate. I believe what we need is knowledge 
of the broadcasting business plus knowledge and experience in the handling of 
studies of this kind which can be provided by the outside man. 

Mr. HARKNESS: The chief purpose of this study, as recommended by the 
broadcasting committee and also by the Glassco commission, is not so much the 
Matter of broadcasting per se, but rather the business methods and organization 
of the corporation. I would doubt whether you are getting the amount of ad- 
vice and the amount of inquiry into those particular matters which perhaps 
would be required to produce the best results. 

: Mr. OUIMmMET: We very carefully thought over the various possibilities. Of 
course, we had before us the possibility of taking a team of consultants entirely 
from bitieide or one entirely from inside. We thought the one we have chosen 
was the one most likely to provide the result we required. Frankly, I think 
we should reserve judgment until we know what measures will be taken by 
the corporation at the end of this study. It will be assessed not only by our- 
selves, but also by the advisory committee on broadcasting which has been 
given special terms of reference. 

i Mr. HARKNESS: I would suggest it is very much in the way of being 
what I might call token compliance with the recommendation of the 1961 com- 
mittee on broadcasting. 


Mr. OvuImMeET: I wish I did not have to disagree with you again, Mr. 
Harkness, but I do not think the word “token” applies to the situation. 
_ Mr. HarKNESS: With regard to the financing of the corporation, the Glassco 
commission stated: 


Each year parliament is asked to vote the funds necessary to bridge 
the gap between corporate income and outgo. The scrutiny of these 
(# budgets is carried out by the staff of the treasury board, the outcome 
if being usually an arbitrary reduction in the operating budget of three 
or four million dollars. No direction is given the corporation concerning 
the control of either revenue or expenditure. 


Le 


When you get the arbitrary reduction of $3 million or $4 million in the 
dget, how do you meet that situation? 


\ 

e 

i Mr. OUmMET: We have to completely realign the budget. Obviously if we 
ve a budget prepared, it is based on certain projects which are supposed 
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to be carried out. I am speaking now about operational projects as well 
capital: it also applies to capital. Then, the amount is changed and we h 
to realign the projects accordingly. 


Mr. HARKNESS: This is the operating budget we are talking about, | 
duction in the operating budget of three or four million dollars”. This 
nothing to do with capital. 


Mr. Ourmet: All right; the answer is the same. We have to completely 
realign the budgets. We have to divide the cut according to the needs, and 
generally most areas of the corporation are affected. ; 

Mr. Harkness: Is that the way in which you actually do it, or do you 
just not go ahead with projected extensions? xe 


as 


Mr. OUIMET: No, we still try to develop our extension program, but per- 
haps not to the same extent as if we had not had a cut. We try still to 
develop our extension program and at the same time, obviously, we have. to 
take care of the built-ins, those things which are committed from the previous 
year. These must be given priority. I think every year we have extended our 
service at least to some degree. a 


Mr. HARKNESS: This has been your experience year after year, has it? 
Mr. OuIMeET: That we get what? A $3 or $4 million cut? 
Mr. HARKNESS: Yes. Aa 


Mr. OurMeT: No, certain years have been more difficult than others. I 
think it was two years ago that we had a cut in total of several million dolla rs 
at the moment of austerity. 


Mr. HARKNESS: That was on your capital budget, chiefly? 
Mr. OuIMetT: There was quite a bit on operation also. 


Mr. HARKNESS: In connection with the $3 million or $4 million which they 
mention I would ask you, having had this experience, do you in actual fact pL it 
in a budget which you expect will be cut by $3 million or $4 million? In othe 
words, is this amount not added to the figure on which you can get by? 


Mr. OUIMET: Mr. Davies is anxious to answer this question. 


Mr. Daviss: I think probably, sir, the most significant way in which I can 
answer is by saying that the figure we put in for salaries, which represent 
something like 40 per cent of our budget, is something within $100,000 of ou: 
actual. This is indicative of the accuracy that we have with these figures. The 
discussions we always have with the officers of the treasury board—and ha 
had for a number of years—before the submissions are of a co-operative nature, 
which makes me feel that there is certainly a confidence felt in the manner i n 
which these budgets are prepared. i“ 


‘ 


é 


: 
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Mr. HarKNEss: I asked the question on the basis of personal experience, 
and I think on the basis of the experience of every minister. It has been the 
case in the three departments I have had—and I think it has been the sa ne 
in every other department—that the budgetary requests one receives from 
the various branches of a department are always higher than one can possib ly 
meet. I have always suspected that the people preparing the budget asked 
for so much, figuring they would get so much less. It is always one of the Jo! bs 
of the minister to cut those down to what he knows he has. a 
Mr. TarpiF: This may be the exception to prove the rule. k 
Mr. Harkness: In this case there is no one to do this. 


Mr. OUIMET: We are in a privileged position. We are new to all this. 
were put on annual votes only five years ago, and we have not learned th e 
bad tricks you are telling us about now! 
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2 -OUIMET: This is true. In some years we have turned back, let us say, 
on on operation, and in another year we have turned back $160,000, and 


ent of it. Usually what happens when there is a large cut is that we have 
ompletely eliminate from the budget certain fairly large items. At the time 
ne austerity program, for example, we had to remove the FM operation and 
emergency broadcasting operation, and we had to go into very extensive 
uts all the way through the corporation. 

Mr. HARKNESS: In the report it is stated that no direction is given to the 
oration concerning control of revenue or income. Have you any comments 
would like to make, Mr. Henderson? 

‘Mr. HENDERSON: The observation there means to me that no direction is 
n by parliament. That is what they mean, is it not? 

_ Mr. Harkness: No, they are talking about the treasury board. In other 
words, what they are really saying is that there is no control over either 
venue or expenditure from anywhere other than from within the corporation 


‘Mr. HENDERSON: The treasury board’s contact with a crown corporation 
h as this basically takes place at the time the corporation has to ask for 
> approval of its budget, in the way in which Mr. Davies and Mr. Ouimet 

e€ been describing. Having gone over their figures, and the officers of the 
rporation having appeared before the treasury board, and approval having 
een obtained and the final figures settled, I think I am correct in saying that 
easury board does very little else in terms of day to day surveillance or 
vision for example, of the corporation’s monthly figures by way of checking 
how it is progressing. As you know, the comptroller of the treasury’s 
isdiction does not extend to crown corporations; it only applies to the 
artments of the government. Having therefore obtained its approval, the 
ration is on its own, and for that matter so is every other crown corpora- 
nder the present system, in effect. 
T think what the Glassco people meant here was that the treasury board 
id be of some assistance to the corporation in expressing some views on 
control of its revenue and expenditure. I would point out to you that 
where in the Glassco report, particularly under financial management which 
rs in volume 1, the commission touches on this very point I mention. 
lly, this is one of the factors behind their proposal for the establishment 
the new office of president of the treasury board aimed at divesting the 
usury board of a great deal of its detail so it can in fact devote more time 
his very thing we are discussing here. I believe this to be a good recom- 
ndation and something that illustrates the real part the treasury board staff 
d play in assisting some of these crown corporations. They could call for 
im financial statements each month and just look to see how their creatures 
re doing—because they, after all, are the bankers. 

Mr. HarKNESsS: I have many other questions I would like to ask but as it 

ten minutes after ten perhaps I should desist and allow someone else to 
ine the witness. 


. i 
(Translation) 
The CHAIRMAN: Mr. Rondeau. 
. RonpEAv: I do not wish to delay the work of the committee, but I 


i have liked to ask one or two questions of Mr. Ouimet, and I had no 
of doing so. We talked about saving the CBC dollars, of the use of its 


506 STANDING COMMITTEE 


dollars and of the control over the dollars it spends. There is another matter 
which is not relevant to its funds, but about which I would like to enqu: 
and obtain some information, and that is programming. I would not like Me 
Ouimet to consider this as a reproach or an overall criticism of all the pro- 
grammes presented by the CBC, but, because I have seen many, I would like 
to find out what system you apply in order to control and analyse the morality — 
of the programmes which you produce, because we remember the broadcasts 
which were presented, those which surprised or shocked the population in 
general, as clearly as we remember the production entitled: “La Belle de 
Céans”, which was shown some time ago and which shocked the population .. 


(Text) 


Mr. TARDIF: On a point of order, Mr. Chairman, I do not think that nal 
anything to do with the examination we are making of expenditures. 


Mr. RONDEAU: I know that, but I just wanted to have some information 
from Mr. Ouimet while he is here, because he is the man who can answer that. 


The CHAIRMAN: On the point of order which is raised, I do not think we 
have any right to inquire whether there should be censorship and, if there 3 
is censorship, what form it should take. If you are just laying the foundation 
for a question on methods used in the corporation I think this is not un- 
reasonable; but I do not think the committee is entitled to go into the matter 
of censorship and the methods of censorship employed. 

On the question of organization, I think this is not an unreasonable ques- 
tion at this time and Mr. Ouimet may care to answer it on that basis only. - 


(Translation) 


Mr. RonpDEAv: It is precisely on that subject that I wish to ask a question. 
I would like to know what kind of control—or you may call it censorship—_ 
you exercise to determine if the morality rating of a broadcast is good or bad 
Would you give us your opinion on this point, Mr. Ouimet? x 


Mr. OurmetT: Your question infers, Mr. Rondeau, that the morality of 
many programs is rather dubvious. We should find out if we agree on that 
statement. However, in a general way, we have a policy and standards which 
apply to every production, or which are applied by persons vested with direct 
responsibility. If we talk about the French networks, we have a general director — 
for the French networks. He is responsible for everything which occurs in 
those networks; he has specialists in every field. One is in charge of children’s 
broadcasts, others of religious broadcasts, theatrical broadcasts, variety broad- 
casts, and everyone tends to his own business under the supervision of his 
chief, as in any other organization. 

There is nothing special in that organization; it is the same as in 
any other organization which you may find in an enterprise that controls 
the quality of its programmes or of its products. 


Mr. RONDEAU: I would like to point out another recent case, but I do not 
want you to consider it as a general reproach. How does the CBC proceed to- 
determine if a programme is acceptable? If there is some degree of censorship 
or checking . i 


Mr. Ourmet: Whether the English or the French network is involved 
this is a matter of human judgment. One man or several men judge if a 
programme is acceptable or not; they judge according to the criteria which are 
known to them, because they are enacted by the CBC in a general way, and— : 
they are based upon the general philosophy of the CBC. Some complicated. cases 
may be submitted to the general director instead of the director of programme! S 
or broadcasts. 4 
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That is not always the case, but it is always a question which is decided 
by men. You may be interested in learning that a year and a half ago, we 
asked this question of the Canadian public, and that we asked for a sample 
which was selected scientifically throughout the country and which comprised 
French-speaking as well as English-speaking Canadians, people from the 
Maritimes and the Western provinces. We asked them their opinion about the 
‘programmes, if some shocked them or scandalized them. We endeavoured to 
find out exactly what they thought about this question of morality, and 
¥: if I remember well, a small minority, maybe six or seven, did not like some 
broadcasts from that viewpoint. 


Mr. RONDEAU: There is another point besides morality, something hich 
occurred recently: for instance, the two broadcasts presented by the CBC 
| on the assassins of Coffin. Before the meeting . 


(Text) 


The CHAIRMAN: I will have to stop you there, Mr. Rondeau, because we are 
"now getting into a specific question. I think this question comes within the 
mental prohibition that I felt I should lay down. I think Mr. Ouimet, your- 
_ self and anyone else is entitled to go into this general question regarding 
_ how this is organized and the general attitudes so far as the organization is 
; concerned, but you are getting into issues regarding whether or not certain 
_ plays or programs are ones that should or should not be shown for one or more 
fundamental reasons. I think we are now going beyond our jurisdiction as a 
public accounts committee and perhaps getting into something which should 
be dealt with by a broadcasting committee. As I warned you at the beginning 
_ of our deliberations, this is something over which I feel we have no authority 
or jurisdiction. I fel the matter of broadcasting is something with which 
we as an accounting committee should not deal. 
Are there any other questions? 


_ (Translation) 


Mr. RONDEAU: That was merely to make Mr. Ouimet feel more comfortable. 
I meant to illustrate what I mean when I ask what is the policy of the CBC 


organization in the world. 

: Mr. OUIMET: Evidently; ‘La Belle de Céans” slipped our attention. 
Text) 

bi im The CHAIRMAN: Mr. Fisher, you indicated you had some further questions 

_ to ask. 

Mr. FISHER: You opened up this whole question of programming approval 
‘in a general way and then you said the specific question did not lead to any- 

"thing in respect of which the public accounts committee should deal. There 

is one program of very recent origin which has been ruled out, yet does involve 


_the financial aspect in view of the fact that there is an offer to putes it in 
existence. 


Mr. FISHER: Yes, and I hope to be around at that time. 

I should like to ask Mr. Ouimet one further question. I understand there 
are certain people under charge in Montreal in respect of a criminal action in 
connection with some kind of misappropriation or mishandling by C.B.C. people 
of equipment or funds; is that correct? 

* Mr. Ourmet: As of this year that is correct. 


Mr. FISHER: Was this fact discovered by accounting methods? 
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Mr. OurMet: I believe this was discovered by accounting methods, yes. 4 
Mr. Davies may be able to give you more information in that regard. 4 


Mr. FIsHER: This has not come within the Auditor General’s purview as 7 
yet? ; . 
Mr. HENDERSON: No. 
Mr. Davies: This was something we came upon on our own, Mr. Fisher. | 
Mr. HENDERSON: The corporation detected this before it had gone too far. 4 
Mr. OUIMET: This involves a question of alleged forgery. : 


The CHAIRMAN: Mr. Ouimet, perhaps we better not get into this too far ! 
because this is something you and the Auditor General will have to work out . 
and will or will not be the subject of a paragraph in his future report. 


Mr. FISHER: This situation is current and has nothing to do with the past? 4 | 
Mr. Davies: That is right. 
Mr. FISHER: That is fine, thank you. 


The CHAIRMAN: Gentlemen, it is now 20 minutes past ten o’clock. We have © | 
had a very good opportunity of examining C.B.C. officials over the past two % 
days at six meetings. I am assuming that no one else is indicating any great 
anxiety to ask further questions. 


Mr. Southam, do you have a further question? 


Mr. SoutTHAm: I should like to ask one general question in respect of @ 
finances. ; 


We have been discussing the item headed special survey, appearing at oY 
pages 21 and 23. Mr. Henderson gave a very comprehensive report at the com- | 
mencement of our consideration of this particular item and then added some _ 
supplementary remarks which I thought were pertinent. Following those re- ® 
marks, Mr. Ouimet himself gave a report in relation to the particular area of | 
internal financial control. My question is directed to Mr. Henderson. Are you 
satisfied now, having heard the report of Mr. Ouimet, that the results we look — 
for as far as internal financial control is concerned will be forthcoming? 4 


Mr. HENDERSON: I shall only be satisfied if, as and when the organization 
makes changes whereby the regional chief accountants report directly to Mr. 
Davies. You have my report in which I give my reasons in this regard. The — 
big money in this corporation comes in and goes out in the two big cities, and © 
I consider that the regional chief accountants there should report directly 
to Mr. Davies, and carry out his instructions. I recognize they have to live with | 
the local people in Toronto and Montreal, but they should not be under them. — 
Mr. Ouimet indicated that they still report to those men in Toronto and» 
Montreal, and this to me violates the principles of internal control, which — 
I regard as very important in my work. We place great reliance on the system a 
and must do so as long as my work involves only a test check. If we have 3 
any misgivings about the adequacy of the system of internal control, you would. 7 . 
say to me I should do three times the amount of test checking I am now doing. 
Therefore we watch the efficiency of this at all times, and it testifies to Mr. 
Davies organization that it was his office which eceeien this defalcation, to 
which Mr. Fisher referred a moment ago. : 


I would hope very much there will be an early decision by Mr. Ouimet 4 
and his associates regarding this fundamental point of organization. He has 
given an explanation in respect of just one of the matters on which this 
special study committee is working, and I am only asking for what is customar-_ 
ily found in most of the major corporations in Canada operating under similar 
circumstances. I hope you see my point. | 


Gouna 
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Mr. SoutHAM: I am very pleased, as I am sure other members of the 
mittee are, to hear you re-emphasize this particular point. I think this 
would be quite a step forward. 


; Mr. HENDERSON: As you know, in my reports to the house I have dealt 
with the adequacy of internal financial control at some length, and the Glassco 


commission devoted a considerable amount of space to it. Treasury board at 
e present time is overhauling the situation as it exists in all the departments. 
e simply cannot make that too strong because it is one of our surest guaran- 
tees of the accuracy of our work in accounting for our revenues and expend- 
itures. This is a tremendous business we have here—speaking of the gov- 
ernment and the crown corporations as a whole—and we should be seeking 
to strengthen it wherever possible. As you know, I only have a very modest 
staff and I carry out all my work out on a test check basis. I cannot examine 
/ all the transactions. Now, I would like to feel we can place a reasonable 
reliance on the systems that are in effect. If we cannot I do not hesitate to 
“say so. Here is one place where I feel some repair is required, and I have 
| brought it forward again because I do not regard this situation at the present 
time as satisfactory. 
_ Mr. SourHam: Then the only other observation I have to make at this 
time in reference to Mr. Ouimet’s statement is that I would suggest that rather 
than taking a year, if that was the proposed time, we should speed this process 
up so that it will prove to be in the best interest of everyone concerned and 
‘also help you, Mr. Henderson, in a more comprehensive review of the matter. 


Mr. HENDERSON: I believe he has it high on his list of priorities and I am 
re he will do his best to meet me on this remaining point. I must be perfectly 
fair and say that this is the remaining point so far as the criticisms I have had 
to make over the past several years are concerned. He has been good enough 
to meet me on the others. As I mentioned in my remarks, I am hoping we can 
complete them by this change I have asked for. 


- The CHariRMAN: Have you a question, Mr. Ryan? 
Mr. Ryan: Mr. Chairman, last Thursday in respect of film purchase and 


entals I asked for the budget and actual figures for the fiscal years 1959, 
1960 and 1961, and I wonder if they have been put into the record. 


Mr. Outmet: I am afraid, Mr. Ryan, that is one that slipped by. Could 
| we provide the information through the Chairman of the committee? 

The CHAIRMAN: Does the committee agree that this information will be 
| added as an appendix to today’s proceedings? It will be some time before 
the evidence is ready. Is that satisfactory? 

Mr. Ryan: It is satisfactory to me. 


| —s Mr. Fisuer: Mr. Chairman, Mr. Prittie and I are only on the committee 
| for the C.B.C. part of it. We have had an undertaking from the president that 
the scope of the information in the annual report will be enlarged. However, 
I still feel it would be a good idea for the committee in its report to set out 
in certain detail what some of this initial information would be and I would 
appreciate if at the time you consider doing it you would get in touch with ~ 
us or any other members who are just on the committee for this specific organ- 
ization in order to allow us to put forward some of the areas in which we 
are interested. ; 
The CHAIRMAN: I will undertake to do that, and I am sure between the 
clerk and me we will undertake to get in touch with the members who are 
serving on the committee for this particular examination and obtain in writing 
ar views and theirs on this, which will be submitted to the main committee 
en making up our recommendations. 
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Mr. OUIMET: May I say something on this point. I know this is very 
important to you. But, there is also the other side of the coin. a 


While we are going to do everything we can to increase the amount of use- 
ful information that we will supply to you in our annual report or through some 
other form there are still types of information which would be detrimental to_ 


that. I think I know what you want and I think you should give us the chance 

to try to meet your needs before you make a specific request of this type. I- 
think this kind of information embracing all aspects of the corporation, not just 
the public accounts side but the policy side and everything, must be considered. | 


Mr. FISHER: I think you are too sensitive, Mr. Ouimet. We have had too 
many recommendations from other committees ignored by government depart- 
ments and corporations to feel any qualms about putting more on the record, — 
just because you feel this way about it. I am not saying this to be impolite but — 
I feel that it is very important that we put our suggestions on the record, not 
to embarrass you at any future date but so that we know, and you know more | 
concretely the areas in which we are interested, and if you feel differently _ 
about it and want to turn them down because of the competitive position we © 


will know, instead of having to come up against the same thing in a year or 
two. 


The CHAIRMAN: When we will be making our recommendations we will _ 
have Mr. Ouimet’s views expressed now and during the course of the proceed- 
ings which the committee will take into consideration. ; 

Gentlemen, before we adjourn there is one thing I want to remind you of; 
we are meeting again next Thursday, at which time Mr. Richard, the president — 
of the Crown Assets Corporation, and Mr. Armstrong, the deputy minister of 
national defence, will be present, at which time Mr. Henderson will be filing 
the report which the committee asked him to prepare as a preparatory state-— 
ment to this examination. 

Before Mr. Ouimet leaves, may I thank you very much, sir, on behalf of f 
the committee for your assiduous attendance, and also Mr. Davies and the other — 
officials. You have been of great assistance to us and I hope we can be of equally — 
good assistance so far as our report is concerned. * 


Mr. OUIMET: May I thank you for your kindness and the kindness of the 
members of the committee for their understanding of our problems. 


The CHAIRMAN: The meeting is adjourned until 9.30 a.m. on Thursday. 
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MINUTES OF PROCEEDINGS 


THURSDAY, July 9, 1964 
(18) 

The Standing Committee on Public Accounts met this day at 10.10 a.m. 

ie Chairman, Mr. G. W. Baldwin, presided. 

Members present: Messrs. Baldwin, Cameron (High Park), Crouse, Francis, 


les, Harkness, Mandziuk, Prittie, Regan, Rondeau, Ryan, Smith, Southam 
anson, Tardif (15). 


? 


rmstrong, Deputy Minister, Department of National Defence; and from Crown 
ts Disposal Corporation: Messrs. Louis Richard, President and General 
ager; I. M. Mackinnon, Assistant General Manager, and L. M. Mondor, 
ptroller; and Messrs. Smith, Hayes, Laroche, Millar and Hogan of the 
itor General’s office. 

The Chairman made a statement relating to the extent to which the 
Jitor General is entitled to rely upon the legal services of the Department 
stice. Mr. Baldwin also advised that the Committee will hear the views 
e Deputy Minister of Justice at a later sitting. 

Pursuant to an undertaking to the Committee on June 4, the Auditor 
1eral delivered a report on the sale of surplus equipment of the Department 
tional Defence by Crown Assets Disposal Corporation. 

The Chairman then introduced Mr. Armstrong who stated the views of 
department on the subject of surplus materials. 

Mr. Richard was then introduced and he reviewed the nature of the 
plus materials and the difficulties involved in their marketing. 

Messrs. Armstrong, Richard and Henderson were examined and supplied 
ional information. 

The questioning of the witnesses relating to the sale of surplus materials 
ng concluded, the Chairman thanked Mr. Richard and his officials. 


At 12.05 p.m., the Committee adjourned until 3.30 p.m. this afternoon. 


AFTERNOON SITTING 
Members present: Messrs. Baldwin, Cardiff, Hales, Harkness, Prittie, Ryan 
In attendance: Mr. A. M. Henderson, Auditor General of Canada; Mr. E. B. 


strong, Deputy Minister, Department of National Defence; and Messrs. 
Uilar, Hogan and Laroche of the Auditor General’s office. 


At 4.10 p.m., there being no quorum present, the members dispersed. 


M. Slack, 
Clerk of the Committee. 
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_ In attendance: Mr. A. M. Henderson, Auditor General of Canada; Mr. E. B. 


es 
eek 
or, 


EVIDENCE 


4 THURSDAY, July 9, 1964 


The CHAIRMAN: Gentlemen, I see a quorum and I call the meeting to order. 


Before I open the subject of discussion this morning may I make one very 
brief statement? On my own initiative I discussed with Mr. Henderson a prob- 
lem which has come before us in different ways; that is, the question of the 
extent to which Mr. Henderson as Auditor General is entitled to rely upon 
t he legal services of the Department of Justice. 


_ As you know, Mr. Henderson is the agent of parliament; he is not the 
agent of the government. Constitutionally and by statute the Minister of Jus- 
fice and the attorney general are the advisers of the departments, not the 
crown. Usually there are not too many cases where there might be conflict, but 
from time to time I have observed that Mr. Henderson, when having to rely on 
legal advice, has had resort to the Minister of Justice. There may be occasions 
when there could be a conflict of interest. 


With this in mind, I brought the matter up personally, on my own initia- 
tive, and discussed it with Mr. Henderson, who informed me that this has been 
of some concern to him in the past. Mr. Henderson has had some discussion with 
the deputy minister of justice, Mr. Driedger, and at a meeting we hope to 
is lave in the not too distant future we hope he will come along and have a brief 
discussion with us. It need not pre-empt our time for a long meeting, but he 
would be able just to discuss this very important point of to whom Mr. Hen- 
derson may resort to get advice when there is some conflict with regard to 
a view he, as Auditor General, takes of a statute and the view the department 
may take. We will have the opportunity of having the benefit of Mr. Driedger’s 
) views, and we will notify you when that meeting will be called. 

_ Having said that, I now call to your attention the fact that this morning 
we will be dealing with a matter brought up some time ago in connection with 
Srown Assets Disposal Corporation and, in particular, the matters coming 
into the fiscal year ended March 31, 1963, and certain items which were de- 
c. lared surplus and which have been disposed of. 

By agreement, Mr. Henderson has prepared a statement as to his in- 
vestigation in this matter. You should all have copies of this statement. Then 
Mr. Richard, the president of the corporation, has come back with his officials 
Prepared to answer questions and he also has a statement to make. 

_ Iwill ask Mr. Henderson if he will deal with this matter from the basis of 
the statement. After the statement, I will call upon Mr. Richard and then there 
will be questions, as the members see fit. 

Mr. Armstrong, the deputy minister of defence, is here and I will introduce 
im later. He will be free to make a statement and to answer any questions 
r to make any comments on matters which he thinks are of concern to him. 
Mr. Henderson. 


Mr. A. M. HENDERSON (Auditor General): Thank you, Mr. Chairman. I 
Pp epared my statement in a number of copies in order that it might be distrib- 
“uted to the members for purposes of this morning’s discussion. They will thus 
ave in front of them the tables of figures which are contained in that statement 
for ready reference. 
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I should like to tender my apologies to the committee, Mr. Chairman, for 
not presenting this statement to you in French. However, the fact is that m: rh 
officers and I have been engaged, with those of Mr. Richard’s corporation and 
Mr. Armstrong’s department, under extensive pressure to prepare this infor-— 
mation; it was only late yesterday that we were able to put down these con- : 
clusions for you. On checking with the translation department we found it was 
not possible for them to have it translated into French in time for this morn-— 
ing’s meeting. 

In a statement to the standing committee on public accounts last month, 
I pointed out that during the fiscal year ending March 31, 1963, the Depart-— 
ment of National Defence had reported as surplus unused or useable materials 
having an original cost of approximately $39.5 million. The declarations with 
respect thereto numbered about 2,600, and together with others which per- 
tained to scrap and material in need of repair and which were not priced, 
accounted for approximately 8,500 separate declarations made by the depart- 
ment during the year. Following a discussion I undertook to produce, in co- 
operation with the department and Crown Assets Disposal Corporation, a 
memorandum which, inter alia, would deal with the liquidation of the items 
involved in the declarations accounting for the amount of $39.5 million. In 
compiling the data embodied in this presentation I received full co-operation 
from both the corporation and the department. Mr. Elgin Armstrong, deputy 
minister of national defence, and Mr. Louis Richard, president of Crown Assets 
Disposal Corporation, are here today and both these gentlemen wish to speak 
to the committee following its study of the information I am now going to pres 
sent to you. f 


At the outset it became evident that in order to meet the wishes of the 
committee and at the same time to keep the project within reasonable bounds 
of practicability, it would be necessary to take an approach to the problem not 
related precisely to the amount of $39.5 million referred to in the evidence. 
There were two basic reasons for this. 


1. The items aggregating $39.5 million appeared on declarations which had 
been approved by the Department of National Defence in that year, but were 
not necessarily received by Crown Assets Disposal Corporation during the same 
period. q 

2. To review and extract pertinent information from over 2000 files, many 
of them involving declarations of items of slight value, and later to pass the 
data to the Department of National Defence for the insertion of additional infor- 
mation to be obtained from departmental files, would take several weeks. _ 


I therefore concluded that to do the work as expeditiously as possible: 


(a) the basic approach should be to those declarations involving new 
and useable items actually received by the corporation during the 
fiscal year 1962-63. The net effect of this procedure was to reduce 
the aggregate amount involved to about $35.6 million, represented 
by approximately 2300 declarations; and 4 

(b) to deal only with those declarations involving amounts in excess of 
$25,000 because tests showed that a very substantial percentage 
the total amount of about $35.6 million would in fact be covere 
Through this means the work was concentrated on 212 declaratio: 
involving $28,956,581 or 81% of the total. y 


I trust that this approach will commend itself to the committee. ‘ 
In connection with the surplus items under review, the Department . 
National Defence classifies the material in respect of which it shows costs 
its declarations of surplus, as follows: 
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“AN”—New and unused equipment or material, in first class condition, 
in the same condition as would be furnished by the usual supplier 
to his customer. 

“A”__New and unused equipment or material which a supplier would 
have to inspect or refinish or repackage before selling as new and 
unused. 

“AT’—Items which otherwise would be designated as “AN” or “A”, but 

are being reported surplus owing to having become “time expired” 

a under existing regulations of reporting government departments or 

et agencies. Vv 

- “AU”—Serviceable items and material which have been used and do not 
aie require repairs, but which may have had repairs made and may be. 
sold for still further use. r 


a An analysis of the declarations which were the subject of the survey, on 
the foregoing basis, is as follows: 


a Navy Army Rica: Total 
4 AN $.94302,129 $ 573,422 C2, O29.aLt $ 3,204,768 
eA 1,868,362 2,618,782 5,907,915 10,395,059 
AT 61,371 a 2,226,787 2,288,158 
“AU 4,052,671 713,555 8,302,370 13,068,596 
a 6,284,533 3,905,759 18,766,289 28,956,581 


- The amount of $28,956,581 may be further analysed by commodity classes, 
and by the three services, as follows: 


4 Navy Army R.C.A.F, Total 
Aircraft SDarempabi sin vt $ 1,679,728 $ 7,654,041 $ 9,333,769 
Electronic spare parts .... 141,183) $ 82,989 8,541,235 8,765,407 
hour defence equipment 2,840,570 2,840,570 | 
Vehicle spare parts ....... 2,391,630 2,391,630 
“Aids to navigation ....... 752,858 752,858 
See munition and explosives 372,608 149,478 522,086 
“Armament spare parts .... 133,445 178,567 39,048 351,060 
Nuts, bolts, screws, etc. .. 162,223 162,223 
Ships spare parts ........ 116,867 116,867, 
Kir cameras parts and 
Brentipment | ou oi... ese ns ito leka TEGO 
Miscellaneous RE ROMA tes 247,274 1,090,350 2,309,312 3,642,936 
i 6,284,533 3,905,759 18,766,289 28,956,581 _ 
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The amount of $28,956,581 is further analysed by reasons for disposal, 
as follows: 


bs 
q 


Navy Army RCAF. Total — 

Changes in operational re- : 
PULEMENS Seeks $ 3,622,016 $ 490,048 $17,111,571 $21,223,635 
Spares for equipment no ‘ 
BONBON iN USE a. ves 1,913,051 1,933,104 1,533,064 5,379,219 
Excess to current require- : 
AE GTR ae 5 ata a als Do 277,447 495,661 18,748 791,856 
Time expired (explosives, 
batteries, etc.) ....... 372,608 ie 
DITECOMANLCOUS © Goin. «kooks 99,411 986,946 102,906 1,189,263 


6,284,533 3,905,759 18,766,289 28,956,581 . 


Navy Army da 2 WN De Total 
RC CES. 55's 208. 8 io ves Aa, $107,592 $204,466 $ 174,121 $486,179 
Negotiation after tender .. 38,617 67,736 58,292 164,645 


Negotiation without tender . 19,602 6,314 38,366 64,282 


165,811 278,516 270,779 715,106 


The three bases of sale used and shown in the above table are described | 
as follows: 


The first basis is that of tender; the majority of sales are by this method. 
Usually done by circularization of prospective customers who are known tom 
be interested in the materials being offered for sale. For this purpose the 
corporation maintains lists of prospective customers by class of material and — 
equipment offered for sale, and these are the persons circularized. 


The second basis is that of negotiation after tender. This method of sale — 
is resorted to in an effort to obtain better recovery when tendering procedures — 
have not produced satisfactory results. Usually it involves an approach tom 


original tenderers in an effort to obtain higher offers. bj 


The third basis is that of negotiation. Sales on this basis are made with — 
priority purchasers, such as federal or provincial departments or agencies, _ 
municipal bodies, etc., with whom arrangements have been made to receive 


offers before notice is given to the public. A requirement is that such sales be 
negotiated at a fair market price. : 
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Here I will give you a final summary of surplus items under review. 


i: Original Amount Loss on 
= Reasons for Disposal Cost Realized Disposal 
A Changes in operational 
requirements ..... $21,223,635 $ 423,479 $20,800,156 
Ms Spares for equipment 
iz no longer in use... 5,379,219 178,621 5,200,598 
: Excess to current re- 
nt quirements ......; 791,856 64,890 726,966 
4 Time expired (explo- 
: sives, batteries, etc.) 372,608 372,608 
Miscellaneous ....... 1,189,263 48,116 1,141,147 
*28,956,581 715,106 28,241,475 


*Includes: (1) Declarations relating to explosives, 
etc., disposed of, in entirety, by 

CESLTUCtIOI Se Cie ate eRe ee ee ep lees $ 401,778 
(2) Items not processed by Crown Assets 

Disposal Corporation until 1963-64 .. 787,200 


That is the extent of my statement, Mr. Chairman, at this time. 


The CHatrMAN: Thank you, Mr. Henderson. I am sure the committee is 
_very grateful to you for the very comprehensive and detailed analysis you have 
made. Questions can be asked later on in regard to this statement. 


I am now going to ask Mr. Armstrong if he has any comments to make on 
this. If you branch out into a general aspect, it is perfectly all right, Mr. 
Armstrong. 

I do not think I need to introduce Mr. Armstrong to the members of the 
committee. He has been before this committee and others, and he is well known 
to you. I think he is particularly well qualified, by virtue of the various posi- 
tions he has held with the department and, of course, now as deputy minister, 
to deal with this matter which concerns the committee. 


Mr. E. B. ARMSTRONG (Deputy Minister, Department of National Defence): 

Mr. Chairman and gentlemen, I have only a few general remarks that I would 
like to make in relation to the statement Mr. Henderson has just made. 

First of all, the nature of the defence business generates a considerable 
volume of surpluses. This is because defence is a major user of stores and 
equipment which become surplus in one form or another when they have served 
their original purpose. There is a continuous process of technological improve- 
“ment which results in surpluses of equipment and material that is replaced. 
There are also changes in operational concepts and military programs from 
time to time which give rise to surpluses. It is necessary to maintain war reserves 
which are likely to become surplus in whole or in part. When new and com- 
plicated equipments are introduced, logistics managers must assess the require- 
ments for support where there may be little or no direct experience on which 
to base their calculations and judgments. Under these circumstances, it would 
be miraculous if both under and over provisioning did not result. As often it 
is not economical to maintain continuing sources of supply of specialized military 
‘items, it is frequently necessary to buy against considerable periods of time in 
_ the future, sometimes for the estimated life of the equipment, with all the 
‘uncertainties that are inherent in this. The department attempts to deal with 
_ this problem on two fronts: 
pags 
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1. By constant attention to its supply systems with a view to eliminatin g 
as many problems at their source as possible. a 
2. By continuous review of its inventories to dispose of surpluses where 


they have occurred and thereby reduce administrative and storage 
costs. 


For example, on the first front, improvement in cataloguing systems, 
emphasis on off-the-shelf procurement where practicable, the use of standing 
supply contracts and the increased employment of electronic data processing 
equipment all lead to lower stockpiles in military depots and to reductions in 
quantities of material becoming surplus. A vigorous program of disposal of 
surpluses reduces storage costs. For example, in the last few years the R.C.A.F. 
have been able to terminate aircraft storage operations at Fingal, McLeod, 
Claresholm, Vulcan and MacDonald and declare these properties surplus. 4 

It should be appreciated that the value of the surpluses listed in the state- 
ment given by Mr. Henderson is based on the original cost which by and large 
has little relationship to the market value at the time of disposal. In the summary 
table, $21,223,635 is shown as the original cost of items under the heading 
“Changes in Operational Requirements”. This includes the following: q 

R.C.N.—World War II Harbour and Seaward Defence 
TAM OP Ray 23091) 0¥ Api omN ga eit aoa see Rea Bg Sh be Cp, 2 2 ay $ 3,591,628 


Army—World War II vehicle spares, heating equipment 


machine tools and eyeshades .................. $ 483,048 
R.C.A.F.—Spares for Harvard, Mitchell, Sabre, CF-100, 

Canso and Laneaster aircraft, ... 0.0. ek $ 4,459,748 

PnOrenda engine spares ®. i606. 0 iG. deketen See $ 2,076,171 


pew Orda: Ware Tl explosivesyi) coh fn) Siemens, 1enu, $ 499,163 


—Fire control equipment for Mitchell, CF-100 and 
mabe wireratt Mugs utes di a ete: See: ie $ 3,607,171 


—Spares for heavy ground radars phased out of 
BEE VACE 4 iskt ions Reema a Oat at It eae Sant $ 3,725,394 


$18,442,373 


The heading “Spares for Equipment No Longer in Use” totals $5,379,219, 
This includes: ; 


R.C.N.—Airframe parts and accessories for Avenger and 


Barishice: strona his, egy, ene. deny reds wae tata eas $ 1,526,825 

——-WiOtigh War, tl ‘ammunition s. oe non ees ees eee, $ 230,863 
Army—Automotive spares largely World War II Types ..$ 1,686,557 
R.C.A.F.—World War II anti-friction Dear gS sO eee oe $ 79,660 
~~ World \War Il Generating: sets 2.0. 80 yc, $ 59,500 
—Electronic parts for heavy radars phased out ....$ 884,940 


$ 4,468,345 
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The heading “Excess to Current Requirements” totals $791,856. This 
‘includes: 


d UAL eT Meu mE eee a RAMs ec coco tur $ 47,285 
{ —World War II gunsighting equipment and tele- 

4 COMMUMICALIONS USD ILCs) icles ded ale oe yal mind ve $ 140,831 
i Army—Automotive spares—largely World War II ...... $ PL 3k3 
¥ —wWorld War II nuts, bolts, screws, etc. .......... $2 NTC 2228 
a R.C.A.F.—Aircraft electrical items—phase out of “Hornet” 

j 1G RS aeln RS Mh RNG TAG Sr ROME MHLES Le Ta Ma de UR ate $ 16,106 
i PORTE yet 
a $ 547,758 


The heading “Miscellaneous” totals $1,189,263. This includes: 


. Army—Plumbing and Heating—World War II balance 

: of stocks from close out of Montreal depot ...... $ 109,522 

: —World War II electronic equipment and binoculars$ 558,175 

4 R.C.N.—Missile spares “Velvet Glove” .........-..005- $ 100,000 

) ——— 

‘ The Velvet Glove was developed some years ago but it was not adopted. 


ee 


‘Those items total $767,697 of the $1,189,263. I merely mention these, Mr. 
‘Chairman, to illustrate to the committee that these items are, by their very 
‘nature, not likely in many cases to have a significant market value at the time 
they are disposed of. 

S Thank you, Mr. Chairman. 

4 The CHAIRMAN: Thank you very much, Mr. Armstrong. 

4 Mr. Richard has with him two officers, Mr. Mackinnon, the assistant 
general manager, and Mr. Mondor, the comptroller. I am going to ask Mr. 

‘Richard to introduce them, and when questions are asked some will be directed 
to these gentlemen who have special knowledge of certain matters, and other 
matters may be dealt with by Mr. Richard. 

‘ Mr. Louis Ricuarp (President and General Manager, Crown Assets Dis- 
posal Corporation): Mr. Chairman, I just want to add a few remarks to the 

‘comments made by the Auditor General and to those made by Mr. Armstrong. 
I have prepared a short statement here which may repeat some of the things 
they have said, but I shall make my complete statement to the committee. 

In addition to the comments made by the Auditor General on the surpluses 
“reported to Crown Assets Disposal Corporation in the years 1962-63, and to 
the comments made by Mr. Armstrong, I would like to say in reference to the 
‘items categorized in our “A” condition codes, that the corporation feels some 
remarks should be made concerning the nature of the articles which are coded 
‘in this manner and the difficulties inherent in the marketing of them. 

JT would like to stress that much of the surplus which was analysed, amount- 
ies to approxiamtely $29 million, consists of military equipment and stores 
of one type or another manufactured and designed to military specifications, 
having little or no commercial application. Consequently, they cannot be sold 
as articles of use. Their value, therefore, is in the basic material content. This 
applies particularly to military aircraft, engines, instruments, including fire 
ontrol systems, gun sighting equipment, training simulators, and so on, and 
parts for all these. It also applies to items of electronics which, in addition to 
being designed for a special purpose, are usually completely obsolete and will 
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not even fetch reasonable scrap prices because of their compounded contents. 
So the sale of a great deal of this military surplus has been made on the basis 
of the recovery of the value of the basic material contents and the salvage, and 
prices realized in most cases do not bear any reasonable relationship to the 
original costs. % 

The CHAIRMAN: Thank you, Mr. Richard. 

Gentlemen, any comment or questions will now be in order. You can 
direct them to Mr. Armstrong, Mr. Richard or his officials, or to Mr. Henderson. 


Mr. Hautes: Will these statements appear as appendices to the day’s pro 
ceedings? S 
The CHAIRMAN: They are included as part of the record by having been 
read. 


Mr. Prittie: Did Mr. Henderson work out the percentage realized to 
original cost? Would it be two or three per cent? ] 


Mr. HENDERSON: I have not worked it out but that is approximately what it 
would be, Mr. Prittie. 


Mr. PRITTIE: I think one can accept the statement of Mr. Armstrong that. 
these things do become obsolete so far as military requirements are concerned, | 
and there are various reasons for that. However, concerning the recovery prices, 
I notice that Harvard aircraft parts were mentioned here several times, and it 
seems to me that this particular item is still in general use in the country in a 
great many places for that reason, probably the parts should fetch a better 
price than some of the other equipment which is being disposed of. I think 
I am right in saying that Harvards are quite generally used in many places in» 
Canada; they are not really obsolete in that sense. These parts could be used 
on Harvard aircraft. This seems to be one item that should fetch a better price. 

The CHAIRMAN: Mr. Prittie, are you directing your question to Mr. 
Armstrong. 


Mr. Prittie: I think to Mr. Richard, since he is here speaking for his” 
corporation, which is concerned in the actual sales. I am referring to an item 
which really is not obsolete so far as general use is concerned. - 


i Sie a 


ri 


Mr. ARMSTRONG: Could I comment on this. My comment will be a general — 
one. Frankly, I do not know how many Harvard aircraft are in use commer-_ 
cially in the country. Of course, the air force continues to use the Harvard. © 
It has gone through a number of different marks and, presumably, some of 
these spares are in respect of Harvard aircraft manufactured during the war. | 

Of course, we do maintain spare parts for the ones we retain, and these 
would be other surpluses. I think probably you would find a rather odd assort- 
ment in terms of the types which might be required at any particular . 
time, and you might not have a demand for this particular one. Commercially, _ 
I do not know what the demand is in the country. Perhaps Mr. Richard would | 
like to comment on this. ; 


7 

Mr. RicHarpD: I think the last remark of Mr. Armstrong is really to the | 
point. The question is: “What demand is there for these parts?” There are | 
still Harvards in use in this country but not in large quantity. We have had j 
a few at various times. The demand for the planes is not what you might 


expect, and that applies, of course, to the stocks of spare parts which, I think, © 
are plentiful. | 


H 


Mr. Hautes: Mr. Chairman, first of all, I think the committee would like | 
to express its appreciation for the tremendous amount of work and research 
which the Auditor General’s department must have put into this very important 
subject which I believe Mr. Winch originally brought to the attention of the 
committee. ' 
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-  T note that the research which the Auditor General has completed in respect 

of this subject refers to only 81 per cent of the over-all sales, but out of even 
81 per cent the loss is $28,241,475. So, this is a matter of some magnitude and 

T think the committee is quite concerned about this tremendous loss and the 

very dismal picture which is presented to us in respect of this surplus equip- 
ent. 


3 I appreciate what Mr. Armstrong has said in respect of the loss in military 
“equipment. But, in order that the committee in future years can follow this more 
‘closely in its study I think we should ask the Auditor General what steps 


could be taken to have a running record kept of the disposal of this equip- 
ment so at the year end this information would be readily available to us. 


_  AsT stated, this study must have involved an awful lot of work, and in 
order to get around that I think perhaps Mr. Henderson could give the com- 
“mittee some idea where we could go from here in order that the situation 
‘might be improved in the future. 


al Mr. HENDERSON: Mr. Hales, you have raised a very important point and 
one to which I have been giving some thought. 


ie I may say that we looked back over the volume of equipment which 
has been declared surplus by the Department of National Defence to Crown 
Assets Disposal Corporation for the past six years because if it were $394 
“million for the year we are looking at now, 1962-63, and we find it producing 
a loss of this magnitude naturally I wondered ae might have been the 
history over prior years. I find, in going back to 1957, that the average figure of 
‘surplus items declared by the Department of National Defence to Crown 
assets Disposal Corporation has averaged about $264 million a year. So, we 
have here a continuing problem of considerable magnitude. 


The work entailed in following through these items is quite substantial 
and certainly is not something that I would wish to be charged with doing on 
any regular sort of basis. I suppose the most effective way of bringing these 
figures to attention is to make a complete disclosure each year, either in the 
‘public accounts of Canada, or in the form of some summary in my own report 
to the house perhaps, in the way I list non-productive expenses in accordance 
'with the committee’s direction, or by some other means. That brings up the 
| question how should this be done. Thus far, the only suggestion I would like 
to make to the committee and to hear discussed—I would particularly like to 
hear the views of Mr. Armstrong and other deputy ministers who also would 
be involved—is this: Could the departments of the government declaring their 
“material surplus be asked to prepare annual statements in which they would 
“show not only the type of things that they have declared surplus but also their 
original cost and then obtain, through Mr. Richard’s office or through what- 
\erer other sources through which they might dispose of their surplus, the 
P “amounts realized thereagainst. In other words, they would be responsible for 
the production of this statement setting out the end result of disposals of 
“goods which, in fact, they had purchased through their parliamentary appropri- 
ations in the first instance. If something like this was done then it would be 
‘possible, in effect, to produce a consolidated picture for the government as a 
“whole each fiscal year. This might prove informative and interesting to you 
and to the taxpayers of this country by disclosing the size of such disposals and 
the amounts realized. 

I am sure that everyone has a full appreciation of what Mr. Armstrong 
‘says about the reasons for disposal. I have no hesitation in saying that I feel 
) sure Crown Assets Disposal Corporation certainly has exercised its best offices 
in trying to get the best prices. But, there does seem to me to be a point of 
Tesponsibility here, which should be placed on the departments which, in fact, 
Were responsible for purchasing the material in the first instance, to at least 
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follow through and find out the amount which is realized. This could be the 
subject of a recommendation by the committee, Mr. Chairman, if the members 
share this view—and, of course, if such a proposition were feasible. Perhaps 
Mr. Armstrong would care to comment on this. 7 


Mr. ARMSTRONG: In so far as the Department of National Defence is con- 
cerned, I am sure members of the committee appreciate that in the wording of 
the national defence vote this year the proceeds from the disposal of surplus 
equipment and material may be credited back to the vote. Therefore, there 
will be a record in the department of the receipts from those disposals. So, 
so far as the information is concerned, coming back to the department, I pre- 
sume we would have a record of it. 

There always is a bit of a problem here, which obviously was encountered 
in Mr. Henderson’s examination, namely, that of timing in the sense of when 
the materials declared surplus are sold, and so, and putting it together on a. 
time phased basis. 

But, if the committee feels it is desirable to have those total figures, I think 
we would have them available in the future. However, that does not apply 
necessarily to other departments. This particular arrangement at the moment 
applies only to the Department of National Defence. 


The CHAIRMAN: Would you proceed, Mr. Hales. 


Mr. HALES: You mentioned something about cost and attention to purchases | 
in your department. This seems to be the crux of the whole thing. We aré 
buying stuff that is not used and not needed, and I think this is pinpointing the 
problem. a 

Could you advise the committee what steps you did take, say, within the 
last four or five years, to watch your purchases more closely in view of the 
fact you have had an average of 263 million declared surplus back to 1957? — 


Mr. ARMSTRONG: Mr. Hales, I would agree that we do buy things that are: 
not eventually used in the sense of actually consumed. But, I think there is a 
difference between buying things that are not used and not needed. There are 
circumstances under which we must buy items in the Department of National 
Defence against certain contingencies and if they do not occur—and, by and 
large we hope they do not—then the items are not used and they beco ne 
surplus when that equipment is replaced. 3 

In terms of the kind of steps we have taken to improve our supply systems. 
it is difficult to go into this in great detail. However, there have been quite a 
substantial number of improvements that have occurred over the last fi 
years. These improvements are based partly on the experience of the earlier 
years. I mentioned the problem of buying spare parts when you bring a new. 
aircraft, say, into the inventory and it is necessary to determine in advance} 
before you have specific experience in the flying of that aircraft the spare en- 
gines and other things that are required and will be necessary if you ar 
be in a position to keep the aircraft flying. And, after all, this is an essential 
so far as we are concerned. But, as I say, the experience of the earlier years 
has been built into the systems that we now are using. I think there has been 
a substantial improvement in terms of the kind of back up that is purchase 
these instances. : 

Now, having said that, I would say at the same time inevitably there are 
going to be some cases of buying too much and other cases of buying too lit 
but buying too little is perhaps even more dangerous than buying too mu 
in our business. If you have a valuable airplane on the ground because yt 
cannot supply it with an essential part it is a very substantial loss, as I think 
you will agree. 
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_In respect of commercial vehicles, which we use substantially, we do not 
ock the parts any more; we get them off the shelf, through standing con- 
tracts, we have applied this procedure to a large number of items where it is 
practical and where you do not need a specialized military production line to 
supply the item. This has reduced stock levels and has helped us to avoid a 
"position where ultimately we would end up with a surplus. 
We have employed data processing computers for handling this very 
large volume of business, as you know, at the air materiel command by the 
R.C.A.F. They have introduced data processing equipment. The Canadian army 
have not gone that far yet but they have employed mechanical devices for 
_handling their logistics. The navy also has done so. But, when we are able 
to bring the supply systems together I think we will have a volume in every 
case which would enable us to use the very latest and best equipment avail- 
able to handle these operations. 

Now, when you do this you still need first class supply managers. Although 
the equipment does produce information you still have to make judgments 
and decisions. We always have had to some degree a shortage of people in 
| this area. But, we have trained people and we have sent them to special courses 
my -and so on, as a result of which this situation has improved considerably as the 
years have gone by. 

e There probably are many other things that I could explain but these are 
“some that occurred to me offhand. 

I might say, on the other side of the coin, that we are driving now more 
than we did in the past to get rid of earpluses because surpluses really cost 
“money by way of storage, maintenance and preservation and all the other 
things involved. Our systems and procedures and disposal of surpluses have 
involved pretty careful examination in respect of how the item got into the 
| inventory in the first place, why it became surplus, and so on. This is quite a 
| logical process but it takes a lot of time, particularly when dealing with the 
"many items in the statement I made. These items go back a long, long way; 
| in many instances they go back to world war II. We are putting emphasis now, 
“to the extent we can, on simplifying for the man in the field his ability to 
We get an item declared surplus, get it up to headquarters for declaration and 
“so on. 

1 Of course, I would say we do refer any surplus that one service has for 
examination by others before it is finally declared surplus from the department 
-as a whole. 
Perhaps there is one other item I should mention. Each of the services has 
spent a great deal of effort in the last 10 years on developing cataloguing 
“Systems and these in themselves are helpful in this area. In the next few years 
we will be spending a good deal of time in bringing these cataloguing systems 
all together so that we will have a single cataloguing system for the department 
s a whole which, I think, will be a substantial improvement. 

Mr. Hautes: Under which heading does clothing appear? Is it “miscel- 
_laneous”’? 
3 Mr. ARMSTRONG: I do not know whether or not there are any clothing items 
in here. There might be some. 


ts Mr. HaLEs: Would you give us the largest sale of surplus clothing under 
“miscellaneous” in this year under review? 


Mr. H. E. HAYES (Divisional Head, Auditor General’s Department): There 
is an item for the navy that I recollect offhand. 


‘| The Cuarrman: Could we have the name of the witness. 
Mr. Hayes: Mr. Hayes. 


Mr. HENDERSON: It may take a minute or two to look this up. 
.21173—2 
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Mr. Hayes: The cost was ; $99, 000. This clothing was eaeed in Pete 
II and it was obsolete. It consisted of seamen’s jackets. The amount realized 
was $4,000. But, that was the only item. 

Mr. HALES: How many seamen’s jackets would that involve? 

Mr. Haves: We have no record of the quantity. 

Mr. Hautes: These cost $99,000 and they were sold for $4,000? 

Mr. HAYES: Yes. 

Mr. HALES: Mr. Armstrong, could you give us some idea why we would 
have this particular surplus? 4 

Mr. ARMSTRONG: As was mentioned, that is a world war II item. Offhand, | 
I could not tell you. I presume there were large quantities of this jumper lett 
over from world war II. 

Mr. HALES: Why would we keep them for 13 years? \ 

Mr. ARMSTRONG: Well, that is a little surprising to me. I am not sure why 
we did. 


Mr. PrITTIE: A supplementary question. Did the style or design chan 
from what they are wearing now? 


Mr. ARMSTRONG: Obviously, the design has changed. Normally, nowadays, 
when changing a design of clothing we work it out to the extent it is possible 
and use up the old style before the new style is introduced. But in this partic. 
ular case of the world war II jumpers, I am not sure. I would have to go back 
and examine it in detail. I am sorry but, offhand, I cannot answer your ques 
tion fully. ; 

Mr. HALES: But you made the statement that you were trying to get rid 
of surpluses quickly and, therefore, not keep them around because it cost money 
to store these surpluses. But, this is not borne out in this statement, where the 
goods have been kept for 13 years. 


Mr. ARMstTRONG: No. But, as I said, we are putting a great deal more 
emphasis on this today than we did a howe years ago. i 

Mr. Hales, I might also say that in respect of all these items we always are 
faced with rather difficult decisions in the sense that in an emergency one could 
imagine, at any rate, that you could use almost anything, and it probably i 
right that you could ‘and. in fact, if you did get into a war all these things are ‘| 
going to be short. Therefore, even though these things do not meet the styles 
of today, there is some reluctance sometimes to dispose of them. I just have 
mentioned a kind of contingency. 

If I remember rightly, another thing that may account for this, at least tc 
some degree, is that back perhaps seven or eight years ago stocks of clothing | 
were maintained for mobilization purposes, and so on, and as the concep 
and nature of war had changed somewhat we no longer maintained la ( 
mobilization stockpiles. This may have some bearing on this particular item. 


Mr. Hates: I have one more question, the answer to which may take a ) 
little while to look up. In respect of the R.C.A.F. the amount under “miscel- 
laneous” on page 4 is $2,305,000 roughly. I would like to know the top three 
items that appear in that figure under “miscellaneous” and what they were for. 


The CHAIRMAN: While that is being looked up you may proceed, 


Crouse, followed by Mr. Smith and then Mr. Tardif, with others to follow after 
that. 


Mr. Crouse: Mr. Chairman, some of my questions have been asked and — 
answered. However, I would like to direct a question to Mr. Henderson. Coul Id 
some of the losses on surplus military equipment be curtailed if the amount — 
and type of equipment available could be advertised more widely among Ca na- 
dian taxpayers? I notice in your report—upon which I would like to commend 
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fe) that for this purpose the corporation maintains lists of prospective cus- 

mers by class of material and equipment offered for sale, and these are the 
sons circularized. Then you say that this usually involves an approach to 
ginal tenderers in an effort to obtain higher offers. If the first offer is not 
eptable is it possible that there are others in Canada who might be in- 
ested in this equipment, persons other than those who are apparently cir- 
alarized? I notice, referring back to an earlier part of your statement, that 
mention electronics spare parts, vehicle spare parts, aids to navigation, 
so on. These items might be of vital interest, for example, to large shipping 
panies who might want to buy some of this electronic equipment for use on 
ps, or they may be interested in aids to navigation, and they may not be 
are that this equipment is available because they may not be on the list of 
those who are circularized. Could you explain in a little more detail the methods 
used for tendering on this used equipment? 


_ Mr. HENDERSON: The answer to your question, Mr. Crouse, should probably 
e given by Mr. Richard because it is the responsibility of Crown Assets Dis- 
osal Corporation to place that advertising and to sell this surplus equipment. 
he methods that he would employ in circularizing and advertising and doing 
yerything he can to get the best price are, I repeat, his responsibility. Could 


iz 


ou therefore address the question to Mr. Richard? 


The CHAIRMAN: Mr. Richard, can you answer that? 


Mr. RicHarD: Over the years we have had inquiries from almost every- 
ody in the various trades, and we have built up lists of prospective purchasers 
Thich we circularize each time we have a certain lot in the category involved. 
se lists are fairly voluminous; in some cases they run to over several 
ndred names. I think we have almost everybody in the country who is in- 
ested in any of these lines. We welcome inquiries at any time, and we will 
pleased to add to the lists at any time names of people in these various 
ades who are interested in purchasing from Crown Assets Disposal Cor- 
ation. 
_ Mr. Crouse: Would you not agree, Mr. Richard, that it would cover a lot 
more Canadians if lists of available goods were publicly advertised in some of | 
ur large Canadian newspapers so that all Canadians would be aware of the 
rplus? This might result in receiving better bids for some of these surplus 
oods than you are now receiving. Would you not agree that this would be a 
etter way of bringing it to the attention of more Canadians? 
Mr. RicHaRD: We do advertise in many large newspapers. Newspaper 
dvertising is very expensive, and it would not be warranted where the pos- 
ible recovery is not exceptionally large. The recovery involved must warrant 
spending money on advertising. We do advertise large items such as boats and 
eroplanes and, of course, lands and buildings. For us to advertise, the items 
ust be of sufficient importance to warrant spending money for the advertising. 


Mr. Crouse: Mr. Hales touched upon one item of some $90,000 of clothing 
hich was sold for $4,000. Can you tell us if the notice of this surplus was sent 
: y to a special list of people, or was this item publicly advertised? 

~ Mr. Ricuarp: I do not know offhand; I cannot say. However, I doubt that 
“would have been advertised. On the other hand, I think our lists are suf- 
iciently large to include all dealers who might be interested. 


i Mr. Hates: I raise the point simply because $90,000 odd of clothing sold 


or $4,000 seems to be a very small realization. 
Mr. RicuHarD: Clothing that has been around for 20 odd years is not likely 
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Mr. Hates: Do you feel your present methods of advertising surplus ma- 
terials are satisfactory and that they cannot be improved upon? 
Mr. RICHARD: Oh, everything can be improved upon. However, we think 
are hitting the proper medium. 
The CHAIRMAN: Mr. Tardif, you have a supplementary question? 


Mr. Tarpir: The two or three firms which called me must have been ex- 
ceptions that proved the rule in so far as the statement you have just made 
to the effect that you notify all the firms who are interested. Several firms 
called me and said they wanted to bid but were refused permission to do this, | 
even if they supplied to the department a banker’s statement to the effect that 
they were able to pay. When I called your department they said at that ti ne 
that they had enough people on their list and did not want to add to it. This 
does not appear to me to be the best way to obtain the best possible price. 

I have another question before you answer the first one. I do not share 
your opinion that advertising material for sale is not a method which would 
lead to obtaining a better price. I do not know how you base your decision for 
doing this. I was wondering, when you do advertise, whether you establish a 
reserve price on the material you are going to offer for sale and, if you do not 
establish a reserve price, how you explain that you negotiate again with the 
tenderer so that you can have a better price. This is not an ethical method ac-_ 
cepted by the tender system. In the trade, actually, it is considered to be and is 
called peddling. I think it is a very bad example for the dominion government 
to do any peddling. I wonder if you have any explanation of that. ; 

Mr. Ricuarp: First of all, have we a reserve price? We do not call it a 
reserve price as such, but we do know that having sold goods of that natu 
before and having been able to obtain a certain price, the results of a particul 
offering may be too low compared with past experience or with goods of a 
similar nature, and therefore we do not accept the highest price given if it Is 
not sufficient. 


Mr. TarpiF: Then that means you have a reserve price. 
Mr. RICHARD: Yes. 

Mr. Tarpir: You establish a reserve price before you ask for tenders? 
Mr. RICHARD: We do not accept any price given to us. 


Mr. TarpDIF: I was not asking if you accept any price; I was asking whether 
you establish a reserve price before you ask for prices. 
Mr. RIcHARD: No. 
Mr. TarpiIF: You do not establish a reserve price? 
Mr. RicHarD: No. We do establish one when we see what is the result of 
the bidding. It is the same thing. We determine whether this price is satis- 
factory in the light of our experience of past offerings. Surely we are not | to 
accept any price given to us if it is too low. | 
Mr. TarpiF: I would not want you to give anyone the impression that this 
is what I suggest; what I suggested by my question was that you should estab- 
lish a reserve price before you put the merchandise on sale rather than estab- 
lishing a reserve price while you are in the process of dealing with someone 
who wishes to purchase surplus material. ‘ 
Mr. RICHARD: We certainly have a darned good idea what it is going to 
fetch. 
Mr. TarRDIF: You may have a very good idea, but to me that looks mo 
irregular. 
The CHAIRMAN: Mr. Smith. 


Mr. Tarpir: Mr. Richard did not finish answering my questions. He did not 
answer the first question I asked. Perhaps I should have separated them, — 
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_ When a person establishes ability to pay, why is he not allowed to tender? 


_ Mr. RicHarp: Ability to pay has nothing to do with it. We ask the high 
tenderer to pay cash immediately, and if he is unable to pay we go to the 
second bidder or ask for new bids. Therefore his ability to pay has nothing 
to do with it. 

e- Mr. Tarpir: How do you know whether the man you have refused permis- 
sion to bid would not be the highest bidder? 


i Mr. RicHAaRD: We do not refuse permission to bid to anyone who is in the 
trade. First of all, I should say that we do not retail merchandise; therefore 
we will not offer goods of, say, plumbing and heating equipment, to a grocer or 
something of that nature. We do not retail goods either; we will not accept any 
bid from an individual on certain types of merchandise which we have in 
quantity because it would be too expensive to sell piecemeal like that. However, 
anyone who is in the trade is welcome to bid. 


_ Mr. Tarpir: I would not like to say that Mr. Richard is evading the question 
because I do not think he is, but suppose the fellow is a grocer and has sufficient 
money to buy the total lot and wishes to bid at a higher price than someone in 
he trade, would you refuse the bid? 
_ Mr. RicHarD: We will not invite him to bid on something that is not in 
is line. 
_ Mr. Tarpir: The people complaining to me were not complaining about not 
being invited; they were complaining about not being accepted. I do not say a 
grocer was getting plumbing equipment— 

Mr. RicHarp: If you know of cases of that kind I would like to hear about 
them. 
_ Mr. Tarpir: I have not the information here but I personally called your 
department and that was the answer I received. 


You did not answer my question about it being a good or bad practice to 
peddle the bid. 


_ Mr. Ricuarp: I think the Auditor General has said that this is only oc- 
casionally the case, or something like that. However, that happens where the 
offers received are indeed much too low. 


ae 


ns 
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_ Mr. Tarpir: I have another question which I would like to put to you 
just for curiosity, and then I will give someone else a chance. How do nuts and 
bolts and screws become obsolete? 


‘The CuarrMAN: Perhaps we should let Mr. Smith put some questions here, 
eo that will give Mr. Richard an opportunity to think over that question. 
Mr. TarpiF: Then will he also think about how plumbing fixtures become 
‘obsolete. Is it a case of the new type of toilets that do not rest on the floor 
making the old type obsolete? 

Mr. ArmstroNG: I should attempt to answer that question because it seems 
to be directed to the Department of National Defence. 

_ When you ask how nuts, bolts and screws become obsolete I suppose my 
amswer should be that in a sense they do not become necessarily obsolete. 
‘However, I can conceive of a situation in which you might have a type of bolt 
sed for certain types of equipment that become obsolete when the equipment 
30es out, and which may not be suitable for other equipment; and therefore 
me would dispose of them. 

K 4 With regard to the plumbing and heating, this was the story of a depot 
'M Montreal. Following the Currie report back in 1951-52 we brought together 
the engineering supplies and put them in one depot, based on the recommenda- 
on of that report, in order to get better control of them. Subsequently, as they 


wi re used up there were some plumbing and heating items left over. These 
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items were purchased during world war II and were all examined. There we 
bits and pieces, couplings and other sorts of things, and as we had no economi 
use for them they were declared surplus. Whether or not you consider them 
obsolete I suppose is a matter of definition. 


Mr. SmiTH: I havea question for Mr. Richard. On page 6 of Mr. Hendersofil 
statement are these words: | 
Sales on this basis are made with priority purchasers, such as federall 

or provincial departments or agencies, municipal bodies, and so on. 


If I could apply this to real estate, of which quite an amount has been | 
declared surplus in view of certain changes being made in the Department of 
National Defence, would Mr. Richard explain the system that is used for the 
disposal of surplus real property and relate this to the priorities that are sug- 
gested on page 6 of Mr. Henderson’s statement. : 

Mr. Prittie: There is not any real property in this list. 

Mr. Ricuarp: No, there is not. But, in the case where a property is referred 
to us by the Department of National Defence as surplus I should say, first of 
all, that it generally has a note on it of some people who already are interested 
in it. This may include a provincial government, a municipal government or 
some other organization enjoying a priority under this classification. In that 
event, if any of these are mentioned, we immediately communicate with them 
and will negotiate with them a fair market price, based generally on an expert 
evaluation that we would obtain from outside. In that sense we do not off ) 
it to the public. 

Mr. HARKNESS: Mr. Richard, would you speak a little louder please. 


Mr. RICHARD: In that sense we do not offer it to the public. Does that at 
answer your question? 
Mr. SMITH: Suppose a provincial authority, a municipal authority and 
some other public or semi-public body had an interest in a particular piece 
of property, do you have a system of priorities upon which you work? - 


Mr. RicHArD: Oh, yes. The higher class of government will have the first 
preference. Preference will be given first to departments of federal governmen 
if none of them are interested, then the provincial governments will have the 
next priority and, if they are not interested, the municipal authorities have th 16 
next priority, and so on. : 


The CHAIRMAN: Have you a question Mr. Southam? 


Mr. SoutHAM: Yes, Mr. Chairman. However, several of the questions that 
I was going to pose Rave been put and reward 

I would like to associate myself with the comments of Mr. Hales and 
extend my appreciation to the officials who have appeared before us this” 
morning for the excellent job they have done in getting this fine summ 
together so that we could review it at this meeting. I realize that it necessitated | 
a considerable amount of concentrated work in a very short period of time. 

I would like to follow through and support what Mr. Henderson has said, 
that we should adopt a policy of having a summary or something fairly 
itemized, perhaps similar to what we have here or a little more explicit, wh 
could be put before the committee. I think this would serve a very go 
purpose. The reason we have these gentlemen here this morning is that th 
has been a certain amount of scepticism. There is possibly an unhealthy attit 
on the part of some of our taxpayers that this is not exposed enough in or 
for us, their representatives, to ascertain what is going on. I, as a membe 
parliament, do not like to see these criticisms. I think it would be in the 
interest of everyone concerned if we had a more detailed statement in { 
connection. I have noted the amount realized in respect of the original cost. 
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ut 96 per cent. This would seem to me to be a little out of proportion. 

I do realize, after the discussion which has gone on, that there is a lot of 
stuff that would be obsolete or almost so. However, reverting to this item of 
‘plumbing and heating in “miscellaneous” I think it would take quite a long 
time before these items would become obsolete. In these cases I think we 
ould aim at a recoverable amount of, say, 10 per cent or something beyond 
at, rather than being content to have it stay at 4 per cent. I think if an 


increase the realizable net disposal figure. As I have stated, I would like to 
support Mr. Henderson’s suggestion in this regard. 

The CHAIRMAN: Thank you, Mr. Southam. Mr. Harkness follows, followed 
Mr. Prittie and Mr. Francis. 

Mr. Harkness: Mr. Armstrong, roughly two thirds of this amount of 
28 million concerned R.C.A.F. equipment. I presume the great bulk of that is 
ributable to planes which now have gone out of service. 

Mr. ARMSTRONG: Yes. Certainly the bulk is attributable to planes that have 
me out of service. 

Also, as you will recall, there were heavy radars that went out on the 
Pine Tree line, which accounted for something like $4 or $5 million of it. 

But, the bulk is quite clearly due to airplanes and the supporting parts which 
ve gone out of service. 

Mr. HarKNESS: The Auditor General gave us a figure of an average of 
$263 million from 1957 to 1961. Would it also be true that the great bulk of that 
‘was R.C.A.F. equipment and was attributable to planes which had gone 
of service? 

Mr. ARMSTRONG: I would guess that that is so. Although I feel fairly cer- 
n this would be the case, I would not like to be definite on this without 
really going back and looking at it. 

; Mr. HarKNESS: And, as has been pointed out, these R.C.A.F. planes have 
‘one out of service and the spares for them, have an extremely limited sales_ 
alue because they mostly have to be sold for scrap, which to a very large 
x tent would explain the fact that there is such a low recovery value. 

_ Mr. ArmMstronc: I think unquestionably that is so. 

_ Mr. Richard just has pointed out to me, in respect of the plumbing equip- 

ient, that the recovery was 18.1 per cent. 

Mr. HARKNESS: Does this particular figure for 1962-63 include the CF-100 

planes which were scrapped during that period, and the spares that went with 


_ Mr. ArmstrRONG: Yes, it includes the CF-100, the Sabres, Mitchells, Lan- 
isters, Cansos, as well as a few Harvards. 


Mr. HARKNESS: Would the CF-100 planes and spares disposed of during that 


nual statement of this type was submitted year by year we gradually would — : 
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Mr. HARKNESS: Have you any estimate of how much of the roughly $130 — 
million in the period 1957 to 1961, plus this $28 million, would be attributable — 
to second world war purchases? : 


Mr. ARMSTRONG: I could not make a guess on it. I would have to look it | 
up. It would be quite a job to go back and examine it in detail. 


Mr. Harkness: I think you would have some rough idea. Would it consti- — 
tute a quarter or a half? ; 


Mr. ARMSTRONG: I would feel it would constitute certainly a quarter and 
probably more than that. 
You will recall that a great deal of the world war II equipment that we 
held after the war was transferred as mutual aid. 


Mr. HARKNESS: Yes. 


Mr. ARMSTRONG: And, various packages of spares and so on were allocated et 
for that purpose. f 
The next surplus included various items of equipment which were not | 
acceptable by NATO countries for mutual aid or they did not need them. These 
were declared surplus and, unquestionably, constituted a very considerable | 
proportion of this. 


Mr. Harkness: Well, the point I was getting at is that the large size of this 
figure is attributable to world war II purchases and subsequent technological 
advances which made the equipment used at that time no longer usable, as a 
result of which you perhaps have a considerably larger figure than you would — 
expect owing to these factors. 


Mr. ARMSTRONG: Yes, I would think that is true. I think these figures — 
probably are larger than the continuing ones. But, perhaps when you get the 
statement from year to year it will prove I am wrong. We always have techno- 
logical improvements and alterations which result in some surpluses. However 
I would expect these would tend to go down as time goes by, except for one 
other factor which I should mention. We are talking about original costs as they 
pertain to world war II and the airplane today costs so much more money | 
perhaps the dollar figures will not go down. But, I do not know. 


Mr. HarKNESS: I have one other question. Is the size of the disposal in | 
1962-63 in the amount of $394 million, as compared to the average for the | 
period 1957 to 1961, due to a considerable extent to the recommendations of the 
Glassco commission that a good deal of the material which was still being held 
was costing far too much to hold in warehousing, and so on, more than was | 
justifiable and, therefore, the department should get rid of it. 


Mr. ARMSTRONG: That is true. I think you yourself are aware that after the 
Glassco commission came out with their recommendations we put considerable 
emphasis on getting rid of surpluses because of the economics of holding items 
The department has made some changes in their methods and have put a drive 
on to get rid of as much of this surplus material as we can. This probably will 
account for these figures not only being higher in this particular year but in 
going up, I think, for a year or two because of just simply getting rid of things _ 
that we feel we should get rid of on economic grounds. : 


Mr. HARKNESS: Because of warehousing costs? 
Mr. ARMSTRONG: Yes. 


The CHAIRMAN: Mr. Prittie is next, followed by Mr. Francis, after which | 
I will ask for the reply to Mr. Hales questions. 


Mr. Prirtig: I have one question to direct to Mr. Richard and two questions 
to direct to Mr. Armstrong. | 
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- In respect of the sale of aircraft parts and engines—and I am thinking 
particularly of Harvards and possibly Cansos which are types which can be 
used—is your list restricted to Canadian purchasers? The reason I ask the 
question is that there are other parts of the world where this equipment is used 
for a longer period of time than in Canada. 
_ _-—Mr. Ricuarp: Oh, yes, there is a great number of American purchasers on 
‘our lists. There are hundreds of them. 
" Mr. Prittre: And, would these be people who might market these items 
elsewhere, say in Latin America and other parts of the world? 
fe Mr. RicuHarp: Oh, yes. We do not solicit in the United States but we do 
accept inquiries from American firms and will give them an opportunity to 
make offers. 
iS Mr. Prirtre: You do not advertise in the aircraft trade journals for 
example? 
é Mr. Ricwarp: Yes, in Canada at times, but not in the United States. It 
‘would not be quite cricket for the Canadian government to offer surpluses in 
the United States. I believe there are certain laws which are rather stringent 
in the United States against surpluses even from their own country as well as 
from other countries. 
Mr. Prittie: Do you get inquiries from the United States from people who 
‘market aircraft engines? 

Mr. RicuarD: Yes, we do sell to them, too. 
2 Mr. Pritrie: Mr. Armstrong, the figure for the year under review has 
been mentioned as a fairly high one. Would you be able to say if most of the 
world war II equipment has now been disposed of? 
Mr. Armstronc: There is no question that most of it has been disposed 
of but Iam sure there is still some on hand that will eventually be disposed of. 
‘However, certainly the vast bulk of it has been disposed of. 


Bs Mr. Prirrie: Some reference was made to the future and to likely sur- 
‘pluses in the future. Can you think of any major piece of equipment in the 
‘RB.C.A.F. at the present time which would be in this category in the next two or 
‘three years—a particular type of aircraft, electronic equipment in large quan- 
tities which will be no longer required by the service or any major line of 
aircraft? 

| Mr. ArmstrRonc: We will have surplus Harvard aircraft as the Tudors 
are introduced. The Harvards are now the basic trainers, and when the Tudor 
comes into service those Harvards will become surplus. I would expect some 
others. For example, I would expect some of the T-33’s would undoubtedly 
‘become surplus. We will probably have additional CF-100’s and Sabres that 
will become surplus in the future, but just exactly when I would not like to 
say. Obviously, they will be becoming surplus over the next few years. 


Mr. Prittie: Are you able to sell complete aircraft? Are you able to sell 
E=33’s and CF-100’s complete? Who wants to buy this type of aircraft? 

| Mr. Armstronc: As you probably know, we have given away some T-33’s 
-as mutual aid, and it is possible that some countries would like to buy the 
T-33’s. I would not like to say offhand which ones would be interested, but it 
ds conceivable that there will be a market for it. 


Mr. Prirtie: Is there any equipment in the Canadian army that is likely to 
be in this large scale surplus position in the next couple of years? 
Mr. ArmstRONG: I canot think of anything offhand that we will be de- 


ciaring on a large scale. Undoubtedly there will be equipment declared as it 
ds replaced. 
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The CHAIRMAN: Mr. Francis, and then Mr. Hales. | ian ae 
May I suggest, gentlemen, that every opportunity be given to complete the 
examination of Mr. Richard so that we can finish that this morning and go to 
matters of the Department of National Defence this afternoon. 


Mr. FrANcIs: I have a question that I would like to direct to the Auditor 
General. Under the final summary of surplus items under review there is one 
item that puzzled me, and that is time expired explosives and batteries the 
original cost of which was $372,000 and yet nothing was realized. It seems to me 
strange that there could not be some realization on batteries. : 


Mr. HENDERSON: I think that is a question possibly for Mr. Armstrong 
or Mr. Richard. That is the categorization given for the reason of disposal, and 
suppose they did not figure they had very much resale value. 


Mr. Francis: I would direct that to whoever can answer it. 
The CHAIRMAN: Mr. Armstrong? 


Mr. ArmstRONG: So far as the explosives are concerned, as you can see 
they are time expired. So far as batteries are concerned, I do not know the 
answer. I assume that the battery being time expired would not be of any 


value; it would have to be remade to make it useful. 
Mr. HARKNEss: A lot of these would be dry batteries. 
Mr. HENDERSON: Yes, some would be dry batteries. 
The CHAIRMAN: Are you able to shed any light on this, Mr. Richard? 


Mr. RicHarp: Not without referring to the list and seeing what constitutes 
this amount of $372,000. 


Mr. Hayes: This amount is a general categorization. There is no amount 


for batteries or anything like that. This is a general categorization with which 
we start. 


The CHAIRMAN: Have we answered now to the questions Mr. Hales asked ? 
Mr. HENDERSON: I will ask Mr. Smith if he will give those answers. 


The amount involved in the original cost was $341,548, and the amount realized 
was $757. The second item involved generators, ground handling equipment 
and so on, and aircraft spares and equipment. The amount involved in the 
original declaration was $296,653 and the amount realized on disposal was 
$19,081. The third item involved aircraft system trainers. The original cost 
was $280,763 and the amount realized was $974. The fourth item deals with 
Velvet Glove missile spares, and so on, and guided missile tools and test equip- 
ment. The original cost was $156,500 and the amount realized was $11,960. 
The fifth item concerns electronics, guided missile test equipment, Browning 
machine guns and miscellaneous. The original cost was $141,582; the amount 
realized was $414. It should be pointed out in connection with this particular 


deals with electronic and ground handling equipment acquired at a cost of 
$132,471, and the amount realized was $252. | 

Mr. Francis: I am willing to recognize, Mr. Chairman, that one cannot 
dispose of Browning machine guns to the highest bidder! a). 

Mr. Hates: I think, Mr. Chairman, that bears out the tremendous loss _ 
suffered on resale of this equipment; and we come back to our original problem, 
which was brought to our attention by Mr. Armstrong, that owing to the grea’ 
technological changes that take place we are stuck, and that is about it. : 


; 
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clear weapons, in what position would we find ourselves in regard to the 
sale of surplus equipment? Granted, the nuclear arms do not belong to 
anada, but we have to supply the equipment on which they are used. 


The CHAIRMAN: That is part of the general discussion and I will let Mr. 
Armstrong answer that, but I think it might be leading us into a difficult 


Mr. ARMSTRONG: It is hypothetical. 
The CHarrman: Mr. Armstrong can try to answer this in a general way. 


Mr. ArmstRONG: So far as nuclear weapons are concerned, of course the 
craft themselves are capable of carrying conventional weapons. The question 
s whether one declares them surplus if one does not have nuclear weapons; 
presumably one does not. There is a missile used in the Voodoo aircraft that 
mas a nuclear weapon as a warhead. Those missiles are not usable unless one 
a as a nuclear warhead. On the strike aircraft, of course, there are nuclear 
bombs. There are also special buildings to handle the new weapons—hangars 
and so on—but these are not things which involve extensive declaration of 
rplus. The valuable thing is the nuclear weapon itself, which we do not own. 


The CHAIRMAN: I see Mr. Richard becoming quite alarmed at the thought 
of having to dispose of nuclear weapons in the next two or three years! I think 
we had better leave this topic. 


_ Mr. Reean: Mr. Richard, I would like to ask you what is the policy with 
regard to regional disposal of equipment. As I understand it, you have a 
aumber of offices across the country. I have heard some eoniplainie from 
dealers in the trade—the junk trade and other trades—in the Halifax area 
that tenders for disposal of equipment in that area go to Hercules and such 
firms in the Toronto area, whereas they never get tenders on anything in any 
area other than the maritime region. Is that correct? 


Mr. Ricuarp: Not quite. We do not refuse anyone who wants to buy in any 
part of the country. Our field officers have lists of their own, but they may 
add names. The Halifax office may add the names of Vancouver or Calgary 
dealers who want to buy in the maritimes, and the Halifax dealers are wel- 
“come to buy in Calgary or in Vancouver or anywhere in the country. The only 
hing is to get the communications working and let us know they are anxious 
to do so. 

Mr. REGAN: Then, in that event, they should contact the office in the other 
gion? Is that correct? 


Mr. RicHarD: That would be the best way, yes. 


Mr. REGAN: I would like to turn to another aspect of this matter. I 
nust say that I feel there is great advantage to your organization in not 
making equipment available to people who are not in the trade, contrary to 
the earlier discussion. For one thing, as I understand it, sometimes you might 
wish to dispose of so much equipment in the construction trade that, if it was 
disposed of other than through the trade, if for example it was disposed of 


general market in two or three provinces for some time. Therefore it is in 
he general economic interest not to disturb general channels of trade by 
disposing of it through other than junk dealers or the regular trade. Is that 
part of your consideration? 

Mr. Ricuarp: The policy we have followed since the early days of War 
sets Corporation is not to disturb the markets for the various Canadian 
ades. 


mo a grocer who wanted to flood the market with it, it would upset the 
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Mr. REGAN: Well now, I find a disturbing trend in the maritime region, 
(a), to give a tender to anyone who wants it even though they are not a 
registered junk dealer and, (b), to put out tenders in such small lots that the 4 
paper work involved must surely amount to more than the recovery. For | 
instance, in the Halifax office you have had tenders for such things as two — 
chairs, a piece of hose, one dozen bolts and a small heater for a truck. This © 
apparently is a relatively recent trend and, in my opinion, an unfortunate one. 
The junk dealers find it very undesirable to have to travel to Gagetown, for — 
instance, to look at one small item, whereas if there were a number of items 
there at the same time it would be less costly from their point of view. It is é 
to your interest to have efficient junk dealers in a position to take over almost 
any sort of item and give you a relatively good price for it and, in view of 
what I have said, I think this is a very undesirable development which has 
taken place. Is it national policy to break this equipment down into small lots, 
as happened in the case I mentioned, or does it merely happen occasionally? © 


Mr. RicHAarD: We do try to bunch several declarations together and en- ~ 
deavour to offer a reasonable lot to purchasers. But, of course, we have to deal — 
with surpluses as they come along and we try to clear these surpluses out 
of the military depots as quickly as we can. It is a case of whether it is more © 
advantageous to do it one way rather than another. 


Mr. TarpiIF: Surely that would not come under the heading of selling : 
wholesale, would it? 


Mr. RicHarD: We sell to wholesalers. We sell what we have given to us. 


Mr. REGAN: To follow that up, when you say you sell wholesale I might | 
mention that recently you sold a forklift from Gagetown directly to a lumber — 
company, not to an equipment company or to a junk dealer; in turn, this — 
lumber company now has it advertised for sale. Does that fit into your general — 
policy of selling wholesale? 


Mr. RicHarbD: I would like to know more about that particular case. | 
Mr. REGAN: Perhaps we can discuss it later. ; 
Mr. Richard, I think there has been a tendency to put out lots that are too — 
small to be economically handled either from the point of view of the junk 
dealer or from the point of view of the amount of paper work involved in the 
Halifax area, and I would be gratified if you would look into that matter. q 
Mr. RIcHARD: You have a point. That is something we are watching con- 
stantly. Sometimes it does get out of hand. But, we try to group together 
as much as we can. As I said, it does get out of hand sometimes. 
Mr. REGAN: I will reserve my further questions for Mr. Armstrong. 
The CHAIRMAN: Mr. Cameron is next, followed by Mr. Mandziuk, and — 
then I would hope we could adjourn for lunch. 
Mr. CAMERON (High Park): You stated you were not in the retail business. . 
Mr. RicHarD: That is right. ; 
Mr. CAMERON (High Park): Therefore, you do not employ any salesmen? ~ 
Mr. RicHarpD: What do you mean by that? 3 
_ Mr. CAMERON (High Park): I have in mind in respect of some of the 3 
articles not only in the categories we are dealing with but others that you ~ 
may have an idea that so and so would be a good customer for these articles. 
In cases like this do you not have salesmen go out, make the necessary — 
approaches, and advise them that you have a lot of good used furniture, for — 
instance, and would like them to see it and buy it. : 
Mr. RIcHARD: Yes, we do. 


Mr. CAMERON (High Park): Then, you have salesmen in that respect? 
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Mr. RICHARD: Yes. 

Mr. Cameron (High Park): You never gave us a complete statement of 
policy. There must be a lot of other goods other than military with which you 
deal? 
os Mr. RICHARD: Oh, yes. 

: Mr. CAMERON (High Park): Is there a difference between your policy 
: in regard to military equipment and these other items? 
Mr. RicHarD: No; it is the same. 
4 Mr. CAMERON (High Park): You have been using the word “scrap” quite 
a bit. 
Mr. RICHARD: Yes. on 
: Mr. CAMERON (High Park): Does that not imply that if it is sold as scrap 
it is going to be reduced to some other form of metal which will be taken 
in by a steel factory or some such industry to be processed into some other 
metal? 
; Mr. RICHARD: What we mean by that is that the best recovery we can get 
is the value of the metal content or the basic materials contained in the 
articles, which usually is referred to as the scrap value or scrap price. In the 
majority of cases it does go into the melting pots and will find its way to the 
mills. 

| Mr. CAMERON (High Park): Have you any policy of restriction in respect 
of where it must go? 
. _Mr. Ricuarp: No. 
Mr. CAMERON (High Park): So that someone could buy some of this 
electronic equipment, for example, and use it for any other commercial purpose 
4 or, in fact, any purpose for which it is usable? 

Mr. Ricuarp: That is the trouble; it has no commercial application. 

Mr. CAMERON (High Park): I beg your pardon. 
i. Mr. RicHarpD: It has no commercial application in most cases. 
Mr. CAMERON (High Park): It may not but I want to find out what your 

_ policy is. 

Mr. RIcHARD: When it has we are able to get a price for it. 

. Mr. CAMERON (High Park): Then you do not restrict it to scrap. They can 
use it for any purpose they want? 

; Mr. RIcHARD: Yes. 

3 Mr. CAMERON (High Park): I imagine from what you said that plumbing 
fixtures were sold as scrap? 

| Mr. Ricuarp: No. 

Mr. CAMERON (High Park): They were sold to be used over again? 

Mr. RIcHARD: But, we might get only a scrap price for it. 

Mr. CAMERON (High Park): If it is usable and can be used again—and I 
am thinking of plumbing equipment—why should you accept a scrap price for 
melt? 

Mr. RICHARD: Because we cannot get anything else. 

Mr. CAMERON (High Park): That is my point. What efforts are you making 
to try and get a better price for it? 

) Mr. RicHarD: Plumbing and heating equipment are a commodity on which 
mwe. get a fair return. 

) Mr. CAMERON (High Park): What different approach have you in respect 
4 plumbing and heating equipment as opposed to the other types of equip- 
ment you are selling? 


_in respect of the junk dealer, or whoever the buyer is that comes along, you 
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Mr. CAMERON (High Park): Do you make a greater effort? Do you say 
that this is something that you are not going to just throw on the scrap pile. 
If a junk dealer comes along do you ask him to take a look at all this beautiful | 
equipment, and if he is going to go out and sell it do you ask him to give you” 
a better price for it? q 

Mr. RIicHarD: We do it beforehand. 


Mr. CAMERON (High Park): You do not endeavour to seek out a better 
market for it? 
Mr. RicHaRD: Oh, yes. We have all the dealers in the country on our list 
and we know when they will be interested enough in a certain article to give 
us a fair price or, on the other hand, we know when it is going to fetch only a 
recovery price. 
Mr. CAMERON (High Park): Have you any policy in respect of equipment | 
which is supposed to have a military value and which could be used by some | 
other country for military purposes? 
The CHAIRMAN: Order, gentlemen. 
Mr. RICHARD: No, we do not offer to foreign governments. They may solicit. 
Mr. CAMERON (High Park): I am not referring to that specifically. But, | 


have no control over him after he has bought the item? 
Mr. RICHARD: No. 
Mr. CAMERON (High Park): So, he could sell it to any country he wanted 
to, subject to whatever the laws of Canada might be in that regard? 
Mr. RICHARD: Right. 
Mr. CAMERON (High Park): But you would have no control over it; it has 
passed out of your control. 
Mr. RIcHARD: That is right. ; 
Mr. Tarpir: I have a supplementary question. You said that in respect of 
some of these materials that are not actually obsolete you get a fair price. I 


note that your return on plumbing equipment was 18 per cent of the original 
price. Do you call that a fair price? 


Mr. RICHARD: Yes. 

Mr. Tarpir: What do you call an unfair price? 

Mr. RICHARD: Scrap price. 

Mr. TarpDiIr: Which is below 18 per cent? 

Mr. RicHarpD: 18 per cent is a good price for plumbing and heating equip. 
ment that has been around 15 years or so. You see, it may be rusted. yy 


Mr. CAMERON (High Park): Over the whole picture of the total $28,956,581 
and the total return of the year in question of $715,000, the percentage of 
return is between 2 per cent and 3 per cent, is it not? 


Mr. RICHARD: Yes. 


Mr. CAMERON (High Park): This may be quite understandable but it is 
certainly a tremendous difference. 4 

Mr. RIcHarD: Well, you must keep in mind that a great deal of this has to 
be sold for the value of the components alone; in other words, for the value of 
the basic material. An airplane that costs $250,000 to $500,000 has only about 
10 to 20 tons of metal in it, and that will never bring any more than $500. 


Mr. CamMeERon (High Park): Could you give the committee any idea how 


much it cost your agency during the year to realize this $715,000 which you 
received? 


Mr. RicHarD: Do you mean how much it cost to sell it? 
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E Be sano (High Park): Yes. 


r. RICHARD: Perhaps I can give you another set of figures and say that 
have disposed of in the past year materials which have brought $11,200,000, 
ch has cost us $625,000 in administration expenses. 

‘Mr. CAMERON (High Park): And the same proportion should apply in this 
rticular breakdown? 


_ Mr. RicHarp: It should. 
_ The CHarrRMAN: Mr. Crouse. 


_ Mr. Crouse: I have a supplementary question. A moment ago Mr. Richard 
, in answer to a question that he knew when to contact the different dealers 
espect of disposal of plumbing equipment. Would you tell us how you know 
hen these people are interested in buying plumbing equipment? How do you 


Mr. RicHarD: What I did say is that we had lists of purchasers who are 
erested in materials of the kind to be offered and we invite offers from them. 
We know their main interests, what type of goods they are interested in, and 
we have a fairly good idea what they are going to offer us for a certain type of 
ods. 

_ Mr. Manpziuk: Mr. Richard how many regional offices have you through- 
Ol ut Canada? 

_ Mr. RicHarD: We have an office in Halifax; we have an office in Ottawa 
re which handles the Ottawa and Montreal region, and we have one in 
foronto, Calgary and Vancouver. 

- Mr. Manpziuk: Do these regional offices operate independently of your 
Office here? 

_ Mr. Ricuarp: Independently? 

Mr. MANDZIUK: Yes. 


Mr. RIcHARD: Oh, no. All reports of surpluses are funneled to Ottawa and 
we distribute them to our field offices, which call for offers, and then they are 
referred to us here. 

Mr. MANDZzIUK: Then the final decision in respect of acceptance of an offer 
otherwise rests with your office? 

Mr. RICHARD: Right. 


_ Mr. Manvziux: How many people are employed by the corporation? I do 
not imagine you have that immediately but could you give us a rough esti- 
mate? 

‘Mr. RicHarp: One hundred. 

Mr. Manpziuxk: Are you overstaffed or understaffed? 

Mr. RIcHARD: Oh, we are not overstaffed by any means. 

. MANDZIUK: What exactly is required in the way of paper work or the 
various steps which your regional office would take, whether it was a small or 
large item? For example, are there various steps which entail considerable work 
d expense which hardly would warrant you advertising small quantities, to 
ich reference has been made? What are the various steps you take until the 
m actually is sold? 

Mr. RicHarD: Well, all of them are listed on these offer forms which we 

id to prospective buyers, when they are asked to bid. And, the same pro- 
dure applies to all sizes of lots. We ask for bids. We attempt to dispose of 
ports of surpluses as they come in. 


¥ 


Mr. Manpziux: Are these forms or lists sent to the whole dominion? 


4 Mr. RICHARD: Oh, no. They are sent to people in the district plus others 
whe are on the local lists. As I explained a moment ago, anyone in Halifax 
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i» f we eo. a Pe tee het ls es * eS be he 
i‘ “et trea he tneas hi Dewey eet ceat Coe ng al ava 
; eS 2, ORE iit Fa (a si co Re ee 
{ Fe - 


544 STANDING COMMITTEE 


who wants to bid on Calgary surpluses will get invitations for offers from 

Calgary. 
Mr. MANpbDzIuK: In other words, all those on the list get notice of what 

surplus you have for sale? 
Mr. RICHARD: Yes. 


Mr. MAnpziuk: I had other questions but they have already been asked 
and answered. 


The CHAIRMAN: There is one other question I have. I was looking up t 
legislation which appears in chapter 260 of the revised statutes, and I se 
that section 5 places the original responsibility in the hands of the minister 
that is, the minister may do all the things which you actually do. Then, 
noted in section 8, unlike most crown corporations which have specific authority} 
that the minister may authorize the corporation to exercise or perform any or a 
of the functions or duties of the minister which are specifically set out in sectio 
5, and then, subject to specific or general instructions from the minister, th 
corporation may do such and such. In this particular case do you act as 
crown corporation, and has the minister vested in Crown Assets Disposal Cor 
poration all of the functions which, by section 5, are originally given to t 
minister? In other words, do you act as his agent in a complete way or is th 
minister free to exercise control from time to time? 

Mr. RicHarD: I would say that the minister is quite free to exercise all the 
powers that have been given to him. On the other hand, he has also delegated 
these powers as contemplated under section 8 of the act and we hold a written 
delegation of the powers of the minister. 

The CHAIRMAN: Thank you. 

Gentlemen, you have been very good in staying here this length of time 
I hope Mr. Richard and his officials will not need to return. However, we will 
carry on this afternoon and we have sent out in the notices a number of para- 
graphs from the 1962 and 1963 Auditor General’s report, with which the 
Department of National Defence is concerned. We do not get too much of ¢ 
chance to have Mr. Armstrong with us because he is concerned with the defence 
committee. He will be available this afternoon and evening. I hope we c 
come back at the times named and finish the matters with which Mr. Armstrong 
is concerned. : 

I wish to thank Mr. Richard and his officials for giving us information which 
the committee requested. 


We will meet at 3:30 or thereabouts this afternoon. 
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MINUTES OF PROCEEDINGS 


TUESDAY, July 14, 1964. 
(19) 


The Standing Committee on Public Accounts met this day at 9.40 a.m. 
The Chairman, Mr. G. W. Baldwin, presided. 


| Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Crouse, 
Fane, Fisher, Francis, Frenette, Gendron, Grafftey, Hales, Lessard (Saint- 
Henri), Loiselle, Neunla Wie O'Keefe, Nowlan, Pilon, Prittie, Rinfret, Ryan, 
Southam, Stefanson, Tardif, Tucker, Wahn, Winch (26). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada; Mr. E. B. 
Armstrong, Deputy Minister, Department of National Defence; Mr. E. A. 
Driedger, Deputy Minister, Department of Justice; and Messrs. Millar, Laroche 
and Hogan of the Auditor General’s. Office. 


The report of the Subcommittee on Agenda and Procedure was presented 
by the Chairman, dealing, inter alia, with the recommendation that a sub- 
committee be appointed to further inquire into the purchases of the Department 
of National Defence and declared surplus to Crown Assets Disposal Corporation. 
(See Evidence). 


On motion of Mr. Winch, seconded by Mr. Cardiff, 


Resolved,—That the report of the Subcommittee on Agenda and Procedure, 
presented this day, be now concurred in. 


The Chairman advised that the Deputy Minister of Justice would appear 
later this morning. 


Mr. Baldwin announced the cancellation of the scheduled appearance on 
July 30 of the Deputy Minister of National Revenue, Mr. Sim. 


The Chairman tabled an up-dated document prepared by the staff of the 
Treasury Board, dated June 1964, entitled, “Provision in Estimates for Grants, 
Subsidies and Special Payments”, copies of which were distributed to the 
members. 


The Committee resumed its consideration of the carryover items of the 
1962 Auditor General’s Report and also his 1963 Report. 
The Chairman, after introducing Mr. Armstrong, called Mr. Henderson. 


On paragraph 64 of his 1963 Report, Mr. Henderson reviewed lease termina- 
tion payments. Mr. Armstrong commented on his department’s follow-up pro- 
cedure on previous recommendations of this committee, supplied additional 
information and was questioned thereon. 


On paragraph 78 of the 1962 Report, Renovation of remote transmitter 
station, Halifax, after discussion, this paragraph was referred to the Steering 
subcommittee for further consideration. 


Mr. Armstrong retired temporarily and Mr. Driedger was called. 


The Chairman introduced Mr. Driedger and invited him to state his views 
on the Auditor General’s status on the matter of seeking legal advice. 
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Mr. Driedger made a statement dealing with the status of the Aud 
General seeking legal advice, explained the position of the Justice Departme! 
in this connection, and was examined thereon together with Mr. Henderson 


The examination of Mr. Driedger being concluded, the Chairman thankec 
him and he was permitted to retire. 


Mr. Armstrong having been recalled, the Auditor General and Mr. Arm. 
strong commented on paragraph 79 of the 1962 Report and were examine¢ 
thereon. 


The questioning of Messrs. Armstrong and Henderson still continuing, ai 
11.55 a.m., the Committee adjourned until 3.30 p.m. this afternoon. 


AFTERNOON SITTING 
(20) 


The Committee resumed at 3.40 p.m. The Vice-Chairman, Mr. Paul Tardif 
presided. 


Members present: Messrs. Berger, Cameron (High Park), Cardiff, Cho. 
quette, Crouse, Fane, Francis, Frenette, Gendron, Hales, Leblanc, Legaull 
O’Keefe, Pilon, Regan, Rinfret, Ryan, Southam, Tardif, Tucker, Wahn 
Winch (22). 


In attendance: Same as at morning sitting with the exception of 
Driedger. 


The Committee resumed consideration of the 1962 and 1963 Reports of the 
Auditor General. 


Mr. Armstrong supplied two answers requested at the eg sittin 
relating to Paragraph 78 of the 1962 Report. 


The Vice-Chairman welcomed two new members of the Committee, Messrs. 
Legault and Leblanc. 


Messrs. Henderson and Armstrong commented on paragraph 81, Financia l 
Assistance to the Town of Oromocto, and were examined thereon. 


On paragraph 82 of the 1962 Report, and paragraph 66 of the 1963 Report 
Unauthorized use of Crown-owned vehicles, Messrs. Henderson and Armstrong 
commented thereon, and were further examined. 


On paragraph 115 of the 1962 Report, Non-productive payments, Messrs 
Henderson and Armstrong commented on payments relating to the Department 
of National Defence and were examined thereon. 


The examination of the witnesses still continuing, at 5.55 p.m., the Com n- 
mittee adjourned until 8.00 p.m. this evening. 


EVENING SITTING 
(21) 


The Committee resumed at 8.20 p.m. The Vice-Chairman, Mr. Paul Ta aif 
presided. 


Members present: Messrs. Berger, Cardiff, Choquette, Crouse, Fane, Francis + 


Frenette, Gendron, Hales, Legault, Rondeau, Ryan, Southam, Tardif, Wahn. 
Winch (16). 


rement of mobile trailer homes. The Committee agreed that this document 


printed as an Appendix to the Minutes and Proceeding and NSC: oy 
is day. (See Appendix). ; 


Mr. Henderson commented on the non-productive payment list, in his 
163 Report; Messrs. Armstrong and Henderson were further examined 
reon. 


The examination of Mr. Armstrong being concluded, the Vice-Chairman © 
ked the witness on behalf of the Committee. 


At 10.35 p.m., the Committee adjourned until 9.30 a.m. on Thursday, July 
1964. 


ta Attest. 


M. Slack, 
Clerk of the Committee. 


N ote—The evidence, adduced in French and translated into English, printed 
n this issue, was recorded by an electronic recording apparatus, pursuant to 
recommendation contained in the Seventh Report of the Special Committee 
Procedure and Organization, presented and concurred in, on May 20, 1964. 


2 EVIDENCE 


TUESDAY, July 14, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum. Mr. Henderson will be here in 
a minute or so. In the meantime, there are one or two matters which I would 
like to bring to your attention. 
Your subcommittee on agenda and procedure had a meeting yesterday. This 
_is the report we are presenting to you for your consideration. First, an interim 
report will be presented to the main committee as soon as available in English 
-and French, dealing with matters considered up to and including June 30, 1964. 
Second, an additional interim report covering the Canadian Broadcasting 
Corporation will be presented to the main committee for consideration before 
the end of July. Since we had held six meetings in two days which were ex- 
clusively devoted to the C.B.C., your subcommittee felt this is a particular matter 
which should be placed in a watertight compartment and dealt with by the 
committee by itself. Therefore, there will be a separate report and we hope it 
will be available some time before the end of the month. 

We also anticipate an additional interim report covering all matters con- 
sidered for the period June 30 to July 31 will be presented to the main committee 
for consideration. 

If we are successful in this, we will then have considered and reported on 
all the matters with which we have dealt up until the end of the month. In the 
time remaining to us in the fall, we would be free to complete a fully study of 
the Auditor General’s report for 1962 and 1963, and, for the first time in several 
years, would be right up to date with our work. 

The fourth matter has to do with the consideration we gave to the matter 
of the Crown Assets Disposal Corporation and the memorandum filed by Mr. 

Henderson which was considered by the committee, and following which we 
had discussion with Mr. Armstrong and the president of Crown Assets Disposal 
Corporation, Mr. Richard. Your subcommittee has a resolution to bring before 

_ you for your consideration with regard to the future disposition of this particular 
matter. The resolution is as follows: 


That a subcommittee of five members be appointed to further inquire 
into the matter of purchases made by the Department of National Defence 
and declared surplus to Crown Assets Disposal Corporation as disclosed 
in the memorandum of the Auditor General tabled in the committee on 
July 9, 1964, and to report its findings and recommendations to the main 
committee. 


As you know, we have received authority from the house to appoint sub- 
committees which subcommittees will be entitled to make inquiries and call for 
persons and papers to the same extent as the main committee. Our proposal is 
that you establish a subcommittee to complete a further inquiry into this 
particular matter. 
These are the recommendations of the subcommittee on agenda and pro- 
cedure, and I would like to hear discussion on these matters, and if you approve 
of them I would appreciate having a motion to that effect. 


Mr. WincuH: I would like to move that the committee accept the recom- 
mendations of the steering committee. 


Mr. CarpIFF: I second the motion. ~ 
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The CHAIRMAN: Is there any discussion? 
Mr. Ryan: What is the date of the report? 
The CHAIRMAN: July 9, 1964, is the date which appears on the memoran- 


dum. I am not sure whether or not it is the date on which it was tabled in the 
committee. 


It has been moved and seconded that the report of the subcommittee be 
accepted. All in favour? 


Motion agreed to. 


The CHAIRMAN: There is one more matter before I ask Mr. Armstrong and 
Mr. Henderson to discuss with you the current matters. Mr. Driedger, the deputy 
minister of justice, very kindly has consented to appear here this morning to 
deal with a matter I brought up last week having to do with the status of the 
Auditor General in so far as seeking legal advice is concerned. Mr. Driedger 
said it would not be possible for him to appear at the beginning of the meeting. 
However, as I thought our meeting would last for some time, he said he would 
be here some time in the morning at which time he will give us the benefit of 
his views. 

The meeting scheduled for July 30 at which Mr. Sim, the deputy minister 
of national revenue, was to be present, has had to be cancelled. Mr. Sim already 
had made commitments to be absent from the city at that time. Consequentl 
he said it would be possible for one of the assistant deputies to be here, but he 
Was quite concerned with the issues involved, and felt it was necessary he be 
here. He appreciated the importance of this committee’s deliberations, and 
would like to be present. Accordingly, we will not be having a meeting on 
July 30. Probably then, or before that time, we will have completed our in 
camera meetings of the matters which have been before us. 

Finally, I am reminded that we have before us now the summary of grants, 
subsidies and special payments which were disclosed at a previous meeting by 
the treasury board officials. This carries a summary of all these payments up to 
the fiscal year 1964-65, which the committee requested. These were found useful 
last year and, therefore, it was agreed that these be tabled again. This document 
is available now and will be distributed. 

Gentlemen, today we have with us again Mr. Armstrong, the deputy 
minister of national defence. There are a number of items which are referred to 
in the notices which have been sent out to you. Mr. Armstrong and M 
Henderson will discuss those items and will be available for questioning by the 
members. I will ask Mr. Henderson to initiate the discussion. Would you turn, 


first of all, to the 1962 report starting at paragraph 74 where there are a 
number of items. 


Mr. A. M. HENDERSON (Auditor General): If I may, Mr. Chairman, I would 
suggest the members might care to turn to the 1963 report, paragraph 64, which 
covers national defence administrative regulations and practices. 


64. National Defence administrative regulations and practices. During 
the year under review, as in previous years, instances were observed 
where the application of administrative regulations relating to the armed 
forces had resulted in needless or uneconomical expenditure, or were 
otherwise unsatisfactory from the audit point of view. In accordance with 
past practice, all such instances have continued to be drawn to the atten- 
tion of the department, and the services concerned have taken appro- 
priate action to obtain amendment of the regulations or otherwise correct 
the situation, except in the following cases where action has not yet been — 
taken or is still in progress: 


1. Rehabilitation Leave For Former Members of British and Other 
Commonwealth Forces.—The regulations permit the inclusion of 
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service in British or other commonwealth forces for the purpose of 
calculating entitlement to rehabilitation leave on discharge, provided 
the entire service is uninterrupted. In this connection, two instances 
were noted where officers who had transferred from the British to 
the Canadian forces were released with slightly more than ten years 
service in the latter and, under the regulations, each became entitled 
to rehabilitation leave (based on 37 years combined service) of 74 
months valued at approximately $5,000. On questioning this, we were 
informed that the services have proposed that in any such case in the 
future the period of rehabilitation leave, on which entitlement is 
based, should be reduced by the period of termination leave granted 
on completion of the previous service. 


Release From Service Through Purchase.—National defence regula- 
tions prescribe the conditions under which “other ranks’? may obtain 
their release from service by purchase, the purchase money so 
received being regarded as partly compensating the Crown for its 
costs in enrolling and training personnel, and then releasing them 
within short periods of time. In the audit it has been observed that 
while the air force and the navy apply the purchase regulation and, 
in fact, recovered over $100,000 in the last three years, the army sus- 
pended its application in 1950, and has since allowed personnel to be 
released “‘on request” without payment of purchase money. Inasmuch 
as the reasons given for requesting release are in many instances the 
same in all three services (for example, “‘to return to school” and “to 
accept civilian employment”) it is not clear why the army policy 
varies from that of the other two services. We were informed that 
the army’s practice is currently under review. 


. Removal Expenses—Mobile Homes.—The regulations relating to the 
shipment of furniture and effects of servicemen were drafted some 
years ago when the usual method of shipping was by rail or road 
van. Since then, mobile homes have come into common use and the 
movement of furniture and effects in these homes is being regulated 
by supplementary service orders which provide that when a service- 
man owning such a home is transferred from one unit to another 
he may have his home and contents hauled by a commercial towing 
firm at a cost not exceeding that which would be incurred were the 
contents moved in the normal manner by rail or road van, which- 
ever may be the more economical. A test-examination of accounts 
during the year disclosed a number of instances where, through the 
submission of fraudulent receipts and the concealing of inadmissible 
costs, servicemen had been substantially overpaid, principally be- 
cause of ineffective procedures used in verifying the net weight of 
the contents, haulage rates, etc. Although, as a result of the dis- 
closures, new instructions are being issued to deal with the situation, 
it would seem appropriate that the regulations also be amended to 
include directions specifically dealing with the movement of mobile 
homes and their contents. 


. Rehabilitation Leave—Misconduct And Inefficiency Releases.——The 
regulations provide for rehabilitation leave to personnel on release 
on the basis of thirty days for each completed five years of con- 
tinuous service and seven days for each completed year of con- 
tinuous service under five years. These benefits, however, may not 
be granted if the reason for the release is misconduct, inefficiency 
or voluntary. In the audit it was noted that members released from 
the services, under the regulations governing compulsory retirement 
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to promote economy and efficiency, for reasons such as “not ad- 
vantageously employable in present rank”, and “considered unsuit 
able for reasons other than misconduct, etc.”, who are subsequently 
determined by the service pension board for superannuation pur- 
poses as being released for “misconduct” or “inefficiency”, have 
been granted normal rehabilitation leave allowances. In the 
opinion of the Audit Office, the reason for release as determined 
by the service pension board on which pension benefits are based | 
should also be used to determine entitlement or otherwise to rexj 
habilitation leave. a 


. Lease Termination Payments.—Comments regarding regulations 


governing the reimbursement of servicemen for lease termination 
payments were made in the 1960 report (paragraph 56) where it 
was noted that such outlays were being made up to a maximum of. 
three months’ rent. After considering the matter at some length 
and having in mind that approximately $500,000 was being spent 
annually by the department, as well as noting the use by the Royal 
Canadian Mounted Police of a lease form providing for only a 30-— 
day termination clause, the standing committee on public accounts 
recommended in its fifth report 1961 (paragraph 52) that the maxi- 
mum period be reduced in future to the equivalent of one month’s — 
rent. P 

After considering the recommendations of the public accounts © 
committee an amendment was made to the regulations during the 
year which, while providing for discretionary powers to be exercised 
by administrative officers in dealing with individual cases, did not, 
however, reduce the maximum period from three months to one. The 
general practice has continued to be to make reimbursement on the ‘ 
basis of the permissible maximum of three months’ rent, and the 
outlay for lease termination payments during the fiscal year 1962-63 © 
amounted to $670,000. [ 


Training Program.—During the perod from November 1961 to May 
1962 the army undertook a special militia training program which - 
involved recruiting some 90,000 men in four separate courses of six 
weeks duration each. Medical examinations of recruits were required | 
on enrolment and also on completion of each course. To carry out 
the exceptionally large number of examinations quickly, civilian | 
medical practioners were employed either (a) at a rate of $18 per 
half day or (b) on a basis of $5 per enrolment examination and $28 
per releasing examination, in accordance with existing regulations. — 

It was noted that in some instances, where the second of these 
methods of remuneration was used, the doctors had been paid fees — 
averaging $170 a day, in total, including amount as high as $300 to — 


applicable to the armed forces provide that an officer going on a 
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training course of less than six months duration is not entitled to 
move his family at government expense nor is he entitled to foreign 
service married allowance. In the audit a case came to attention 
where an officer was posted on a five months’ training course to Nor- 
folk, Virginia, and, for the reason that immediately following the 
course he was expected to be posted to Washington, D.C., he was 
allowed to move his family to the latter city at the commencement of 
the course. To regularize payment of moving costs and foreign service 
allowances, the original order posting him to Norfolk was amended 
retroactively to provide for a posting to Washington for three years 
and transfer from there to Norfolk, on temporary duty, for the dura- 
tion of the training course. This entitled the officer to foreign service 
married allowances, applicable to Washington, during the five 
months’ period of the training course. The financial result of- this 
change was that the cost to the Crown was increased by some $2,400 
over the cost which would have been incurred in the normal way 
had the dependents remained in Canada until the officer had com- 
pleted the course. We were informed by the department that it was 
felt to be in the interest of the service that the officer, during the 
period of the course, was able to be with his family on weekends. 


8. Clothing Credit Allowance.—Under the regulations servicemen are 
entitled to clothing allowance of $7 monthly to enable them to obtain 
the necessary military clothing required to “keep up” their kit while 
in the service. The benefits cease on date of release. The department 
was asked to comment on the fact that servicemen have entitlement 
to these allowances during periods of rehabilitation leave, when pre- 
sumably they are not on duty and therefore not required to replace 
worn out or lost kit. While the amounts of individual allowances 
credited to the servicemen during their rehabilitation leave period 
are normally not large, the aggregate is substantial (about $60,000 
annually) because of the number of personnel released each year. 
It is also noted that the Royal Canadian Mounted Police regulations 
do not extend entitlement to such clothing allowances after the 
commencement of rehabilitation leave. We were informed that the 
matter is currently under review by the department. 


The CHAIRMAN: Very good. 


Mr. HENDERSON: I refer to paragraph 64 in the 1963 report appearing at 
page 35. The members will automatically deal then with item 5 “Lease Termin- 
ation Payments”, which appears on the page over, page 36, and which in effect 
was the subject of my comment in the 1962 report to which you have just 
referred. 

In the 1962 report I commented separately in paragraph 74 in respect of 
lease termination payments and brought the matter up to date, as I have just 
“Mentioned, in paragraph 64 at pages 35 and 36. 
bg The eight cases cited in paragraph 64 of the 1963 report indicate those 
_where, in my opinion, some action is overdue and about which you may wish to 
question Mr. Armstrong this morning. 

One of these cases with which you are especially familiar is the one I just 
mentioned, being No. 5 on page 36, dealing with lease termination payments. 
That is the one to which I referred earlier as being in paragraph 74 of the 
1962 report. You will recollect we discussed this in the committee on June 2 
of this year. The evidence in that regard appears at page 47 of the Minutes 
of Proceedings and Evidence. Mr. Winch, Mr. Southam and I believe Mr. Hales 
at that time wished to know why the Department of National Defence had not 
followed up the committee’s recommendations last December, that something 
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endeavour to get a termination clause of one month in their leases. There 
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out at that time, the public accounts committee has made this recommend 
since 1960. 


The CHAIRMAN: Would you like to make a comment in that regard, Mr 
Armstrong? . 


vs 


Mr. E. B. ARMSTRONG (Deputy Minister, Department of National Defence): 
Mr. Chairman, the department, of course, has followed up the recommendations 
of the public accounts committee, which were to the effect that the present 
regulation which permits up to three months payments of rent on termination 
be reduced to one month. Following that recommendation we did examine the 
detailed accounts for a period and determined from that examination that the 
average rent termination payment at that time was $110, which represents 
roughtly, on the average, one month’s rent. : 

We followed that up in the following year, 1962-63, at which time the 
average payment was $115. There was a difference of $5 between the twe 
periods. ; 

We also examined this problem in respect of the Royal Canadian Mounted 
Police and their practices. As the Auditor General has pointed out to you, they 


some differences in terms of the extent of the problem itself between the 
Department of National Defence and the Royal Canadian Mounted Police. 
The mounted police have approximately 180 commissioned officers and 
7,000 men. One third of their officers are accommodated in publicly owned 
accommodations. Another one third are housed in quarters that are rented by 
the Royal Canadian Mounted Police, and in that case the lease is between the 
crown and the lessor. Those leases do in fact include a clause which would 
permit termination with one month’s notice. The remaining one third do find 
their own housing accommodation. a 
Of the 7,000 men there are approximately 4,000 who are married and da 
by and large, find their own accommodations. There are about ten per cent of 
them I believe living in government owned quarters. ‘ 
The mounted police have about 700 detachments across the country, ar 
the number of people in each of these detachments is relatively small. They 
do find it possible, because of the size of the problem, by and large, to ensure 
that when a man is being moved to arrange that his lease will expire about 
the time he moves. They do insist or direct that the men obtain, if possible, a 
termination clause of one month, and if he does not obtain that clause he must 
report the fact to headquarters. If a case does arise where in respect of which 
they feel that there would be justification for paying more than a month they 
go to treasury board and seek authority for it. a 
In respect of the Department of National Defence, the problem, of course, 
by reason of size and by reason of the fact that we do have more postings, t 
are somewhat unpredictable when one has to move very quickly for varia 
types of commitments, is much more difficult to arrange or keep in controllab 
order. We have just over 81,000 married people in Canadian forces and v 
have approximately 30,000 married quarters. We have somewhat in excess of 
51,000 people who find their own accommodation and are living out. In total 
we have about 20,000 moves per year, which is a very large number of moves. 
The problem comes down really, in our considerations, to the fact that if 
We insist, or if we attempt to insist, on one month termination we must dep 
on the man’s ability, of course, to get this clause inserted in his lease. T is 


certainly would be possible in some cases. 5 
Our directions do of course direct the man to do his best to get this kind of 
an arrangement, but if he is not successful in getting that arrangement,—anc 
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rould not be in many cases—then he is liable to pay more than one month. 
“may be liable to pay the full amount of the unexpired lease. Normally, he 
uld be able to get out of it for something less than that. 

In the Canadian forces, in terms of the conditions of service for married 
n, the problem of moves a a particularly critical one for the families. It means 
that they have to upset their homes and move from one place to another. While 
ye reimburse the cost of these moves, and so on, I think we all know from our 


osts money, in addition to the reimbursement that we would provide. We have 


itation which would, under present circumstances at any rate, involve an 
dditional liability in many cases on the individuals concerned. As I say, on the 
verage the payments that are made do come out to about what would roughly 
be a month’s rent, or $115 currently. It is for these reasons that we have not 
one this. We have introduced in the regulations some changes; we have put 
ut administrative directions to give guidance to commanding officers to assist 
aeir men in making these arrangements. We have included in the regulations 
omething we did not have before, an executive authority that under certain 
ircumstances the three months need not be paid even though the man may have 
acurred the cost. One of the cases which the Auditor General mentioned is a 
e which we should probably not accept where a man sublets his property to 
another serviceman coming in and conceded three months’ rent to him and we 
overed the three months’ rent from the crown. We think that is unwise and we 
have introduced a provision in the regulations which would not permit that. 
Vith all of these moves and the number of occasions when this happens I do 
ealize that there are going to be individual cases that do not look very satis- 
actory. Some cases occur when a man, entering into a lease, for instance, is 
len advised a few days later that he is fee posted elsewhere. This does happen 
ccasionally, and obviously it does not look very good, but I am afraid that, to 
ome degree, some of these are unavoidable. 


Mr, Tarpir: Mr. Chairman, I do not know whether I am in order in saying 
lis but there are two things I would like to say if possible. I do not know 
hether members of the committee agree with me. One of them is that I think 


ness, I mean any witness should speak loudly. It makes it very difficult to 
ow if he does not do so. 
Another thing which I would like to say would save time and would 
robably have permitted this committee to finish the 1963 report in 1963, and 
mat is that the witness should answer questions in a concentrated form. The 
sent witness gave us all the rules that apply to all exceptions that prove 
the rule. The answer to this question was that the Department of National 
Defence does not agree with the recommendation made by the Auditor Gen- 
al that the advice of termination of a lease should be limited to one month. 
Th s could have been said in fewer minutes than were used. I am a little afraid 
1at if we continue like this we will still be working on the 1963 report by the 
nd of 1964, and surely that is not what you are looking forp Nie: Chairman. 

_ The CuHatrrmMan: Thank you, Mr. Tardif. 


Mr. HaLes: In view of Mr. Armstrong’s statement that they found that 
le average worked out to about a month, why did your department not 
slow our recommendation as laid down by the committee last year? We sug- 
ested one month’s termination of lease. You made a study and you found out 
tat the average was about a month, so why did you not put this into your 
egulations? 


_ Mr. ArmstronG: The fact that the average worked out to a month does 
not mean of course that a considerable number of individuals would have 
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nm experience of moves that it is not only somewhat inconvenient but it usually | 


onsidered, under these circumstances, that we should not impose the one month — 
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a claim for more than one month. Those are the cases that we are able to 
cover where we have a three months’ clause. If we did not, these men would 
have to pay that out of their own pockets. 


Mr. HALES: Why not put this in reverse and have the exception handled by 
the authorities? 


Mr. ARMSTRONG: I am not too sure what you mean by the reverse. 


Mr. HaALes: Put into your regulations a one month release clause, and 
then any cases which have to be over and above that month must come before 
a board or before some other authority. 


Mr. ARMSTRONG: That of course is possible. However, it would be adminis- 
tratively difficult to handle if every one of these cases was brought down to 4 
central headquarters for a decision. 


Mr. HaAures: Do you not agree that as long as this is in the regulatio: 5 
there are opportunities to take advantage of it? If it were the other way 
around, it might be better. 


Mr. ARMSTRONG: To some degree I think that what you say is true. Whether 
a man has to pay more on termination of a lease depends on his lease. If he 
is to be protected we must ask ourselves whether he is in a position to get 
that clause in his lease. That is not a standard clause, as you know, and it 
does mean finding a landlord who will accept a one month termination clause. 
We do find that there are areas where our men are getting one month now. 
where the rental situation is easing. 


Mr. HAtEs: I have one more question. In the 1962 report, on page 29, under 
the same heading, “Reimbursement to servicemen for lease termination pay 
ments” there is a paragraph which brings a specific case to our attention. It 
says that the department was questioned regarding the propriety of the 
payment, and the matter is still under consideration. I would like to kno v 
how that was handled, and what the final outcome was. 


Mr. ARMSTRONG: This is the one that I referred to. In that case the mar 
was reimbursed $325. : 


Mr. WINCH: Mr. Chairman, Mr. Hales has, very nicely, asked my first ques- 
tions, so I will not have to repeat it. 

My second question is as follows. I would like to ask whether my thinking 
is correct. Let us say that in about 99 cases out of 100 if you post a man away 
from a station you are also posting someone back into that station and that 
person will look for a place to live. Therefore, in all probability there is a place 
which has just been vacated. Under those circumstances, if my thinking i is 
correct, why should a landlord collect two months’ rent twice, which is actually 
what is happening? ; 

Mr. ARMSTRONG: When you ask whether your thinking is correct, it may be 
correct in many cases when the landlord leases that particular accommodation 
to another serviceman. This unquestionably happens, there is no doubt about it. 
Why he should collect two months’ rent depends on the circumstances. He may 
not collect two months’ rent, or he may collect more than that. What we want 
to do is to protect the serviceman in those cases where he has to pay up to three 
months’ rent. We are not anxious to pay the three months. We want to pay the 
least we can, but we do not feel we should have a regulation that will impose _ 
on the serviceman a payment of this kind that he really cannot avoid under 
certain circumstances. q 


Mr. Ryan: Mr. Chairman, Mr. Hales asked a question I wanted to ask. 


would like to say I still feel very strongly that it should be one month’s notice. 
Where the landlord insists that he must have longer notice, the lease should 


be produced before a commanding officer or some appointed officer for 
ed approval. In all other cases no more than one month’s rent should be 
paid on a lease. 

y ‘The CHAIRMAN: That is a statement of your view on it, is it not? 
; Mr. RYAN: Yes. 


_ Mr. SoutTHAM: Mr. Chairman, as has been pointed out, Mr. Hales struck the 
ynote of this problem by suggesting that this policy of three months’ lease 


should be changed to one month. This would put the onus of the leasing on the 
dividual serviceman. If this were done it would encourage the individual 


t of the landlord to consider shorter term leases. I think that this whole situa- 
ion of accommodation is becoming easier, as has been pointed out here. The 
3.C.M.P. have this principle. It could certainly also be applied to servicemen. 
am inclined to go along with the Auditor General’s suggestion that it could be 
ightened up. . 

Mr. Cameron (High Park): I was going to ask Mr. Armstrong whether 
yersonnel negotiate their own leases. 


Mr. ARMSTRONG: Yes, they negotiate their own leases. 


Mr. CAMERON (High Park): Without any assistance or any advice from the 
lepartment? 


Mr. ArmMstTrRONG: Of course they can consult their commanding officers in 
nis respect, but we do not attempt to provide any negotiating service for leases. 


| Mr. Cameron (High Park): You have never gone to the trouble of prepar- 
ing a stereotype clause to suggest to the serviceman that when he negotiates a 
ase he should ask the prospective landlord if he agrees to it because in effect 
ilitary personnel are subject to the call of duty and they have to move and 
erefore after one month’s notice a lease can be terminated? 


_ Mr. ARMSTRONG: We have issued directions—it is not precisely a standard 
ype clause—with the type of wording that the man should attempt to seek in 
pect of termination of his lease. This includes an effort to get his lease on 
1e month’s notice, if possible or as short a termination clause as possible. 


_ Mr. Cameron (High Park): Do you think that might be an idea worthy 
hile considering? 


_ Mr. ARMSTRONG: Yes; in a sense we have done this. Perhaps we could look 
it it a little more specifically in terms of a clause. 


\% cases the maximum they would be allowed on termination of a lease would 
2 one month there would be much greater determination to try to tell the land- 
rd, ‘“You have to salvage what you can out of this’’? 


Mr. ArmstTRONG: It would be, maybe, some incentive. I do not know that 
have put my point across, that these men by and large are N.C.O.’s, and so 
1; the bulk of these people are not officers. They are ina relatively ileee: income 
acket. The problem of getting accommodation in many cases is a difficult one. 
terms of general conditions of service under which they work, this is a very 
ritical area for the man and his family. We have been hesitant and we have 
onsidered the possibility of actually providing a lease. We have considered the 
ssibility of putting in one month. Our real hesitation in this is that it tends 
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iceman to do a little more shopping around to find accommodation. In my. 
perience in the city of Ottawa in the last five years there is a tendency on the > 


on Pte Te ili 4 ae Neh gh tae yp fer ee 


560 STANDING COMMITTEE ie Be 


to limit the man’s ability to get the most suitable and economical accomm: 
that he can because he is restricted to landlords who will accept that claus. 


Mr. CAMERON (High Park): Is it a fair statement to make that the dey 
ment regards it as an administrative headache to handle it in any other ° wae 
and for that reason are shying away from it? 


Mr. ARMSTRONG: It is administratively somewhat difficult and perhaps not 
very effective if you provide a regulation that requires one month’s notice 
then do not apply it, if you accept all the exceptions. an 


Mr. CAMERON (High Park): Mr. Winch had a suggestion about transferri ng 
personnel, one person going to another station and another person coming int 
that station. Let us say that John Jones is going from station ‘“‘B” and Jack § ith 
is coming to station ““B”. Then you could put Jack Smith in John Jones’ accom 
modation. That would be part of the administrative heading. 


Mr. ARMSTRONG: It is just not workable. The only way one can really da 
this is in fact to rent accommodation. If the department rented enough acco! n- 
modation, then we could handle it. 


Mr. CAMERON (High Park): Would it be a saving for the government if yot 
did that? ; 


Mr. ARMSTRONG: No, I think it would be more expensive. 


Mr. Now an: I was going to ask Mr. Armstrong if this is not a region al 
problem. For instance, in the city of Halifax I do not think it would bi 
possible to get anyone to sign a lease with a 30 day termination notice. 


Mr. ARMSTRONG: Halifax has been a very difficult area, as you yourself 
know, Mr. Nowlan. I would say this would be one area where it would be 
difficult to get one month’s termination. 


Mr. Now tan: I suggest it would be impossible unless the landlord could 
charge more rent. 


Mr. WAuHN: I am sure members of this committee do not wish to im 
any hardship on the servicemen themselves. The questions which have 
directed to Mr. Armstrong this morning were whether it is not possible for the 
local units of the department to give the servicemen more help, particularl 
certain areas where accommodation is available, to get reasonable leases whi 
would avoid undue expense to the department. I do not think any one of us 
suggesting that the whole burden should be borne by the individual servicem 
but each unit has an adjutant; they have administrative officers, and the 
itself should be able to give the individual serviceman some assistance in meq 
ing this particular problem. 


Mr. ARMSTRONG: Every unit, of course, does this. If you go into a unit you 
find the adjutant in the orderly room has posted a list with the accommodation 
available. They do their best to help people. We do not provide a departmental 
rental service whereby we ourselves in the department would go out, seek 
get accommodation, but the local units do spend a good deal of energy in 
helping people get accommodation. 


Mr. WAHN: How do you calculate this average of $115? Is that the aver 
paid to a landlord, or is it the average for each move, or the cost for each mo 

Mr. ARMSTRONG: This was taken for a period of six months. The first 
average was taken for the period from April 1, 1961 to September 30, 1961 
taking all lease terminations. 


Mr. WAHN: As it is an average of lease terminations it does not include 
any cases where servicemen moved out of your own accommodation. It is 
a general average? 


Mr. ARMSTRONG: No, only lease terminations. 
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Mr. Piton: I do think that the witness answered part of my questions, 
but would the department not consider the appointment of a billet officer in 
large cities? 
% Mr. ARMSTRONG: If we were to get into this business my expectation is 
‘that it would cost us more money than the system we are using now. What we 
do now is that the individual is responsible for getting his accommodation. 
‘He gets assistance from his station or from his unit in terms of the assistance that 
they can provide. We as the department do not go out and rent accommodation, 
which is in effect what happens if you get a billet officer. We have some 
arrangements, mind you; we have entered into some agreements whereby we 
have had housing constructed that is then rented to servicemen. That is the 
ease here at Uplands where, as you probably know, there are over 300 housing 
units that have been built and are administered by the station. We provide 
“mortgage money to assist in that construction. We have other arrangements of 


‘that kind, but in spite of all this we still have 50,000 people who have to look 
after Premcclves. 


_ The CHAIRMAN: Thank you, gentlemen. 
We will move on to the next item. 


Mr. HENDERSON: I would suggest we might now return to the 1962 report 
and clean up the three or four items there. I am sorry we have to jump around. 
¥ The first item is paragraph 78 appearing on page 31, renovation of remote 
transmitter station, Halifax. This paragraph deals with’ the renovation of a 
station in Halifax. You will see it is outlined here how the contract awarded 
for renovation of the station was amended to an amount more than double its 
original cost. 

This matter was brought up before the public accounts committee on June 
4 of this year, at which time we had a brief discussion about it in which Mr. 
Winch, Mr. Tardif and Mr. Ryan participated. We held it over pending Mr. 
“Armstrong’s appearance. 


The CHAIRMAN: Has anyone a question? Mr. Hales? 
Mr. WincH: I might ask the reason. 


i Mr. TARDIF: The original question was, if soundings were taken before this 
was built, there is no apparent good reason that so much rock was found after 
the contract was given which was sufficient to double the price? 


“4 


i The CHAIRMAN: You will follow Mr. Hales, Mr. Tardif. 

Mr. Hates: My question is who was responsible for the site test drawings? 

Mr. ArmstrROoNG: Mr. Hales, I do not have with me the actual name of the 
engineering firm. The site survey work was done by an engineering firm. I 
do not have the name with me, if that is what you want. The survey that was 
‘taken was similar to those which had proven satisfactory with regard to other 
‘installations of the same nature. It turned out that the particular survey which 
“was used did not disclose the rock conditions which existed here. 

Mr. Hates: We realize that, but we would like to know who made the test 
‘drawings, who drafted this up, or under what conditions the man was given the 
job to do this. What were the terms of reference, and on what basis was he 
paid? If he did not give the correct drawings, was he to be paid, or not paid? 

Mr. ARMSTRONG: He had to do the job on the plan for the site survey. 
However, if we were to discover the conditions which actually existed, it would 
have been necessary to do a great deal more boring. In this regard, our engi- 
neers say that to have done enough borings in the survey to disclose these 
conditions, would have cost a great deal more. Now, the survey that was done is 


one that is similar to others for similar installations which have proven satis- 
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factory. It did not prove satisfactory in this case in disclosing the patna condi 
tions; but to have done a different survey, my engineers inform me, would no 
have reduced the total cost. . 
Mr. Hates: It would appear there is not much use having drawings m 
if you do not do a complete job and end up paying double the cost in any event 
You might have spent a little more money and have had a good survey made to 
start with. se, 
Mr. ARMSTRONG: This depends; as I say, the survey made had proven to be 
satisfactory in similar installations. If a boring had been made for each mast and 
each anchor point, we would have found out exactly what existed in the rock 
formations there, but it would have cost a lot more money. That is the situation 
Mr. HALEs: Has this happened on other occasions, and have you made a new 
approach to this problem so that it will not happen again? 
Mr. ARMSTRONG: We have not made a new approach to the problem so tha at 
it will not happen again; I am sure it will happen again. However, we had a site 
survey made by a reputable engineering firm on a plan which had worked 
satifactorily up to this point. It did not work in this case. I think, undoubtedly, 
we will run into other cases where the particular site survey will not work. ] 
would not like to say we will never run into it again. q 
Mr. TarpiFr: Personally, I am a little surprised that a thorough survey would 
cost as much as double the original contract. I am wondering whether the 
removal of the stone and earth in this particular job was done at unit prices? 


Mr. ARMSTRONG: I do not know whether or not I have that specific infor 
tion. I would say it certainly would be done at unit prices. 

Mr. TarpiF: If it is done at unit prices, it eliminates the problem of he 
contractor proving that this was necessary. 4 

Mr. ARMSTRONG: Well, it means, if it is done at unit prices, you would pay 
according to the excavation. 


Mr. TarpiF: Yes. I am sure the engineers who did that are not with the 
department any longer. 


- 
Az 


Mr. ARMSTRONG: This was not done by departmental engineers. It was done 
by an egineering firm appointed by the department. What our own engineers 
said was that if the test borings had been taken at each mast—they were taken 
on a standard pattern at similar installations—and at each anchor point, the 
extra cost of the survey work, at least, would have equalled the extra construe. 
tion cost in this larger figure, and in ihe final analysis we would not have come 
out at a lower price. 


Mr. TarpDIF: This might be so, but I am going to be hard to convince. 


Mr. WINCH: The extra engineering would have cost a quarter of a milliog 
dollars. 


Mr, ARMSTRONG: That is not what they say. They say, with the combinaliln 
of the extra engineering and perhaps some reduction in the quarter of a million 
dollars if they had had all the necessary information in advance, the total cost 
would have come out at approximately the same thing. 


Mr. TarpiF: I did not receive an answer to my question with regard | to 
whether or not there were unit prices. : 


Mr. HENDERSON: I have here the authority of treasury to amend the con- 
tract. This is where the extra amount was authorized to bring the total cost up 
to $497,000. This recites the circumstances much as are stated in the note in ny 
report. It was necessary to revise the whole job beginning with construction of 
20 guy anchor bases and relocation of the antenna. There was a set price for 
constructing the antenna masts and the guy anchors. Then, it sets out the tows 
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unit prices, and the guy anchors—so many units—at so much money. 
mtractor allows the claim for the foundation based on the original design, 
e arrive at the final amount of money to be paid to bring it up to the 
mount of $497,000. 

Mr. TarpiF: Which means, thise was all done after the original contract was 
en. All the changes were made after the original contract was given? 

Mr. ARMSTRONG: Yes. 


_ Mr. HENDERSON: The original contract was a firm price contract for the 
| figure stated in the note which is $229,330. 

_ Mr. Tarpir: I wonder, Mr. Chairman, whether Mr. Armstrong considers 
the engineering work on this project was properly done if it necessitated chang- 
ing the specifications to the point of doubling the price of the contract. Mr. 
Armstrong said this may happen again. I would suggest that precautions should 
be taken to see that it does not happen again, at least not too often. 
_ Mr. ARMSTRONG: You can rest assured we will take care and caution to 

avoid it. When you say the engineering work was not done properly, I think 
ene has to remember in a circumstance like this, it was not what one would 
want, and the survey that was made in the final analysis really was not adequate 
to this particular site. 

_ Mr. Tarpir: I am not a professional engineer and I know it may be difficult 
to figure out how much rock there is; but it is not difficult to put a rod in the 
ground and find out where the rock is, and apparently in this case they did not 
even know that. 

“Mr. GRAFFTEY: If a complete boring had been made which showed this rock 
_ formation, would a partial or a complete relocation have been considered? That 
question was asked, but more specifically I would like to know under what 
general circumstances it would have been considered. Was it necessary to place 
the installation in a specific area? Could relocation have been considered? 

' Mr. ArmstRoNG: The placement of any antenna of this nature requires a 
spe ific area. I am sorry I cannot say specifically that this had to be the site. 

q Mr. Ryan: Mr. Chairman, this would appear to be the renovation of an 
existing remote transmitter station, and the fact that it existed would lead one 
0 believe there had been soil testings made when the station originally was 
uilt. In the situation where the site test drawings indicated the bedrock to be 
from two to 14 feet below the surface, it would seem to imply that this was 
based on the original soil tests and not on further soil tests made for the outlying 
installations that were subsequently found to be necessary. Is this the situation? 
Mr. ARMSTRONG: No; that is not the situation. A survey was made by an 
engineering firm. 

Mr. Ryan: How could they make such a mistake in their soil testing? 

Mr. ARMSTRONG: The plan for the survey, as I said, was similar to a plan 
which had been used at other, similar installations. The survey which we had 
proved satisfactory for this type of operation. 


~ Mr. Ryan: Who would make these soil tests? 
a 

the name. Perhaps Mr. Henderson has it? 

__‘~Mr. HENDERSON: No, we do not have it at the moment. 

Mr. Ryan: Should they not be held responsible for their error? 

_ Mr. ArmstTrRoNG: They did not make an error. They made a survey in 


accordance with the plan which was laid out for them, but the plan itself was 
not adequate to give you all the information. 


+ 


Mr. WincH: Who did make the original plan? Was it your engineers? 


Mr. ARMSTRONG: They were made by the engineering firm. I do not “haves 
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Mr. ARMSTRONG: It would be approved by our engineers, yes. 


Mr. Ryan: If some testing was made, surely it would have revealed at sor ne 
point that the rock was 18 feet or.25 feet below the surface. 


Mr. ARMSTRONG: What I am saying to you is that this is information which 
my engineer gives to me, that this type of survey had proven satisfactory in a 
great majority of similar installations. But if test borings had been taken at each 
mast and anchor point, they would have disclosed the formation below each one, 
with the function of additional cost of survey, plus the cost of doing the joh 
which we would have to do in any event, but which would not have reduced this 
price really. It would have come out to about the same thing. 


Mr. Ryan: I think it is a pretty poor way to go about it. I think that when 
we are trying to correct things like this, we should be told actually how ma 
new soil test borings were made before the contractors left. : 

Mr. ArmstroNG: I do not have that information, but I could get it for yo L. 

Mr. WauHn: I would like to ask Mr. Armstrong whether any thorough 
examination was made by the department in the light of the report made by the 
Auditor General in regard to this specific occurrence which is rather unusual, ] 
mean the doubling of the initial cost. Mr. Armstrong mentioned that he received 
reports from his engineers, and I gather he has accepted those reports. 

What this committee is interested in is determining whether in fact some- 
body had made a mistake. Of course, we all know that mistakes are bound O 
happen when you are doing a great deal of work. But what we are concerned 
with here is to minimize the number of mistakes. Obviously mistakes will not 
be minimized if any explanation is accepted by the department when somebody 
runs into something like this. Has he actually satisfied himself that there were 
no mistakes made, and that this was a sensible way in which to proceed? That 
is what we are trying to find out. 

Did you make an investigation, or did some responsible person in the 
department make a thorough investigation to find out? When this overr in 
occurred, did you think it was a mistake on the part of the original engineering 
firm, or did you just accept the responsible assurance made by your engineers? 


Mr. ARMstTRONG: In every Auditor General’s report we have made an 
examination as thoroughly as we can. I have an assistant deputy minister wha 
is the engineer in charge, as far as I am concerned, of the construction business 
If I receive an Auditor General’s report of this character, I give it to him te 
examine, and to go into it with the service engineer and others who have been 
involved. He has examined this and I have gone over the story with him. le 
has been satisfied and I am satisfied that, having regard to all the circ m= 
stances that exist here, the actions that were taken were reasonable actions 
in the circumstances. That is why I say to you that I do not think we will ever 
avoid some situations of this kind. There will be situations arising from time 
to time in the future in which our engineering surveys do not prove to be 
really adequate in the final analysis. I am afraid that is likely to happen again 
to some degree. We will certainly do our best to avoid it, but I do not think that 
anyone finds that these situations do not occur in the construction business. 


Mr. Tarpir: What was the name of the engineering firm which did this job? 
Mr. ARMSTRONG: I do not have the name with me. i 


The CHAIRMAN: Probably Mr. Armstrong can obtain that information and 
forward it along with the other information he is going to obtain. 


Mr. TarpiF: Will you also give the name of the contractors? 


Mr. HENDERSON: The contractors were the Common Construction Company 
of Montreal. : 


Mr. SouTHAM: May I ask a supplementary question, Mr. Chairman? 
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- Were other tenders bid for this particular contract? If so, what were the 
10unts and did they have access to private engineering assessments, or did 
hey take the department’s advice along this line? 

___ Task that because I agree with other members of this committeen in that 
this is a startling error on somebody’s part, an error which increased the | original 
from $229,000 to over half a million dollars—$516,556, I cannot agree with the 
| suggestion that it is probable that this could fee again; I think it is an 
indication that it should not happen again. We should tighten up our precautions 
E so that this type of thing will not happen again. 

; 

| 


Be Mr. HENDERSON: Would you like me to mention the tenders received? 


ie The CHAIRMAN: Yes, please do, Mr. Henderson. 


Mr. HENDERSON: This is according to the advice to the treasury board at 
‘the time the original contract was up. I do not know if you wish me to mention 
names, Mr. Chairman. 


oe Mr. CAMERON (High Park): Of course. 
‘3 The CHAIRMAN: They would be available on answer to a question. 


| Mr. Henpz=rson: There is a tabulation, and I will give you the name, the 
bog price, contingencies, fixed rates and then the total. 
i 


| Mr. Francis: Was the tender not called on a unit price? 


| Mr. HEenpErson: The ones I have here are on a firm price basis. 
| Tenders were invited from all firms considered to be in a position to provide 
oe services required, and seven firms submitted tenders. 


} 


| _ Mr. Francis: On the basis of estimated quantities, presumably. 


ie Mr. HENDERSON: This is for the installation and renovation at the trans- 
‘mitter site. This is for the whole job. 


| _Mr. TaroviF: In accordance with the original specification submitted? 


__ Mr. Francts: The specification would have estimates of quantities; it would 


have to have that. 
ies Mr. HenpeRSON: The people who submitted tenders were E. P. Electric 
products Co. Limited of Montreal, $129,992; Common Construction Company 
of Montreal, whose revised fisure was $9.49, 079; Canadian General Electric 
Company of Toronto, $365,944; Canadian Aviation and Electronics Limited of 
Winnipeg, $378,000; National Telecommunications Supply Limited, $502,739; 
iz Cossor Electronics Limited, $559,604. 


Mr. WIncH: Two firms almost on the beam. 

es Mr. GRAFFTEY: Were all these companies supplied with the boring finds 
about which we were talking? 

| Mr. Henverson: I believe that would be so. 

4 


+ 


Mr. GRAFFTEY: That would be in the specification? 


Mr. HenpERSON: E.P. Electric Products Limited had the lowest over-all 
| but after investigation they found their tender was unrealistic and with- 
\drew their specification. Common Construction Company, who finally got the 
' job, submitted the next lowest quotation and based their price on completing 
“construction before freeze-up. The construction was to take place during the 
| Winter months and the proposed contractor revised his price upwards to the 
i figure I gave you. The increased cost for this type of winter construction is 
| standard for many firms in this area and has been confirmed as being in force 
| for many years by the electric commission of the city of Montreal. The revised 
price was still the lowest and was recommended for acceptance. 


_ Mr. Tarpir: Of course there is a deposit with the bids on these contracts. 
Jas the deposit in respect of the lowest tender confiscated or was it returned? 


of the fact that the company has to do double the amount of work? 


Limited to decide. As you know, we do not have anything to do with 
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Mr. HENDERSON: I do not have that information here but we would expe 
it to have been returned. 


Mr. Tarpir: I would suggest that this happened at this time, but ther 
is a possibility, when there is a great deal of difference between the lowest and 
second lowest tender that the contractors have reached an agreement betwee 
themselves. If the deposit with the bid is not returned this makes it more 
difficult for an agreement to be reached. 


The CHAIRMAN: Probably that information can be obtained and furnished 

to you as well. 
Mr. Winch indicated he had a question. 
Mr. WIncH: Yes, I have one short question. 
In a case like this where the department has to pay over double the fixed 

contract price, what allowance if any is made as profit to the company in vie 


Mr. ArmstrRoNG: Mr. Winch, this is a matter for Defence Constructio 


contractual arrangements in the Department of National Defence. Mr. Hender 
son may be able to find that information in the documents he has. 


Mr. HENDERSON: It will take a few moments to look up that information. 


The CHAIRMAN: While that information is being looked up could you a 
your question, Mr. Cameron? 


Mr. CAMERON (High Park): I should like to ask Mr. Armstrong whethet 
he has placed the responsibility for this situation. In other words, who made 
these borings? Perhaps the fault lies with the engineer who prepared the site 
map. Certainly you cannot blame the situation on the contractor because h 
has based his contract on the information supplied to him. ; 


Mr. ARMstTRONG: I do not think you can blame the situation on the con 
tractor, as you say. In so far as the engineering survey itself is concerned, as 


I said earlier, it was based on a design that had been applicable and found t 
be satisfactory. 


Mr. CAMERON (High Park): This would involve a calculated risk, would 
it not? q 
Mr. ARMSTRONG: In a sense I suppose that is so, and you do a site survey 


based on that plan. However, perhaps in fact it may turn out on occasion not 
to have been an adequate one. 


The CHAIRMAN: Would you put the microphone a little closer to you ve 
Cameron, we are having trouble picking you up? f 


as the best way of doing it, because of a number of situations like this t 
have developed, creating problems, the people involved should state that c 
tain areas are those areas where the essential strength of the construction 1 
and make their tests at those points? I think either the instructions to 
engineer were inadequate or their work was not properly performed. 


Mr. ArRMsTRONG: I think this involves a matter of engineering judgment. 
Obviously, based on the survey that you have made and the borings you tak 
you make a judgment regarding the conditions that will be found when 
work is done. The greater number of borings you take the more sure you V 


“ae 

5 

% 

a a 


PUBLIC ACCOUNTS iO iid 567 


course, that you are right in your judgment. Tn respect of this case this 
ainly did not turn out to be sufficient. 


ee Mr. CAMERON (High Park): On that basis the department had to bear the 


ani oss, if you discover in advance the rock conditions you still have to pay unless 
you are able to find another site. The department would still have to pay for 
the work involved. 


sig Mr. CAMERON (High Park): That may be how it eventually would work 

: pat but there is no evidence of that, and if the contractor had known exactly 
4 what he had to face he might have given a different bid, but it might not have 
iy cost double the original estimate or bid. 


ae) Mr. ArMstTRONG: That is possible, and I agree with you, of course, but as 
the Auditor General has pointed out in this particular instance, there were 
some other factors involved. 


: Mr. CAMERON (High Park): Have you any idea how many borings were 
made? 


Mr. ARMSTRONG: I do not know the actual number but I could get that 
4 information for you. 

h Mr. HENDERSON: The actual number of borings is 12. 

| Mr. Tarpir: How big a site was involved? 


Mr. ArMstTRONG: I do not know the actual area, but I think it probably 
cl would be located on about an acre of land. That is a guess. I will have to find 
meout exactly for you. 


| +The CHarrmMan: Mr. Henderson now has the answer to the question asked 
_ by Mr. Winch. 


Mr. HENDERSON: I wanted to give an answer to the question asked by Mr. 
| ‘Winch by referring to our working papers. It seems clear that the contractor was 
| working on a very narrow margin here, and as work proceeded he realized that 
_ he was headed for trouble. It was a firm price contract but our notes indicate 
that his margin of profit was of the order of five per cent. He was allowed a 
similar percentage for his general administrative expenses, and he was allowed 
‘something for overhead, so that his profit, according to our notes, was five 
per cent. 


Mr. WINcH: May I ask one more question? I must admit I am rather 
amazed at some of the information given by Mr. Armstrong. I am not a con- 
| struction engineer, but ever since I was 17 years of age all my work has been 
on construction, and for the life of me I never have heard of any general 
engineering survey approach spread over. If you are going to put up a building 
on Wellington street, the situation may be entirely different to that which 
exists with regard to building here on the hill. There is almost solid rock 
on the hill, whereas there may be no rock at all on Wellington street. Before 
any construction job is commenced, there is an engineering survey showing how 
far they have to go down. I have never heard of a general engineering survey; 
engineering has to be on the exact site. I would like you to explain ee 
about this general engineering survey used in more than one area. 


not have a survey which had been applicable to a number of sites; I said 
there was a survey made on this site by an engineering firm and the type of 
survey that was taken at that site was similar to a type of survey used in other 
similar installations at other sites which had proven to be satisfactory. However, 
th vere was a survey made on that site. 


“Mr. ARMSTRONG: Mind you, when you say the don cenone had to bear the 


Mr. ARMSTRONG: I do not say it is a general engineering survey. We did 
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Mr. WincH: Mr. Armstrong, you are proving my case. You had to ha 
rock anchorage for this particular type of installation. It is quite obvious th 
somebody did not ascertain on the site how far down they had to go in order 
to get the rock anchor. 
Mr. ARMSTRONG: I think it is perfectly clear that the survey taken was not 
adequate; that is quite obvious from the information before us. What I do say, 
however, is that our own engineers said that if an adequate survey had been 
made at each one of the anchor points, the cost of that survey, associated wit 
the rock which in the final analysis had to be excavated, in their judgment 
would not have resulted in an over-all reduction in cost. 
Mr. WINCH: I will grant that, but what I, and I believe many of the other 
members of the committee are interested in is what is the use of an engineering 
survey if you do not obtain the information you require for the installation? 
It is just as clear as that. 
The CHAIRMAN: Mr. Ryan is next, and then Mr. Grafftey. 
Mr. Ryan: Mr. Armstrong, I think we should have the number of new 
foundations which were necessary under the contract; that is, the number needed 
_ to go down to bedrock for these antenna masts and guy anchors. Can you give 
us the number? 


Mr. ArMsTRONG: The plan provided for rod depth tests for 12 positions 
equally distributed over the area. . 


Mr. Ryan: They were not at the actual site where the anchors were 
to be. 


Mr. ARMSTRONG: At the site of construction. 


Mr. Ryan: They were done equally over the area of an acre, or so, and 
not at the actual positions where the guy anchors or masts were to be placed. 


Mr. ARMSTRONG: No. Soundings were not taken at each position. They 
took 12 borings. 


Mr. Ryan: They were very general. 


Mr. ArmstTrRoNG: They took the information from those 12 borings and 
interpreted that in estimating the information for the whole site. 


Mr. Ryan: Could you give us the number of new foundations that were 
required under the contract? 


Mr. ARMSTRONG: I am not sure that I have that information here. 


Mr. Hates: Mr. Chairman, I do not know whether or not we wish to pursue 
this any further. If we do, then I think we should have a special meeting at 
which we would have before us the officials who can answer all these numerous 
questions. I think our first decision should be whether or not we wish to pursue 
this further. If we do, then perhaps we should have before us the officer of 
government who issued the contract to do the survey, the engineer of the 
Department of Defence Production who requested the survey, and then we 
should have information with regard to how many tests there were, and so on. I 
believe this is a decision which the committee will have to make now. 


The CHAIRMAN: Is it your suggestion that the matter be left to the steering 
committee, and that the steering committee would make a report back based on 
the evidence and the statements disclosed so far? Is that in order? 

Mr. HALEs: Yes. 


Mr. ArmstTRONG: I have the information. There were 134 anchors and 
mast bases, for a total of 175. 


The CHarirMaN: Mr. Armstrong has been kind enough to agree to step down 
for a moment. Mr. Driedger, the deputy minister of justice, is here, and there are 
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ts Pmapber of items which will engage his attention. Mr. Henderson might take a 
‘short recess while we ask Mr. Driedger to come up to the head table. 


; Mr. WincH: Mr. Chairman, may I ask how long you intend to sit? There is 
a meeting of the defence committee at 11 o’clock. ; 


The CHAIRMAN: I am hoping we might carry on with Mr. Driedger, and 
then having done that, we can decide what we wish to do about continuing 
with the evidence of Mr. Armstrong. 

Now, gentlemen, I think I should introduce to you Mr. Driedger, the deputy 
Minister of justice. Mr. Driedger has appeared before other committees and 
most of us are acquainted with him. He has very kindly consented to appear 
here this morning in respect of a matter which your Chairman raised - last 
week, which involves the position of the Auditor General who is an agent of 
parliament. On the basis of my understanding, the Minister of Justice is the 
adviser to the government and, from time to time in the past, there have been 
very friendly discussions between the Department of Justice and the Auditor 
General, including advice from the department. However, it has been apparent 
that situations may arise—looking at it from a professional viewpoint—where it 
may be very difficult and embarrassing for the Auditor General to receive legal 
advice from the constitutional adviser to the crown, particularly when this is in 
respect of another department of government, and when opinions already have 
been given to the department concerned. With this in mind, I brought up this 
matter and subsequently telephoned Mr. Driedger who agreed to appear here 
‘this morning. 

I am going to ask Mr. Driedger to be good enough to give us his views on 
this issue. This simply may be a tempest in a teapot. Mr. Henderson, did you wish 
to say a few words first? 


¢ 
ia 


Mr. HENDERSON: First, may I say to members of the committee that your 
Chairman was kind enough to say to me and Mr. Driedger that he himself 
wished to raise this problem with us. Therefore, I am indebted to him as I will be 
to you for your comments. However, I would not like to leave any impression in 
the mind of any member of the committee that the relations between Mr. 
Driedger and myself have been anything but friendly throughout my tenure of 
‘Office as Auditor General. In fact, I have come to rely on opinions of himself 
and his officials very considerably, as my predecessors have done ever since the 
audit office was established some 80 years ago. I thought I should like to say 
that, sir, because while Mr. Driedger and I talk about these things from time to 
time I think, as he will tell you himself, his views on the subject stem from 
Sources totally unrelated to me. 

The CHAIRMAN: Would you proceed now, Mr. Driedger. 
_ Mr.E. A. DriepGer (Deputy Minister and Deputy Attorney General, Depart- 
ment of Justice): Thank you, Mr. Chairman. 
Perhaps I might begin by indicating what my position is as I see it. 
Under the Department of Justice Act the Minister of Justice is the official 
legal adviser of the Governor General and the legal member of Her Majesty’s 
Privy Council for Canada. 
I In his capacity as Attorney General of Canada he is required to advise 
the heads of the several departments of the government upon all matters of 
law connected with such departments. These advisory functions normally 
are exercised through the deputy minister of justice who is also the deputy 
attorney general of Canada and ordinarily legal opinions to government 
departments are given by him. However, there are situations where it is more 
appropriate that the deputy should give his advice to his minister, leaving 


it to him to advise his colleagues. 
i 
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The Auditor General is not a member of the executive and is not tl 
head of a department of government within the meaning of the Departn 
of Justice Act. Strictly speaking, therefore, it is not the function or duty of the 
minister or his deputy to advise the Auditor General directly on legal matters 
However, my predecessors and I always have tried to be helpful whenever we 
could, and there have been occasions when they and I have expressed legal 
opinions to the Auditor General on matters referred to us by him, no doubt 
there will be occasions in the future when it will be possible so to assist the 
Auditor General, at his request. ;. 

It is not possible for me to take on the role of legal adviser to the Auditor 
General for the following reasons. First, many, if not most, of the cases i 
which the Auditor General might wish to be advised involve the legal aspects 
of transactions within a government department. Obviously I could not be 
the legal adviser to both parties because that would involve me in a conflict of 
duty. And, since I am bound by the statute and by my position to be the legal 
adviser of government departments, I cannot at the same time also advise 
the Auditor General on matters that are or might be at issue between ther 
Secondly, the relationship between me and the government departments must 
necessarily be one of complete confidence. That relationship could not be 
maintained if in respect of a matter that has been or might be referred to me 
by a government department I undertook to advise the Auditor General. 


The CHAIRMAN: Thank you very much, Mr. Driedger. Your statement 
has been very helpful, very frank and quite complete. 
Gentlemen, have any of you questions to direct to either Mr. Driedger ol 
Mr. Henderson in respect of this particular statement? 


Mr. WINcH: Yes, Mr. Chairman. I should like to ask Mr. Henderson 
whether upon occasion he does find that he requires legal advice in order te 
resolve, at least in the minds of the departmental heads, a problem they have 
come up against? ; 

Mr. HENDERSON: Yes, sir. 


Mr. WINCH: If so, outside the general co-operation you have, exac ly 
how have you dealt with such a situation in the past? 


Mr. HENDERSON: In the past I have outlined my problem by letter, follow- 
ed up by a discussion with Mr. Driedger. That has been my practice and the 
practice of my predecessors, and Mr. Driedger has been good enough to rende1 
his considered opinion in respect of the questions I have asked. I have felt 
it necessary to do that because we encounter a number of situations in the 
course of our work in respect of which we feel a legal opinion is vital. ( 

You are familiar I think with one of the cases in particular, which we 
shall be discussing in this committee again in one or two weeks, which relates 
to the situation surrounding the Canada Council. My officers and I questionet 
the manner in which the council was proposing to distribute the profits and 
interest of its university capital grants fund, which is a substantial figure, a: 
you will recall. After studying the matter very closely we felt that legal 
opinion regarding the validity of these transactions should be obtained. Ac- 
cordingly, I addressed the problem to Mr. Driedger and he was good enough 
to give it very close study and to advise me. It was important that I do that 
as I think you will agree, in complete fairness not only to my own position but — 
to that of the officers of the Canada Council. You may recall we discussed t 1s 
when the officers were before this committee last December. 

Again I have questions arising in connection with the interpretation 
that departments place on various sections of their statutes and regulation 
respect of which we want to have a separate opinion. In fact, I regard the 
obtaining of such opinion as quite important in presenting the facts to you 
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r through the medium of my reports to the House of Commons or to this 
mittee. You are entitled to ask me whether in respect of a comment I 
1 making on some given situation I had obtained a legal opinion. I am not 
awyer, and like all auditors carrying out this type of work, I must have 
ourse to legal help when I need it. I think it is important that I have that 
ourse because it would be surely presumptuous on my part to present some 
f these facts to you without benefit of such advice. That is the way I see it, 
nd I may say that is the way my predecessors in office have seen it. 
The CHAIRMAN: Do you have a question, Mr. Grafftey? 


Mr. GRAFFTEY: Mr. Henderson, having heard your remarks can we assume 
that at the present time in your olice there is no official with formal legal 
‘aining, and if that is the case, and as a result of the circumstances that have 
‘been described to us today, do you think it advisable that your office be 
rovided with a full time counsel? Is the volume of work in your feeling 
eecent to justify a full time counsel attached permanently to your office, 
do you feel the solution to the problem lies in the creation of a vote sub 
Prantial enough to enable you to seek outside legal opinions in respect of these 
latters? 
Mr. HENDERSON: I do not believe that the volume of work I would have 
o refer to a legal officer would justify his full time employment on my staff, 
ay fr. Grafftey. This problem involves more the situation of requiring someone, 
‘shall we say, on a retainer basis, or someone circumstanced, as Mr. Driedger 
nd his associates are, to whom we can refer specific cases. 
Mr. GRAFFTEY: Have you come to the conclusion in your thinking, Mr. 
Jenderson, that it is not desirable to consult lawyers working either for the 
Department of Justice or another government department? 


Mr. HENDERSON: The point that Mr. Driedger has made has been the sub- 
ject of a number of discussions between us. 


Mr. GRAFFTEY: That is right. 


_ Mr. Henverson: I fully appreciate and find myself in agreement with the 
joint of view that Mr. Driedger has advanced. This is something I foresaw 


finance of the day, in respect of which it seemed to me I could be putting 
Mr. Driedger in a rather difficult position. 


_ Mr. GrarrTey: This situation involves the same dangerous principle of a 
lawyer advising both sides to a dispute; is that right? 


Mr. HENDERSON: I thought so, sir. 
Mr. GRAFFTEY: Yes. 


_ Mr. Francis: Mr. Chairman, I should like to pose as briefly as possible that 
ame type of question. 


_ Mr. Driedger was very careful in giving a precise statement, but what 
specific recommendations does he make to cope with this cihyationt How does 
Mr. Driedger feel the Auditor General should obtain a legal opinion in the 
circumstances which arise? 


Mr. DriepDGER: Frankly, Mr. Francis, I do not have any suggestion to make 
you. This is a problem in respect of which I do not know the solution. As 
elieve Mr. Henderson suggested to one member of. this committee, it might 
be possible for Mr. Henderson to make an arrangement with some lawyer not 
working for the government, whom he could consult from time to time. How- 
e ver, I can see that that solution might present some further problems. 


_ Mr. GrarrtEy: Would the lawyer involved necessarily have to be specified? 
it Bk every legal firm in the country, or every lawyer, does a certain amount of 
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myself a number of years ago and in fact discussed with the minister of. 
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work for the government. I am referring to private law firms. Do you think 
would be necessary to specify that Mr. Henderson and his officials must con 
individuals who are absolutely not doing any work for the government? I t 
obviously a lawyer would not accept a case in respect of which he would t be 
advising both sides. 


The CHAIRMAN: We hope that is the case. 
Mr. Francis was pursuing his questions. 


Mr. FRANCIs: I should like to ask Mr. Driedger this question. Can you see 
anything wrong in the idea of the Department of Justice setting up a small 
section, not identified with the normal requests for opinions made by gove : 
ment departments, to look after this type of inquiry? I appreciate the fact 
there is a problem, but somehow we have to arrive at a solution. It seems to me 
the Auditor General has a perfectly legitimate point in suggesting that he 
requires legal advice under certain circumstances but that the volume of work 
probably would not justify the development of a legal section entirely within 
his control, and because of many reasons including that connected with the 
career development of officers, the Department of Justice is normally the place 
where legal talent will seek employment in the government service. Do you 
envisage anything wrong in the suggestion that you set up a section in youl 
department which would not normally have a line of duty identified with de- 
partmental administration, but which might be available to advise the Auditor 
General and others in a position similar to that in which the Auditor General 
finds himself? 


The CHAIRMAN: Are you thinking of members of parliament as well, rr 
Francis? 


Mr. FRANCIS: No, I was not going that far, Mr. Chairman, but I should 
to hear Mr. Driedger’s answer to this question. 


Mr. DRIEDGER: Two thoughts occur to me. The first is, whoever the civil 
servant or public servant is, he must be responsible to some minister. If you 
have a civil servant within the Department of Justice he must necessarily be 
responsible to the minister. 


il<e 
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Mr. Francis: There is nothing wrong in that regard. 


Mr. DriepGer: The functions of the minister are clearly set out in the 
Department of Justice Act. His duties and functions are clearly set out. 

Mr. FRANcIS: Perhaps an amendment to the act would answer that 
problem. 

Mr. DriepGER: Secondly, I doubt very much whether there would be 
enough business from the Auditor General either to attract any lawyers or 
keep them busy. 

Mr. WincH: Perhaps Mr. Francis would recommend Dick Bell, on a re- 
tainer basis. 

The CHAIRMAN: Have you completed your questions, Mr. Francis. 

Mr. FrANcIs: No. Mr. Driedger has indicated he does not think there is 
sufficient work generated by the Auditor General’s office to warrant the crea 
tion of a section such as that to which I referred. He feels that the Deparemel t 
of Justice Act places certain limitations on the functions of the Minister o: 
Justice in his oblgation wth regard to public service. Do you consider it possible 
to amend the Department of Justice Act in such a way that it would permit 
the development of this kind of section? I think if Mr. Driedger reflected upon 
this suggestion a little he would find there might be some section of the depart- 
ment that could look after the sort of requests that are forthcoming, solvi 
the problem, because the Auditor General does have a problem, we do have 
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t te uendations. 
Mr. DriepGer: Mr. Francis, at the moment I cannot give you any recom- 
mendations because I really have not tried to work out a solution. 

The CHAIRMAN: I did not mean to interrupt you, Mr. Francis. I have on my 
list the names of Mr. Ryan and then Mr. Wahn. 


Mr. Ryan: Mr. Chairman, I wonder whether it would be possible for Mr. 
Driedger’s department to pone to give advice to the Auditor General in 
iew of the fact his department is the legal department of the government and 
is in the best possible position to advise in respect of many minor matters which 
do not necessarily involve a conflict of interests. I think the Department of 
Justice should consult with Mr. Henderson and his officers in many given 
' respects. Mr. Henderson could certainly in a minute or two, find an answer to 
many of the minor problems with which he is faced by calling upon the 
Department of Justice, in respect of which he might otherwise find it necessary 
to go to the trouble aad expense of employing counsel. It seems to me that only 
in cases where the Department of Justice resists the giving of advice should he 
por necessarily consult independent counsel. 


Mr. Driepcer: I should like to reply first of all by endorsing mae Mr. 
| a; enderson has said. I think I can say our relationship has been very good and 
there is no reason why he should not call me on a variety of matters to give 
him some assistance. We have always done that and I hope we will continue 
to be able to do it. The position I am taking is that I cannot assume the role or 
position of a general legal adviser to the Auditor General, but of course there 
are many matters in respect of which I might be able to be of assistance to him. 


Mr. Ryan: Apparently he does not have that many real problems which 
arise where there is a confict involved. Is it not feasible for you or your officers 
to simply state to Mr. Henderson that such a case is one in which you do not 
feel your department should give an opinion, and ask him to seek an opinion 
elsewhere? Could that relationship continue or evolve if it is not in existence? 


Mr. DRIEDGER: That is exactly what we have been doing. 

Mr. FRANCIS: Where is ‘“‘elsewhere’’? 

Mr. Ryan: “Elsewhere’’, perhaps not under these circumstances, or perhaps 

| even under these circumstances, should be that place where an independent 
legal opinion can be obtained when there is a serious question involved. 

| . Mr. WincH: I do not wish to interrupt but just to follow up that particular 
‘point, could you tell us now in respect of the past several years how often you 

| have been in the position of having to inform Mr. Henderson that you could not 

| advise him because of a conflict? 

iA Mr. DRIEDGER: There may have been one or two such occasions, although I 

; not sure. I think perhaps the position has been that the Auditor General has 

recognized that he really could not ask me for an opinion without putting me in 


: 
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Mr. WINCH: I see. 
Mr. DRIEDGER: I think perhaps that is closer to the situation. 
Mr. HENDERSON: That is correct. 


Mr. Wauwn: Mr. Chairman, I think all members of the committee will agree 
ae hat the statement made of Mr. Driedger is entirely reasonable, but I should 
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there any suggestion being made that there will in future be any change what- 
_ soever in the practice that has prevailed in the past? 4 

Mr. DrIEDGER: Perhaps not, but going back over the years there have not 
been very many occasions when the present Auditor General or his predecessor 
have sought a formal legal opinion from our department. On most of these 
occasions they have been given such an opinion, although in some cases they 
have not. 

Mr. WAuHN: The practice will then continue, is that right? 

My next question is this. Reference has been made to a possible conflict of © 
duty in the event an opinion was given to the Auditor General. However, by 
statute the duty of the Minister of Justice and his deputy is to advise the 
department, and there could be no conflict of duty if such were done with the 
consent of the department involved. For example, there are many instances i 
respect of which many law firms are asked to give an opinion, and with the 
consent of a client that opinion is made available to another party. There is not 
considered to be a conflict of duty in this case. 


Mr. DrigpcER: Of course, if a department asked me to give an opinion in 
respect of a matter under discussion between that department and the Auditor 
General I would give it. 


Mr. Waun: I am taking the suggestion a little further. If the department 
gave you consent you would feel entirely free to give an opinion to the Auditor 
General; is that right? 4 

Mr. DRIEDGER: Yes, sir. 

Mr. WaHN: There would be no conflict of duty under those circumstances 


Mr. DriepGeER: If that situation developed the usual procedure would be for 
the department itself to ask for the opinion. 


Mr. Waun: Yes, but in either case the conflict of duty principle, as I under- — 
stand it, would not be involved because, as has always been my understanding © 
of the practice of law, with the consent of the client a lawyer is entirely free to © 
give a legal opinion to a party who may even have a conflict of interests. a 

This situation creates another question in my mind. Sometimes during | 
meetings of this committee I have had the feeling that the witnesses who have © 
come before the committee have been rather defensive in relation to state 
ments made by the Auditor General. This may result because of the idea tha a 
the Auditor General is regarded as a sleuth of the House of Commons and 
sleuths are unfortunately sometimes not too popular. Nevertheless, the pur- 
pose of the Auditor General and the purpose of this committee are to attempt 
to make the operation of these departments more efficient, and I am afraid we | 
will not be very successful if the individual departments adopt an arm’s length 
attitude vis-a-vis the Auditor General and resist the suggestions made by him. © 

I have very definitely had the impression, after listening to many of the | 
witnesses, that they tend to resist suggestions made by the Auditor General, and 
indeed by this committee. I have almost had the impression that they were at™ 
times attempting to cover up, and I hope that language is not too strong. | 

It seems to me there should be no conflict of interest surely between a 
government department and the Auditor General, particularly in view of the 
fact suggestions made by the Auditor General and by this committee are 
ony to make the operations of a department of government more effi- 
cient. 

What I am suggesting, Mr. Chairman, is that I think it would be a most. 
unusual circumstance in which a department would refuse to give consent _ 
to the deputy attorney general to give a legal opinion to the Auditor General 


I should like to hear Mr. Driedger’s comments in that regard if it is not wrong 
to ask him. % 
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Mr. DRIEDGER: As I mentioned earlier, I think perhaps the normal proce- 
dure in those circumstances would be for the department concerned simply 
to ask us or me for an opinion. We would have to get our terms of reference 
from that department. We would have to obtain the documents, material and 
information from that department and discuss the situation with the officials. 
I think that is the proper way to do this. If those officials said I was free to give 
advice to the Auditor General in respect of the matter in question and in 
‘respect of which they were concerned I would still have to go back to the 
‘department itself to obtain the necessary information and documents and to 
interview the officials of that department. So for all practical purposes I 
‘would simply be advising the government department at the request of their 
officials. ; 


Mr. WauHN: The point I have in mind is whether it would be possible, 
‘am respect of a case where the Auditor General wanted a legal opinion, for him 
to request that legal opinion from the deputy attorney general, in which case 
the deputy attorney general would seek the consent of the department con- 
cerned and, if that consent were forthcoming, render an opinion to that de- 
partment with perhaps a copy going to the Auditor General? 

If the department refused, then obviously the Auditor General should have 
some method of obtaining an appropriate legal opinion by retaining outside 
counsel. 


Mr. DRIEDGER: Frankly, I would prefer that the initiative should come 
from a government department rather than from me to give a legal opinion 
on a matter involving a department. 


Mr. Ryan: That puts Mr. Henderson in the position of having to ask the 
department for an opinion. 


Mr. GRAFFTEY: At this stage in our discussion it seems that we have ar- 
rived at some general consensus. We have an agent of parliament, namely the 
Auditor General. As a member of parliament, personally I would like to take 
this opportunity of thanking you for bringing up this most important subject. 
‘The Anditor General, the agent of parliament, as I see it, has to seek indepen- 
dent legal advice; he has to seek this advice from advisers who are neither 
working for the government nor advising the government. I am astounded 
that Mr. Francis feels that an employee of the Department of Justice would 
neither be working for nor advising the government. 


Mr. FrRAnNcrIs: I never said that. 


The CHAIRMAN: You might ask your questions, Mr. Grafftey, and then 
we will have discussion. 


Mr. GRAFFTEY: We all have had experience with regard to the Unemploy- 
ment Insurance Commission where the officers there will advise claimants 
for claims concerning their rights. We all have seen a conflict of interest there. 
I just bring this in as an analogy. At the same time I thank Mr. Henderson 
for bringing this problem before us. He is seeking independent legal advice 
from legal advisers who are employed neither by the Department of Justice 
hor any other department. This should be very obvious to us. As members of 
parliament receiving this information from our agent, namely the Auditor 
General, I think it is our duty right now to make sure that this problem 
is rectified. 

I would like to ask Mr. Henderson whether this problem would be recti- 
fied if there were a vote of funds substantial enough to enable him to seek 
independent legal advice from sources outside the government on the many 
problems in respect of which he has to consult. I think it is as obvious as that. 
| The CHAIRMAN: Mr. Fisher. 
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Mr. FisHER: Not having heard what Mr. Driedger had to say, it is pre- 
sumptuous of me to make any comment. It seems to me that Mr. Wahn i 
pretty close to putting his finger on something. We are at the stage of th 
whole question of tension, if you like, or the pull between the government 
in its administrative sense, and parliament in its scrutinizing sense. I would 
like to suggest that we certainly can see a great deal of change in the last 
five years in the scope of the work of this committee, and the work of th 
Auditor General. Obviously, he has been putting on muscle, as has thi s 
committee. 

Mr. Wahn commented that he noticed a certain defensiveness. I also have 
noticed that defensiveness, and I have been glad to see it. It seems to me we 
may be touching on one of the most fundamental points of parliamentary 
government here; that is, the relationship of the executive to parliament. We 
may be touching on one of the directions that I, personally, believe parliament 
has to go; that is, it has to take upon itself, through committees such as this, 
greater powers in order to work as a real scrutinizer of the executive pro: 
cedures and the administrative principles of the executive. 

In this rather small matter of legal counsel for the Auditor Genera 
department, it seems to me we are taking one more step along the road to gi 
parliament, the House of Commons, or its microcosm—this committee—the 
kind of ability which will enable it to do a better job. I think all of us shouk 
look to see whether it is not coming pretty close to being a fact that thi: 
committee and the Auditor General, as an arm of the House of Commons, i 
about to move into an area where it will be continually, by its very nature 
in a position of tension, putting government agencies on the defensive, and 
if necessary, putting government ministers on the defensive. It seems to e 
this raises something which is very fundamental concerning cabinet gover” - 
ment and ministerial responsibility. 

My argument is that the committee should move on and that the con a 
mittee and the Auditor General should be encouraged to move on in thi 
particular direction, because I think it is the only way we can balance the 
situation where it has been more and more difficult for the committee to be 
a real watchdog. I am trying to set out what I think is a developing change 
in our system of government, and I would like to establish that in theory thi 
is an admirable change. When the Commons gives its agency something to ad 
it is beginning to give it the power to do it and do it well. I do not know 
whether or not anyone has put this situation in this kind of context, but this 
is the way I see it. I would welcome a comment from the Auditor General 
I know this has been put rather vaguely, but the way I see the development, 
I see something like this necessarily taking place. a 


The CHAIRMAN: Thank you, Mr. Fisher. 


Mr. HENDERSON: Mr. Fisher, I think you have chosen your words well, 
and I much appreciate the concept you have put forward because I have been 
carrying out my job in the way that I feel it should be carried out and in the 
way I feel you would want me to carry it out. My officers and I have sought 
to bring just as enlightened an approach to our work as is possible. 

It is very helpful indeed to have discussions such as this. So far as the. 
legal view is concerned, and the matter we are discussing, I think Mr. Driedger 
has stated his case very clearly. I told you I was in agreement with the position i 
in which he had found himself. 

With reference to what Mr. Wahn said. I might mention here that at the 
present time while we do ask Mr. Driedger for clarification and for interpret 
tion on routine matters, actually I have withheld asking him for any dire 
opinions now for some little time. I have several cases in abeyance, and I 
not know quite where to direct them, because he feels he no longer shoul 
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ontinue to give me formal opinions for the reasons he has cited. I do not 
ss ow where I should go, but I do know that wherever I do go to obtain my 
ae legal opinions in the future, it must be to somebody who is wholly and 
completely acceptable to parliament. That, if I may say so, is the basic 
question. 

_ Mr. Francis: Would the Auditor General consider going to the parlia- 
mentary counsel for an opinion under such circumstances? 


Mr. HENDERSON: I am in the hands of the committee on that, Mr. Chairman. 
I merely want to check my findings with competent legal counsel. 

fe 

if you have some further questions. ; 

lh Mr. FisHER: I would just like to ask a very general question of the Auditor 
General. This is perhaps an embarrassing question, but in respect of this 
question of defensiveness raised by Mr. Wahn have you noted this kind of 
defensiveness on the part of government agencies which you examined and 
report? 

i Mr. HENDERSON: I would not describe it as defensiveness. 

i _ The CHAIRMAN: Would you like to consult counsel first, before answering, 
Mr. Henderson? / 


| Mr. HenpERsON: I certainly have noticed a great deal of alertness. One of 
‘the things to which I always feel considerable attention must be given, partic- 
ularly by auditors, is to the old fashioned business of seeking to get on with 
people. I think the importance of getting on with people in my work here is 
leven more important, because you do not get very far with your auditing 
work if the people who are subjected to the auditing are not co-operative in 
errs of explaining the full facts surrounding their operations and answering 
all your questions. Uniformly throughout the civil service I have been pleased 
with the willingness to co-operate and work with us. My officers and I value 
very highly their contribution to our work. It makes our work easier, we can 
as more and such differences of opinion as we may have are honest 
differences of opinion with the facts laid out on the table. It is only natural, 
therefore that when they appear before this committee they have, shall we say, 
done their homework more clearly; they know in advance the points we are 
Meine to bring up and that I think, as you have so aptly put it; has contributed 
to much better discussion and much better reports by this Sommuniice to the 
| dae At least I would like to think so, and I believe that is what you think. 


K Mr. FisHer: In his statement did Mr. Driedger go into the question of 
ministerial responsibility as it relates to this committee and the Auditor 
hee 

1 The CHAIRMAN: Mr. Driedger dealt generally with the provisions of the 


Beriment of Justice Act under which his minister and himself work. I will 
tet him answer. 


Mr. DRIEDGER: I would say that the Minister of Justice is the official legal 
idviser to the Governor General and in his capacity as attorney general of 
Canada he is required to give advice on legal matters to the government depart- 
ments. Normally that function is exercised through his deputy minister, 
although there are occasions obviously when it is more appropriate for the 
peruty minister to tender his views to his own minister. 
ks Mr. FISHER: Do you see any danger between the responsibility of the 
‘Minister of Justice and the Auditor General having a completely free hand 
subject to his relationship with this committee in getting legal counsel? 


Mr. DrIEDGER: I see no objection to that, no. 
21180—33 
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The CHAIRMAN: Mr. Francis, was your question answered? 


Mr. FRANCIS: I wondered whether Mr. Henderson could go to the legal 
adviser to parliament? 


Mr. DrIEDGER: He, of course, is on the staff of parliament; he is an em-. 
ployee of the House of Commons and his duties I think are decided by the. 
standing orders. Therefore, I would think that would be a matter for parla i 
ment. 


Mr. CAMERON (High Park): What do you think about the adVvisabilieaa of 
this? 


Mr. DRIEDGER: I do not think I should make any comment. 


Mr. SouTHAM: Mr. Ollivier is responsible to parliament as are his law 
officers. Could we make the recommendation that Mr. Ollivier or an assistant 
assigned to his office be appointed for this purpose so that Mr. Henderson 
would have recourse to these law officers. This is a natural area of liaison 
which we could recommend to parliament. 


The CHAIRMAN: This is one of the various alternatives. Others have beer Nn 
made and the committee can discuss these. 


Mr. FISHER: Several years ago a controversy developed involving the 3 
C.B.C. and the role of Mr. Dunsmore. I am not thinking of personnel, but in» 
this instance this was brought up by the Auditor General and there were legal 
opinions obtained. As I understand it, the C.B.C. obtained a legal opinion fro 
outside the Department of Justice for almost parallel reasons. It sat on its | 
legal opinion; at least, so far as I know, it did not advance it to parliament 
Like the Auditor General, the C.B.C. is an agency that does not report to a. 
minister; it reports through a minister to parliament. I would like to suggest 
to the committee that here is an example of a government agency, reporting . 
to parliament and not to the minister, outside the Department of Justice. T 
interesting thing is that as I understand it the advice was contrary to the 
advice which apparently the government had from the Department « 
Justice. 


Mr. HENDERSON: This happened in the case of the Canada Council which - 
we were discussing earlier. 


The CHAIRMAN: When the Supreme Court of Canada divides on the basis | 
of five to four, there is ample room for lesser members of the bar to split on 
questions of opinion. 

Gentlemen, we have had a very good discussion on this and I am sure we | 
are most appreciative. As Mr. Fisher said, and as pointed out by all the mem- 
bers, this is very important with reference to what is involved here. I thi: 
it will be very useful to us when we come to the point of making our report 
and recommendations. We appreciate Mr. Driedger appearing here. Thank you ~ 
very much for your attendance here. I am sure that what you have had to say © 
will help us very much in the decision which we reach. 


Mr. CAMERON (High Park): Before you leave that, Mr. Henderson mee 
give us what in his opinion is a solution of the problem. 


Mr. HENDERSON: In a very few words I can answer Mr. Cameron simply | 
by saying, as Mr. Driedger says that this has been a subject of discussion ~ 
between us and it is you chairman who has raised the matter before Mr. 
Driedger and I have found a solution. Fé 


Mr. CAMERON (High Park): Perhaps you could think about a solution 
Mr. HENDERSON: I am doing that, sir. 


The CHAIRMAN: Gentlemen, we will have the benefit of Mr. Hendersii Ss 
views before we write a report, which will deal with this particular matter. 
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Now, gentlemen, we stood Mr. Armstrong up last week when members 
were absent on other duties. We could not find a quorum for Mr. Armstrong. 
We have eight or nine items still and it is obvious we will have to come 
back this afternoon. 

Is it your wish to carry on now for a while with Mr. Armstrong and 
‘then come back this afternoon? What are your views in this respect? I think 
Mr. Armstrong is entitled to consideration from us because he came last week 
and stood around for the afternoon while we were unable to find enough 
members to question him. 

Mr. CAMERON (High Park): I would suggest that we carry on until 12 
o’clock. 

The CHAIRMAN: Yes, we will do that and then adjourn until 3.30 this 
‘afternoon. 


Now, Mr. Henderson, the next item I think you have is paragraph 79. 


Mr. HeNpERSON: Mr. Chairman, we are still on the 1962 report and are 
dealing now with paragraph 79 at page 31, benefit paid under the Canadian 
Forces Superannuation Act to a “divorced” wife. 

The paragraph outlines the circumstances under which an air force officer 
died of naturai causes while serving in the United States, and shortly before 
his death his wife had obtained a divorce in that country and had remarried. 
‘But, the divorce was not recognized as legal in Canada and the woman, as 
the widow of the deceased officer, was paid a cash termination allowance 
‘of $3,428 and, in addition, the supplementary death benefit of $5,000. 

From a legal point of view, these payments are not questioned but they 


The Canadian Force Superannuation Act only permits executive dis- 
leretion in withholding an award from a widow if it appears that for a number 
of years immediately prior to the serviceman’s death she had been living apart 
from him. And, I go on to suggest that the Department of National Defence 
Imight give consideration to amending the act to provide for the enlargement of 
the executive discretion to deal with unusual cases such as that referred to here. 

I believe the department has had this matter under advisement and perhaps 
Mr. Armstrong would care to comment upon it at this time. 


Mr. ArmstTrRoNG: Mr. Chairman, we have had this under consideration and, 
quite frankly, at this point we have not come to any conclusion in respect of 
how this matter should be dealt with. Under the law, this woman, in fact, 
was the legal widow and one would have to provide, if she were not to receive 
the benefit, for some discretionary power in the executive to disentitle her 
in these particular circumstances. In point of fact, if the committee is inter- 
ested in this particular case, this woman, in fact, was named as a beneficiary 
under the will of the man himself, and she would have received the supple- 
mentary death benefit in any case because it is paid into his estate and would 
have been paid to her. However, that just happens in this case; there would 
be from time to time other cases where, owing to a divorce in the United 
States or under some other jurisdiction which is not recognized in Canada, 
‘A women would be the legal widow and entitled to a benefit even though she 
was divorced and perhaps remarried in some cases. 


The CHAIRMAN: I have Mr. Southam, followed by Mr. Ryan. 
Mr. SoutHamM: As a matter of information I was wondering how many 
eases you normally would have of situations such as this or similar cases 


Juring the period of a year? Would there be very many such cases or is this 
the exception? 


; 
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Mr. ARMSTRONG: Well, I think you certainly would have to say it is 1 
exception. The Judge Advocate General is present and perhaps he could giv 
you an idea of how many such cases would happen in a year. 


Brigadier W. J. Lawson (Judge Advocate General of the Canadian Forces) 
Mr. Chairman, I cannot recall any other cases of this particular nature. 


Mr. SoutHam: The paragraph goes on to state that the act only permits / 
executive discretion in withholding an award from a widow if it appears that 
for a number of years immediately prior to the serviceman’s death she had 
been living apart from him. Is there an argument here in respect of whethet | 
or not the executive has used the proper discretion or do you suggest that) 
these powers are too tight and there should be an amendment to the act?) 
Would the Auditor General like to suggest what the solution to this would be 


Mr. ARMSTRONG: I do not think we had any executive discretion in t is 
case; we had to pay this. | 
Mr. SoutHam: It was a matter of the legal interpretation of the law as 
it stands now. 


Mr. ARMSTRONG: Yes. 


Mr. SoutHam: In light of the evidence which has been given this morn: 
ing, it would seem rather unusual that where a person actually was divorced) 
and married another man she should come under these benefits. But, you say 
this is the interpretation of the law as it now stands. 

What would be Mr. Henderson’s view in respect of consideration bein 
given to the amendment of the act to provide for enlargement of these powers' 

Mr. HENDERSON: The point I would like to put forward is that if the ac 
in its present form permits this type of settlement perhaps the executive should 
be given a wider discretion and be allowed to apply its own judgment. . 

Mr. SouTHAM: Would the enlargement of the executive’s discretion her 
result in any other problems such as, for instance, bringing too many cases 
under their supervision and the coming forward of other matters which migh 
be questionable. 


Mr. HENDERSON: We think so because the only executive discretion the 
act permits is “if it appears for a number of years immediately prior to the 
serviceman’s death she had been living apart from him”. In this case he had 
only been in the service for five years and his wife obtained a divorce onl | 
shortly before his death so, presumably, they felt they could not exercise 
executive discretion in that case. 


Mr. ARMSTRONG: In this case the wife obtained a divorce in the United 
States on July 29, 1960 and the man, in fact, died on August 21, 1960. There 
was no evidence that he and his wife had been separated or living apart, as) 
required in the law, for a number of years. In fact, the evidence indicated 
that they had been apart only something less than two months up to this. 
time, and under the circumstances the discretion that does exist in the lav 
which refers to separation for a number of years did not apply. 


Mr. SouTHAM: My aim, of course, is to try and help our Auditor Gener al 
in this respect so that the committee will be satisfied that he is doing his job 


Mr. HENDERSON: Would it not appear to you, Mr. Southam, that the execu 
tive in its wisdom, should have had discretion to have cancelled out th 
particular settlement? q 

Mr. SoutHAM: I think so, I think this is a situation we would not want to. 
have repeated too often or, even, again. If it does not appear right in the legal 
sense, and it does not appear right to me, I think there should be some ame d 
ment to the act along those lines. 


Mr. HENDERSON: That is my point. 


e's 
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- The CHAIRMAN: Would you proceed, Mr. Ryan. 


Mr. RYAN: I am addressing my question to Mr. Armstrong and to Mr. 
Henderson. In your opinion, would it not be better to amend the act rather 
han increase the discretionary powers? As I say would it not be better to 
amend the act by providing where a wife is living apart from her husband 
under such circumstances as to disentitle her to alimony or maintenance, then 
ishe cannot take it under such circumstances. The case in hand, apart from the 
ladditional factor, that the will would have given her this in any event by 
iway of the estate, one which should disentitle her to alimony even though 
ishe did live apart for only two months. If this were a maintenance case she 
‘would have been disallowed in that respect. 


lread in this respect. I do not believe it is very lengthy. 
Mr. ArmstrRONG: No. 


The CHAIRMAN: Would you read it to us so that it will be on the record, 
should we want to consider the question of any amendment. In this way we 
will know precisely what the regulation is at the present time. 


ia Mr. Ryan: There might be a problem in respect of the laws as they pertain 
in the province of Quebec. I am unable to speak in that respect and perhaps 
wwe should have some advice in respect of the civil law as it pertains there. 


Mr. ArmstroNG: This is the regulation as it stands at the present time: 


If, upon the death of a contributor, it appears to the treasury board that 

ia the widow of the contributor had, for a number of years immediately 

- prior to his death, been living apart from him under circumstances 
that would have disentitled her to an order for separate maintenance 
under the laws of the province in which the contributor was ordinarily 
resident, and if the treasury board so directs, having regard to the 
surrounding circumstances, including the welfare of any children in- 
volved, she shall be deemed, for the purposes of this act, to have pre- 
deceased the contributor. 


Sr oi 
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Now, to get the discretion that would deal with this case we would have 
to have removed from this act the words “‘a number of years’. 


The OEE Yes, there would have to be removed the words “a number 
of years”. 

Could we move on, gentlemen? 

Mr. Cameron (High Park): You said that she might take it under the 
will. Does she not take it as the widow? 


Boer 


ek Spee 


Mr. ArMSTRONG: I was speaking of the supplementary benefit, which was 
e major benefit. It is payable to the estate if he does not have a widow. 


Mr. CAMERON (High Park): But, it is payable to the widow. 


. Mr. ARMSTRONG: It is payable to the widow but if there is not a widow 
it is payable to the estate. She was the beneficiary in this case so she would 
have received the $5,000 under the estate. 


= 
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Mr. Cameron (High Park): I am speaking of the cash termination aoe 


ance. 
1 _ Mr. ArmsrrRonG: There would be a difference in this. The cash termina- 
tion allowance is payable to a widow. If there was no widow the estate would 


receive a return of the contribution. 


_ Mr. Cameron (High Park): Assume there was a widow; the deceased 
could not will it away from the widow? 


| Mr. ArmstrRoNG: No. 


a The CHAIRMAN: Before leaving this matter, could we have the peetiation 
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The CHAIRMAN: Gentlemen, it is five minutes to twelve. We have had a 
very good meeting this morning and I suggest we adjourn until 3.30 this after- 
noon, unless the orders of the day are much longer than they should be. 


AFTERNOON SITTING 


Tuesday, July 14, 1964. 


The VICE-CHAIRMAN: Gentlemen, we have a quorum. I would as the meet 
ing to come to order. a 

Mr. Armstrong now has answers to some of the questions which were put. 
to him this morning. I will invite him to give those answers to the committee 
now. : 

Mr. ARMSTRONG: There were two questions on item 78 that I was unable - 
to answer this morning. One was the name of the firm that made the site survey 
The firm was C. A. Fowler Limited in Halifax. I would just add that the site 
survey that was used for that contract was the one that was made in May of) 
1956 for the original installation. ; 

The second question was whether or not we could, had we known what. 
would be the ultimate cost of the renovation, have chosen another site. Another 
site, of course, might be possible, but we already had an investment in this site 
in excess of a quarter of a million dollars and it would not have paid us to 
move even had we known at the outset that the cost of this renovation. 
would come up to the actual figure. Therefore, the answer to your question is 
that we would not have moved in any case because of our original investment 
in that site. 

The VIcE-CHAIRMAN: Mr. Winch. 


Mr. WINCH: Mr. Chairman, I think we have considered this for long enough > 
but I would like to ask, through you, if Mr. Armstrong would be prepared at a. 
later date to submit a report to this committee on the engineering procedures 
involved in the construction. 

The VICE-CHAIRMAN: Very good. 


Mr. WINCH: Will Mr. Armstrong do that? 


Mr. Armstron«: I will be very glad to do it. I would appreciate it if at some 
point the committee, perhaps through their steering committee or otherwise, . 
would give me more specific information of exactly what they would like. 
Engineering procedures cover a very wide field in the Department of National — 
Defence. 

Mr. WINCH: I am mostly concerned, Mr. Chairman, with the matter I raised | 
this morning, which was a general survey of engineering, not specifically on each 
point of construction. 

Mr. ARMSTRONG: Yes, I think I understand what you want. 

Mr. WINCH: Would you be prepared to give us such a report? 


Mr. ARMSTRONG: I would be quite happy to submit a paper to the com- 
mittee explaining our procedures. 


The VICE-CHAIRMAN: I would like to take a moment off to welcome to the ‘ 
committee Mr. Legault of Nipissing and Mr. Leblanc, member for Montreal | 
Laurier, who have been added to the committee. I am sure they will make a 
great contribution to the work being done by this committee. 

Some hon. Mempers: Hear, hear. 


Mr. Henderson has some comments to make on paragraphs 81 and 
of the 1962 report, and I will ask him to do that now. 
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Mr. HENDERSON: Paragraph 81 outlines the financial assistance to the town 
of Oromocto. We did have a brief discussion of this on June 9, at which time I 
explained how attention was drawn to the loans and the level of the town’s 
operating cost which, as you can see, in 1961 totalled $1,602,000 while its reve- 
nues only amounted to $81,000, including tax revenues of $27,000 and provin- 


| cial government grants and subsidies of $9,000. I pointed out that there seems 


very little likelihood of the town being able to operate normally in the fore- 


| seeable future. 


The Department of National Defence alone owns 1,900 housing units in 


| the town, which represents about 90 per cent of the value of all the town 


property. 
Dr. McMillan and Mr. Harkness spoke to this subject, you will recall, but 


| it was left over until we had Mr. Armstrong with us today. I do not know 
| what is the outlook for the recovery of some of these advances but, as I indi- 


cated, it does not seem very bright. 
The VICE-CHAIRMAN: Have you finished with that clause, Mr. Henderson? 
Mr. HENDERSON: Yes. 


The VIcE-CHAIRMAN: I wonder whether Mr. Armstrong has some com- 
ment to make on paragraph 81 for the enlightenment of the committee. 


Mr. ARMSTRONG: This, Mr. Chairman, is a rather complicated subject. I 
realize the committee perhaps do not want lengthy statements on this, so I 
would first of all agree with the Auditor General that the town of Oromocto 
is predominantly dependant on the Department on National Defence. While 
there is some private investment there which is increasing gradually as the 
years go by, it would seem self-evident, I think, that it is going to be predom- 
inantly a national defence town for a good many years to come. It now has 
a population of, I think, about 12,000 to 13,000 and it is largely dependant 


_upon revenue from the department. 


The VIcE-CHAIRMAN: Mr. Francis. 


Vee Mr. Francis: Mr. Chairman, I notice that grants by the province for 
| municipal purposes appear to be in the order of $9,000. That appears to be very 


low. Is there any reason why the province has not undertaken a more usual 


| type of municipal grants program in these circumstances? 


Mr. ARMSTRONG: The province, I think, makes the standard municipal 
grants and they are subject to a couple of factors which result in their being 
low. They have not seen fit to provide a portion of a grant that is normally 


| paid to municipalities, that is based on these special grants from the federal 


government in respect of the Atlantic area. That results in the grant being 
somewhat lower than a normal municipality would receive. 

I believe there are some other factors in terms of population which have 
an effect on this. For example, in terms of population, the census had not been 
brought up to date and we have grown very rapidly in the last four or five 


| years, and this has resulted in grants being a little lower, too. 


Mr. Francis: I wonder whether the fact that the crown owns so many of 
the dwellings has something to do with it. This would perhaps influence the 


| private assessment. I wonder whether the department has considered the 
| policy of sale of some of those dwellings or a proportion of them to private 
' persons with the object of increasing the amount of assessment which would 


not be government of Canada assessment. 
Mr. ArRmMstTRONG: There are about 1,900 units there which are crown owned, 


_and the question of sale is a question of market. These houses are occupied 
| by individual servicemen who are there for three or four years and then 


Move out again. 
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Mr. Francis: Surely, Mr. Chairman, there must also be a local service 
trade and so on in the community which would provide the facilities and 
services which the community needs on a continuous basis. 


Mr. ARMSTRONG: There are also privately owned homes for those people eg, 
but we do need 1,900 units; and, in fact, we are building more now to accom- 
modate service people. 


Mr. WiIncH: May I ask a question of Mr. Armstrong? 

I had the privilege last week of being in Gagetown and, therefore, in 
Oromocto, Oromocto is a town outside Gagetown. It is dependent entirely 
upon the army station, who will be there for all time, I presume, and who 
are doing a wonderful job, if I may say so, Mr. Armstrong—a wonder ul 
job. The information which I discovered last week is that at Oromocto there 
is a council to which some members are appointed by the provincial, govern- 
ment and some by the federal. As it is a town outside the federal establishment 
itself, could you tell me why in its administration the taxes are not sufficient 
to cover the general administration and, therefore, why we have to spend 
these additional sums every year? 


Mr. ARMSTRONG: The boundaries of the town of Oromocto encompass, as 
you recall, that camp area. 


Mr. WINCH: The boundaries surely do not encompass Camp Gagetown? 


Mr. ARMSTRONG: Yes, Camp Gagetown is within the municipal boundaries 
of Oromocto, and the housing area occupied by military men and _ their 
families is within the municipality of Oromocto, so that Camp Gagetown Is 
encompassed by that municipality, established by special legislation of the 
province of New Brunswick and controlled by a board of commissioners made 
up of seven, four of whom are appointed by the governor in council here and 
three by the province. All of that area is part of that municipality and within 
that town boundary. q 


Mr. WINCH: Mr. Chairman, the point I am trying to make is this. In vie N 
of the fact moneys are paid in respect of Camp Gagetown in lieu of taxes, and 
in view of the fact that the federal government has paid for the construction 
there including sewers and lights and water facilities, why is Oromocto not a 
self- -sustaining town? I understand there is a great deal of private and surplus 
housing in the area. 


Mr. ARMSTRONG: Perhaps I could explain the situation in this way. As 
you know, there are seven schools in existence there, the cost of which is 
part of this budget. In fact, half of the budget of the town of Oromocto is 
represented by the cost of operating these schools. 

Mr. WINCH: I realize that fact. 


Mr. ARMSTRONG: This represents a good part of the total budget. Ow ir 
children occupy virtually all of the schools and represent almost the total 
school population. All the streets you saw throughout the housing area are 
being maintained by the town of Oromocto. All the attendant services provided 
represent part of the total budget. If these costs were not paid by the town of 
Oromocto as part of the town costs we would, at any rate, have to pay that 
portion, associated with the operation of our establishment. We would have 
to pay the cost of operating the schools for our children. 

Have I answered your question? 

Mr. WINCH: You have answered it only in part. I made a visit to this area 
and found it very interesting. How do you answer the criticism of the Auditor 
General as contained in paragraph 81? 

Mr. ARMSTRONG: As I understand the situation, the Auditor General’s 
comments here point out to the members of this committee that at this stage 
after roughly seven or eight years of operation the town is still predominantely 
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operated by national defence and there has not been sufficient build-up in the 
civilian community to even represent a small segment proportion of the 
cost of operating the town. This is the fact and there is no question about it. 
As I say, I do not see any likelihood of this changing for a good many years, 
and under these circumstances the town will be dependant to a very large 
extent on federal government sources of money, particularly from the Depart- 
ment of National Defence. 
; Mr. WincH: Mr. Chairman, obviously I have not made my question clear. 
1 understand the houses in the town of Oromocto are either rented or pur- 
chased. I should like to know why, whether the houses are owned by the 
Department of National Defence or by private individuals, the town has to be 
supported by general government subsidy? 

Mr. ARMsTRONG: The houses are owned by the Department of National 
Defence and are occupied by our people as married quarters. The number 
‘occupied by these individuals represents the greatest number of houses in 
the area. These houses are not subject to tax. 

Mr. HENDERSON: There is no taxation in this regard, Mr. Winch. 

Mr. WINncH: Are you suggesting the houses in Oromocto are not taxed? 

Mr. ARMSTRONG: Those houses owned by the Department of National 
‘Defence are not subject to taxation. Privately owned houses are being taxed. 

Mr. HENDERSON: I think Mr. Harkness made this point, Mr. Winch, in a 
statement to the committee at the last meeting. He pointed out that even the 
shopping centre which is the chief business end of the town, is owned by a 
‘crown corporation, but the title to it is under the Department of National 
Defence. He then went on to say: 

Therefore you have nothing to tax in the normal sense except this very 

small amount of privately owned property. And this grant which has 

been made was made as being the equivalent to what would be granted, 
q let us say, to the city of Ottawa or to any other city where DND 
4 property exists, in lieu of taxes. 


As you will see in the note here, in 1955, when this proposition had its 


origin, the Department of National Defence proceeded, with government ap-. 


-proval, to develop the proposed town and in due course it was incorporated 
by an act of the province of New Brunswick. 


Mr. WincH: Will you tell me why, whether applied to housing or anything 
else, rent does not include an amount of money to cover required taxes? 


Mr. Henperson: I presume that the government has taken the position, 
and I would ask Mr. Armstrong to correct me in this regard if I am wrong, 
that in view otf the substantial amount of help being given, there was no 
necessity for them to make any grant in lieu of taxes. Is that correct? 

Mr. Wincu: Perhaps I could ask Mr. Armstrong why, if my understanding 
‘is correct, the rents in respect of stores or houses owned by the department 
have not been designed to include anything in the way of taxes, but which 
in turn are being paid by the Department of National Defence? 
! Mr. ArmstTRONG: We pay the difference between the operating costs of 
‘the town and its revenue received from either private taxes, grants from the 
provincial government or any other source. The Department of National 
“Defence in fact makes up the difference. Municipal grants or grants in lieu of 
taxes are not paid in that particular area. There was a belief originally that 
‘the town might develop after four or five years, to a point where grants in 
lieu of taxes would be paid. However, as the town is still dependant on the 
ee ment of National Defence to the extent of something in the neigh- 
bourhood of 90 per cent, the circumstances were not really propitious for 
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paying grants in lieu of taxes. There is such a relatively small tax base 
in respect of the private sector that consequently the Department of National 
Defence continued to operate on the basis of direct grants. As a result of the 
fact that the federal government appoints four of the seven commissioners 
it does have representation and an opportunity of making an impact on the 
town budget, keeping control over the over-all expenditures. 
Mr. WINCH: Perhaps I could ask one final question, Mr. Chairman. 
The Vick CHAIRMAN: Yes. 


Mr. WincH: I should like to ask Mr. Armstrong, as a result of the informa- 
tion he has just given, why in a town such as Oromocto, or for that matter 
anywhere else, the Department of National Defence should allow a rental 
basis to exist in respect of commercial operations involving an amount less 
than that which would cover the cost of included taxes. 

Mr. ArMstTRONG: I am not sure I understand your question, but we are 
not doing that. We are not allowing a rental basis in so far as housing is con- 
cerned which we own and, if you wish to phrase it this way, we rent. Service- 
men and their families occupy the housing we own on the basis of standard 
married quarters in respect of which there are certain allowances not paid | 
when those individuals occupy housing of this type. 


Mr. WiNcH: In respect of commercially occupied and Department of Na- 
tional Defence owned property in Oromocto, do you charge rent on a commercial 
tax basis? 


Mr. ARMSTRONG: We are not engaged in a commercial operation. 
Mr. WINCH: There are some properties of that type in existence. 


Mr. ARMSTRONG: Yes, but not in operation by the Department of National . 
Defence. Those are represented by private operations. 


trying to understand is, in the case of property rented for commercial operations 
by people other than the national defence department, do you include in your 
rental charges an amount which would normally cover the cost of taxation if 
normal taxes were charged. Is that the information you require, Mr. Winch? 

Mr. WINCH: Yes. 


Mr. ARMSTRONG: That situation does not exist, but if we did rent property 
on the basis of a commercial operation we certainly would include taxes in 
the rental charges. ; 

The VICE-CHAIRMAN: I have Mr. Wahn next on my list of questioners fol 
lowed by Mr. Fane, Mr. Regan, Mr. Ryan and then Mr. Cardiff. ! 

Mr. RYAN: In order to clarify something you said in answer to a question 
asked by Mr. Winch, did I understand the Auditor General to say that the 
Department of National Defence does in fact own the property which is being 
operated as a shopping centre? 

Mr. ARMSTRONG: We do not own that property. 


Mr. HENDERSON: A crown corporation owns that property, according to 
Mr. Harkness, although I am not certain which crown corporation it is. i 

Mr. ARMSTRONG: It is not actually a crown corporation which owns that 
property. There is a corporation known as the Oromocto Development Cor-_ 
poration which owns the property. 
Mr. WINCH: I think Mr. Ryan’s question is of utmost importance, because 
his is a crown corporation it represents the government of Canada. 
Mr. ARMSTRONG: If I might say so, it is not really the government of 
Canada, although the financing, in fact, really has come out of the government 
of Canada in that it made available through appropriation moneys that could 


7 


Lt 


PUBLIC ACCOUNTS 587 


‘be provided through the commission to the Oromocto Development Corpora- 


tion for developing the town. That corporation, in fact, did build the shopping 


ee 


centre. They run the buildings there. I do believe they are prepared to sell 
them, although I do not think anything has been sold up until now. They also 
run some other operations. I believe they have a housing development and, 
perhaps, some other things. 


Mr. WAaHN: Who owns the development corporation? 


Mr. ARMSTRONG: I believe that is established under the companies act of 
the province and really is an emanation of the town of Oromocto. 


Mr. Wauwn: I gather from the figures given here that the operating costs 
are running at about $1,600,000 a year. Would you recover this amount 
through the rents which you charge directly or indirectly to the tenants of 
the 1,900 housing units? If not, to what extent do you recover through rents? 


Mr. ARMSTRONG: We would recover not nearly this amount. Our average 
rent on housing, in round figures, would run perhaps approximately $90 a 
month, somewhere between $90 and $100 on the average. Now, if one calcu- 
lates the investment in the houses, the depreciation, the cost of operation and 


so on we certainly would not begin to pay this kind of cost if we attached 


it to the housing. 
Mr. WauN: Then these really are highly subsidized houses? 


Mr. ARMSTRONG: Oh, yes. But, I would suggest that you nermally would 
not expect these housing units to bear the full cost of operating. 


Mr. WaHN: Has any comparison ever been made by the department in 
respect of the cost per person of providing housing in this way as compared 
with the cost per military person in providing housing in other areas of 
Canada? It seems to me this has been started as a rather interesting experiment 
which obviously has cost considerably more than anticipated, and there is no 
indication it will cease costing a considerable amount of money. Has the de- 
partment learned anything from this particular experiment? 


Mr. ARMSTRONG: I believe there have been comparisons made but I do 


not recall exactly what they produced. However, I do not think there is any 
question but what you say is so, that this is more expensive that a normal 


_military station development at this stage. Possibly at sometime in the future, 


if the town develops sufficiently and you have a real civilian base there, it 
would not be more expensive; it might even be a little cheaper. But, I think 
that would be a long time in the future. 

Mr. Wauwn: Is there any continuing study under way to see if something 
could be done to stop this indefinite drain on public funds? 


Mr. ARMSTRONG: When you say a continuing study I might say that we 


do look at this. We obviously look at it on a continuous basis. We have to 


look at the budget every year. We are aware of the fact that it is expensive 
and we are doing our very best to keep the costs down. We have had some 
success in reducing them in a marginal way. But, I do not think we will reduce 
them in any really substantial way. We are concerned basically with schooling 
and funds for services. 

Mr. WAHN: You mentioned that the rental of units was in the amount 
of about $90 a month. Would that be a six room house? 

Mr. ArmMstTRONG: I said I thought they would average that. The units 
vary a little bit and the rentals or the recoveries we get for them depend on 
the soldier’s rank who occupies them. But, they would run from about a 
minimum of $80 odd a month up to something in the order of $120 a month. 


Mr. WauHN: Would it be a detached house for that amount? 
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Mr. ARMSTRONG: They nearly all are detached houses. Some are row 
housing. But, for the most part, in the original development they were detached 
houses. : 7 

Mr. WAHN: Six rooms? 


Mr. ARMSTRONG: Yes, predominantly three bedrooms. However, they 
are not all three bedrooms; there are some with two, some with three and some 
with four. But, as I say, predominantly they are three. 

Mr. WAHN: Well then, there is a considerable rental subsidy involved i 
respect of the personnel who occupy these houses. Are similar subsidies given 
to other personnel in other camps throughout Canada? 

Mr. ARMSTRONG: There is really a rental subsidy on all our housing for 
the soldiers—that is, the soldier, the private, the corporal and the sergeant. 
In respect of the people who have a deduction of, say, $80 to $90 a month. 
there is not any question that the housing amortized over a reasonable period 
of time, perhaps 30 years, would cost us more than we get back. I think this 
applies to all our houses. Now, in respect of those who pay $115 or $120 a month. 
that amount perhaps would cover the cost. But certainly with the more lowly 
paid staff, the junior N.C.O.’s and so on, I do not think there is any question 
that there is a subsidy involved. 

Mr. WAHN: Would those men of similar rank who are responsible for 
finding their own quarters in other locations receive a similar subsidy to 
equalize it. ’ 

Mr. ARMSTRONG: The way I am judging it, a man receives a certain amount 
of pay and allowances and if he is living out he has to find his own accommo- 
dation; if he is living in married quarters he gets so much less, and the amount 
less that he gets is what I am speaking of in terms of $80 rent. If he is living ) 
out we do not subsidize him. He provides the accommodation out of his own 
pay; he pays for it. 

The VICE-CHAIRMAN: Would you proceed, Mr. Fane. 

Mr. FANE: Well, Mr. Chairman, Mr. Winch and Mr. Wahn have covered 
many of the questions I was going to put. However, Mr. Armstrong, we did — 
establish that the shopping centre and the apartment block are owned by a 
corporation which is not a crown corporation and, therefore, it is not owned bi 
the government. We did establish that, did we not? 

Mr. ARMSTRONG: Well, that is right. It is not a crown corporation and it is 
not owned by the government, although actually the money that really went 
into it came from the government. | 

Mr. FANE: I see. Does the rental charged for that include enough money 
to pay taxes on those establishments? 

Mr. ARMSTRONG: Yes. There are taxes paid on those establishments. 

Mr. FANE: There are? 

Mr. ARMSTRONG: Yes. 

Mr. Fane: Then, that is not subsidized so much. 


Mr. ARMSTRONG: Well, it all depends on how you use the word “subsidy”. — 
At any rate, they do pay taxes. 

Mr. Wincu: I think you should answer this question. I believe there are - 
subsidies because you do not charge commercial enterprises sufficient rent to © 
carry that. Is that not so? ] 
Mr. ARMSTRONG: The answer to that is that I believe they do include enough 
in the rental to amortize their capital costs and to pay their taxes. But I do 
not know the operation of the Oromocto Development Corporation in detail. — 
However, I think I am quite correct in saying what I have said. a 

The VicE-CHAIRMAN: Mr. Regan, you are next. 
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Mr. Regan: Mr. Armstrong, I have several questions arising largely out of 
lier questions. 

: First of all, in comparing the camp at Gagetown and, therefore, the exist- 
nce of Oromocto, to conditions elsewhere in the country I think you will agree 
that we have to face a very fundamental difference. At Oromocto we are faced 
with the necessity—and I believe this was the primary purpose—of considering 
the comfort, morale and services of our own armed forces and, therefore, we 
rere faced with creating an entirely new town. You were faced there with 


pt h? 

i Mr. ARMSTRONG: Well, I think it is in a sense accurate. We os had a 
new camp from scratch, and we had to build that. 
Bs Mr. Recan: And, a new town. 

- Mr. ArmstrRonc: On the question of building a new town, obviously when 
you build a camp of that size you must provide facilities of some kind such as 
normally are found in a town unless those facilities are available in an adja- 
cent municipality. 

is Mr. Recan: As I understand it, the corporation which owns the shopping 
centre is owned by the town of Oromocto; it is not owned by a group of private 
individuals who eventually will make a profit. 

- Mr. ARMSTRONG: That is accurate. 

Mr. REGAN: So, it is not a question of someone profiteering. As I understand 
it, when the town was founded and the camp established it was not sufficiently 
Mitractive to private individuals to establish the necessary type of shopping 
centre that was needed by the men in the area; it was not attractive enough 

to private individuals, and therefore for the general benefit of members of the 

armed forces, it was necessary to have this type of commercial establishment or 
yhysical building for commercial establishments erected and rented out to 
| ae Is that correct? 

_ Mr. Armstrone: I think substantially that is correct. Private enterprise was 
not prepared to go in and build them on their own. 
Mr. REGAN: Starting with the same 1,900 units of private houses owned by 
the government, I think the experiment in that direction is a very worth-while 
‘one. In many other areas you have allowed private interests to build apartment 
houses or houses for the armed forces personnel on the basis that they were 
given an approximate guaranteed profit. Do you weel the experiment at 
Oromocto in retaining government ownership of those houses is a good one. 


| Mr. ArmstTRONG: Yes. I think definitely we should retain government 


aa of the housing. 


_ Mr. Wincu: I am sorry; there are privately owned apartment houses in 
Oromocto? 

Ke Mr. Recan: I am perfectly cognizant of that; but the government did not 
put up the money for those privately owned apartment houses, other than the 
way it is done anywhere else through the National Housing Act. 


i Mr. Armstronc: That is correct; it is mortgage money. As I mentioned 
sarlier, we need another 300 houses. They are going to be built there and 
® al build them as government owned houses. I think this answers the 

question that we consider this in the best way to build houses for the armed 

forces in that location. 


Mr. REGAN: Generally, for the present and the future, the policy is where 
this type of housing is required that it will be built and the ownership will 
be retained by the government rather than giving a guaranteed franchise to 
‘ivate individuals. 


different situation from most camps. Is that an accurate statement, to begin 
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Mr. ARMSTRONG: I would not go that far: I think this depends in part 
on the location and the particular situation. If we are in an area where private 
enterprise is prepared to build houses on a rental basis, we will certain]} 
consider that. As you know, we have a number of these. A 

Mr. REGAN: Yes. Now, as has been pointed out, in the town of Oromoc -C 
there is some privately owned land? 

Mr. ARMSTRONG: Yes. ; 

Mr. REGAN: You can buy land and build your own structure, if you so 
desire? 

Mr. ARMSTRONG: Yes. 


Mr. REGAN: Are there restrictions in respect of the type of industries 
which can be established in Oromocto? . 


Mr. ARMSTRONG: There probably are some, but I am afraid I do not have 
the information with respect to what the restrictions are. I know they are 
seeking industry there. I would think that if there are restrictions they would 
be very limited ones. However, no doubt there are zoning regulations in the 
town. 


The VicE-CHAIRMAN: I would suggest, Mr. Regan, that you are getting 
away from the paragraph which we are discussing. 


Mr. REGAN: Not at all. I am dealing with the situation that if industrn 
could establish there the tax base would be much broader. It is very difficult 
for a town to operate if its taxes come entirely from residential taxation. 
I am tying this in. I understand that a certain type of industry likely would 


be able to establish there. : 
Mr. ARMSTRONG: Yes; there is private industry there. 


Mr. Recan: Is part of the reason it is necessary to continue to subsidize 
this town the fact that Oromocto would have difficulty in attracting private 
industry for a number of reasons; first, because almost all the residents 
are members of the armed forces, there is not a readily available labour force 


for private industry in the quantities which would exist in a normal tow n 
Is that accurate? 


Mr. ARMSTRONG: I am sure this has a bearing on the situation. 


Mr. REGAN: So, the fact is, if this great camp is to exist, there is a need 
for a possible subsidy to keep this town operating on a break even basis fot 
a considerable period. Is that correct? 


Mr. ARMSTRONG: I do not think there is any question about that. 


Mr. REGAN: If at the present time you were to pay taxes on all those | 
1,900 units owned by the government, or if the government were to pay 
a grant in lieu of municipal taxation in the same amount, this would not > 
remedy the situation because the lack of industrial taxation revenue still 
would leave the town unable to break even. Is that accurate? q 


Mr. ARMSTRONG: Of course, this depends on the tax base. 


The VICE-CHAIRMAN: I do not wish to stop you asking questions, Mr. 
Regan. I know you did not agree with me when I told you you were getting 
away from the clause we are discussing. I do not want to act as a brand new 
chairman sweeping everything clean; but you are making far more state- 
ments than you are asking questions. May I respectfully ask that you confine — 
yourself to asking questions. , 


Mr. REGAN: I shall do so. Thank you Mr. Chairman. Mr. Armstrong, q 


think I have pretty well covered all I wanted to say, at any rate—or wanted to 
ask. : 


An hon. MEMBER: You were right the first time. 
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r. REGAN: At the present time you have a projected expansion of 300 
. Is it expected that this town will continue to grow, and that therefore 
1 amount of the subsidy being paid at present will also grow somewhat? 
‘Mr. ArMstTRONG: The town will grow somewhat on the military side. We 
. putting in those additional units and need some more houses there. Of 
irse, the school population is growing. I think we have to build another 
ool. All this adds to the cost. On the other hand, the civilian part of the 
own also is growing. 

_ Mr. REGAN: The schools are operated at the cost of the town? 

_ Mr. ARMSTRONG: Yes. 

_ Mr. REGAN: You merely provide the school. 

_ Mr. ArmMstRONG: In fact, the town provides the school. We provided some 
f the original ones and turned them over to the town. 

- Mr. REGAN: I would like to say that I feel this is a very worth-while 
<periment in public ownership and I am quite surprised to see Mr. Winch 
opposed to it. 

Mr. WIncH: I am not, sir; I am not opposed to it. Last week I was eee 
nd Oromocto itself is the most marvellously planned town I have seen any- 
where in Canada. 

_ The VicE-CHAIRMAN: That establishes the fact that you are not against 
it, and we appreciate that. 

Mr. WINCH: No. I wanted to know the relationship of the federal govern- 
ment in paying its subsidies to the town of Oromocto. 


The VicE-CHAIRMAN: If you will hold that for a moment, we will have 
Mir. Ryan and then Mr. Tardif. 

Mr. Wincu: It is a wonderful town; I have seen it. 

Mr. Ryan: Is the Municipal Grants Act which is referred to in this 
Paragraph an act of the provincial government, or of the federal government? 
_ Mr. ArRmMstTRONG: An act of the federal government. 

_ Mr. HENDERSON: It was the federal government. 

_ Mr. Ryan: At the time that this municipality was set up it appear to 
ve been set up as a joint federal-provincial-municipal experiment. It seems 
that time there were expectations of receiving a lot higher grants than 
e developed. Why would there be a letdown of these expectations that the 
‘iginal plan seemed to foresee? 


Mr. ARMSTRONG: I do not believe there was expectation of higher grants. 
here was anticipation at the outset that after the first three or four years the 
wn would in fact receive federal support through the Municipal Grants Act, 
ut this has not happened, and the grants are paid directly through appropria- 
ons of the Department of National Defence. 

_ Mr. Ryan: Are there not provincial grants paid as well? 

Mr. ArmstrRonc: Oh, yes, there are provincial grants. 

Mr. Ryan: According to the second paragraph of item 81 there were 
5 9,000 provincial grants in all; what would the federal grants be? 


3 Mr. HENDERSON: They are listed in the table on page 33. 

| Mr. Ryan: Oh, yes. These are not paid under the Municipal Grants Act, 
e they? 

| Mr. HENDERSON: No, they are paid under the vote. 


7 Mr. ARMSTRONG: I could give you a couple of figures to illustrate it. In 
1996, which was the first year, the grants from the department were $75,000. 
21180—4 
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They have gone up to $1,736,000. The provincial subsidy in that first year w 
$5,430; but it has now gone up to $121,610. Then there are a few more provi 
cial grants for other specific purposes which amount to about $24,000. 


Mr. Ryan: Would they be for education? Would it be included in these 
additional provincial grants of $24,000? { 
Mr. ARMSTRONG: No, I doubt if it covers education. I think the total covers 
education. 


Mr. Ryan: Is there anything received specifically from New Brunswick for 
education? 5 
Mr. ARMSTRONG: Let me see if I can pick it out for you. 


Mr. Ryan: We can get it later. Let me go on. You spoke of the fact that 
Camp Gagetown is entirely within the boundaries of Oromocto. May I take 


it from that, that at the time of the incorporation of this new municipality a l 
the land within its boundaries was turned over from the municipality, and that 
there have been transfers effected since? 


Mr. ARMSTRONG: Any land that departmental buildings are on has not 
been turned over; but all the land for roads, sewers and certain other land has 
been made available. 


Mr. Ryan: Is the land which forms Camp Gagetown itself still owned by the 
crown in the right of Canada? 


Mr. ARMSTRONG: Yes. 
Mr. Wincx: It is not apart. 
Mr. ARMSTRONG: Yes, it is within municipal boundaries. 


Mr. WINCH: I would like to get this clear: that there is nothing on the 
ground of Camp Gagetown, such as officers’ quarters, N.C.O.’s quarters and 
everything else which is not strictly military at Gagetown. q 

Mr. ARMSTRONG: Yes, I would agree with you. 

Mr. Ryan: Why, then, have we had this situation brought before the co 


mittee in the case of Gagetown when we do not have anything similar in the 
case, let us say, of Camp Borden in Ontario? 


The VICE-CHAIRMAN: Perhaps Mr. Henderson could answer that. 
Mr. HENDERSON: I shall ask Mr. Millar to answer. ’ 
Mr. B. A. MILuaR (Audit Director, Office of the Auditor General): I think 


the answer to that is that this was a special establishment, and that it differed 


from any other that was in existence so far as the Department of National 
Defence was concerned. , 


Mr. RYAN: Does the department also have to carry a heavy burden for 
Camp Borden in respect of operating costs? 


Mr. MiLuar: I am not sure that I can answer that. 
Mr. ARMSTRONG: In respect of what? 


Mr. Ryan: Does the Department of National Defence have to carry cer | 
tain operating costs for Camp Borden, let us say? 


Mr. ARMSTRONG: Oh, yes, we pay all the costs of operating Camp Borde : 


Mr. Ryan: I would ask Mr. Henderson if Gagetown is any different, and 
if so, why? ‘ 


1] 
uU 
a 


look at the table, that there have been $44 million of capital assistance, loans, 
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nade to this town, on which interest has been charged by the Department of 
‘inance. The only repayment of these loans that has been made has amounted 
o $423,000; in other words, they have only paid back 10 per cent of the loan; 
he rest is still outstanding, and the remaining balance of $4 million is still 
S sitting there as an advance by the federal government to the town of Oromocto 
as such. 

3 Mr. Ryan: Are you looking for a write off. 

a Mr. HENDERSON: I wonder. Here we have an investment, and we are 
carrying the assets on our balance sheet in the amount of $4 million. If you 
look at the financial statement of the town of Oromocto you will see that they 
have expenses of $1,600,000 with revenue of $81,000: so I suggest that the 
‘repayment prospect is not a very bright one. That is why I drew the attention 
of the house to this worsening situation. I do not know what the answer is. 
nae think some good ideas have been brought out this afternoon, and I think 
that Mr. Armstrong has given us a great deal of background. But I do not 
suppose there is any ready solution for it. Whether the federal government 
will ever be able to recover its $4 million of loans outstanding, I cannot say; 
but I felt that it was necessary that the members should know about it. 


_ Mr. Ryan: There must have been other cases in the past where the 
government has poured capital into army camps. 

Mr. HENDERSON: The bases at Borden and at Camp Petawawa are different 
In that they are wholly creatures of the Department of National Defence. 
Mr. ARMSTRONG: Yes, basically the costs are paid by the Department of 
National Defence. Occasionally at Borden, in the army portion of it, you have 
some investment; for example, there would be the Maple Leaf Services which 
‘might build a sinajeveveare centre; but by and large the investment is entirely that 
of the Department of National Defence. 
Mr. Ryan: And it is carried over from year to year as an expense? 
, Mr. ARMSTRONG: That is right; it is shown as an expense. 


% The VICE-CHAIRMAN: We have had quite a good discussion on this 
‘paragraph. We have a few more questions to come from Mr. Cardiff and Mr. 
Southam. Might I request that they be made as short as possible so that we 
‘might terminate the examination of Mr. Armstrong today? 

i Mr. CARDIFF: My questions have already been partly answered, but I 
S ould like to have a little clarification of what proportion of the cost of opera- 
tion since this town has been formed has been paid by the town, and what 


portion has been paid by the Department of National Defence. 


r Mr. WincH: That is a good question. 


a Mr. ARMSTRONG: Perhaps the best way to give you this is for me to run 
through very quickly the revenue side of the financial returns from the town. 
a In 1956 the total revenue, contributions, grants and subsidies was $80,430, 
of which the federal government paid $75,000, and there was $13,000 paid in 


taxation, plus $8,000 in interest. Do you want me to go into this year by year? 


x Mr. Carpirr: I think it would be more enlightening to the committee if 


“you gave the figures year by year. 
Mr. Armstronc: I have them all there. I could also produce a_ short 
tatement and give it to the committee. 


Mr. CarpDIFF: Yes, it would be a better idea. 
Mr. HENDERSON: Can I just make one statement, perhaps to wind up this 
‘discussion and to answer in particular the point made by Mr. Ryan? If you 


look on page 77 of my 1962 report you will see there paragraph 142. This is 
21180—4} 
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also headed, ‘Loans to the town of Oromocto’’. I direct your attention to 
last paragraph which Series very clearly why I brought it forward. It r 
as follows: 4 
In the circumstances described in paragraph 81, where it is noted 

that the operating costs for the calendar year 1961 amounted to 
$1,602,000 while revenues totalled only $81,000, it seems unrealistic 

to continue to treat the loans to the town as an asset item for purposes 

of the statement of assets and liabilities. ; 


That is to say on our balance sheet of the government of Canada. 


This view was previously put forward in the report for 1959 at 
which time the outstanding loans stood at $2,943,000. 


In other words, this is a type of asset which is surely very dubious in 
view of the circumstances in which the town finds itself today, and I am hoping 
that that comment might commend itself to the Department of Finance per- 
haps to give it a different treatment, although I agree with them that they 
would like to see some of the money repaid. 


Mr. WINncH: You do not think it is possible to have it repaid at all? As the 
Auditor General and as an accountant you would like to see it treated in such 
a way that it is wiped out? Is that your view? 


Mr. HrenpeERSoN: I do not think it is an asset. 


Mr. SouTHAM: Mr. Chairman, I would like to ask Mr. Armstrong a ques- 
tion on the basis of the personnel stationed in these 900 housing units. Did 
I understand you to say you had appraised their rental on the basis of about 
$90 a month? 


Mr. ARMSTRONG: I was giving an offhand guess of the average. 


Mr. SouTHAM: On the basis of the ranks housing these units, how does 
the rental compare with the rental they pay in other places in Canada, such 
as in Ottawa or in Winnipeg? I wish to follow up on the discussion we had 
this morning when you mentioned the figure of $115 a month. . 


Mr. ARMSTRONG: What we mentioned this morning was the average 
termination of leases. The rental of houses which are owned by the department 
and occupied by members of the forces is uniform across the country where- 
ever they are. 


Mr. SouTHAM: How does this compare with a member of the armed forces 
having to rent privately some place else? 


Mr. ARMSTRONG: It is lower by and large. 


Mr. SOUTHAM: I was trying to find a partial solution to this problem so as 
to make it equitable across Canada. If you take these 900 housing units on the 
basis of $90 a month and raise the rental to $115 a month, which to me would 
appear more reasonable, it would bring us a revenue of about $570,000 extra. 
This would possibly liquidate a third of this $1,602,000. I think that possibly 
there is an inequity here as far as rental is concerned. What comment would 
you have to make on that? 


Mr. ARMSTRONG: This is a point. We raised the amount that we paid to_ 
a man when he was living out a couple of years ago, with the last pay increase. 
It is conceivable that some adjustment is again due in this. We would normally y 
make it, I think, if we came to the conclusion that we should do so, at the time 
of a general pay increase for the forces. 


Mr. SoutHamM: The implication of my question is this, if personnel sta- 
tioned here at Camp Gagetown were to get preferential treatment in relation 
to other members of the armed forces who had to live out by renting premises 
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from a private landlord, the taxpayer of Canada would, in other words, be 
ubsidizing this particular group who are fortunate enough to live in Camp 
Gagetown. 
_ Mr. ARMSTRONG: This is a rather difficult balance to get at, the right 
djustment between the man living in and the man living out. I think I am 
right in saying that the man living in, by and large, tends to be a little better 
off than the man living out. On the other hand, he is depending on the camp, 


Mr. WINCH: Anyone who objects to living in Camp Gagetown is foolish. 

Mr. ARMSTRONG: Camp Gagetown is very pleasant, I agree. . 

Mr. CAMERON (High Park): Is this $1,602,000 paid out of the consolidated 

Tevenue fund? 

_ Mr. HENDERSON: No, that is paid by the town of Oromocto, those are its 
mecrating costs. 

5 Mr. CAMERON (High Park): I know, but we were contributing, in 1961- 
62, operating grants of $1,049,000. 

Mr. HENDERSON: It is the operating grant which puts the town in funds 
0 pay those expenses. 

Mr. Cameron (High Park): Where is the accounting of revenue that the 

epartment of National Revenue gets for these houses so that we can see what 

hey are doing with it? 


Mr. HENDERSON: That goes into the consolidated revenue fund. 


Mr. ARMSTRONG: Perhaps I might explain that the amount that is paid 
oy the department to the town is provided by an appropriation which is in 
1e Department of National Defence estimates each year. As far as the houses 
are concerned, we do not in fact collect anything for them, we simply pay 
oeople less money. When a man occupies a house, he is receiving less money 
than if he were not, so that there is no revenue in that sense. 


Mr. CAMERON (High Park): Would it not be more accurate and would 
he committee not understand it better if that were shown, because this 
Bually is not a loss? It could be a lot less than that. 


Mr. ARMSTRONG: This would not be shown. You are looking at the town 
budget. They have poe to do with the gente of these houses as such. 


‘it might give a different aspect to the picture. 
Mr. ARMSTRONG: We can produce a picture of that kind for you. It does 


Mr. CAMERON (High Park): I think it might be better. 


Mr. Recan: Mr. Armstrong, I have a short question arising out of Mr. 
Southam’s question. I want to suggest to you that you take under considera- 
tion that no rent increase be applied in that area, or in any other area, to 
ny of the lower ranks until such time as you give a pay increase which would 
give better recognition to the lower ranks than last year’s did. I think you 
should not consider increased rents for any of the lower ranks of the armed 


forces at the present time. 


The VICE-CHAIRMAN: Your question is interesting but it has nothing to 
do with the 1962 report. 
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Mr. Winch has a short question. 


Mr. WINCH: Yes, my question, sir, is very short. It is my understandin 
that the town of Oromocto has now a population of approximately one third 
of the capital city of New Brunswick. On what basis is its revenue only $81,000? 

Mr. ARMSTRONG: The reason for this, of course, is that the town is predom- 
inantly Department of National Defence. In 1963, the taxes of the town were 
$36,000 on the private property in the town. Revenue from licences and per 
mits came to $7,917; various revenues from rents were $1,603; fines, $3,345; 
interest on the investments and taxation penalties and so on, $13,972. Grant 
of various kinds amount to $145,000 roughly, and all the rest came from the 
federal government—$1,736,071. The reason for that is that it is predominantly 
Department of National Defence. 


Mr. WINCH: What did you pay in your department in the same year? 
Mr. ARMSTRONG: We paid $1,736,071. 


Mr. WINCH: Oromocto is a private town. Why did you not collect back 
from this town, which is outside the military establishment, the rents tha 
would cover that $1 million? That is the point I am trying to arrive at. Wh 
did you not collect back in your rents or licences, or whatever you do, that $1 
million odd? 


The VICE-CHAIRMAN: Because, I would suggest, Mr. Armstrong, the rents 
would be prohibitive. j 
We have obtained a great deal of information from this paragraph and I 
know we are all anxious to know what happens in paragraph 82. I am there- 
fore going to ask Mr. Henderson to tell us what happened in paragraph 82. 


Mr. WINCH: You mean that I will not find out why we lost a million 
dollars? 


Mr. CHOQUETTE: It is contained in the report. 


Mr. HENDERSON: Mr. Chairman, this relates to my comments on the un- 
authorized use of crown owned vehicles, and I would refer you to paragraph 
82, page 33 of the 1962 report and to paragraph 66 on page 38 of the 1963 
report. They both deal with the same subject. 

My comment here describes the damages required to be paid to a civilian 
to the extent of $14,500, when a national defence vehicle was being driven 
without authority. As the note explains, the driver of the vehicle was repri- 
manded and he had to reimburse $250 to the crown, this being the maximum 
amount recoverable under existing regulations in cases where vehicles are 
driven without authority on official business. Where vehicles are driven 
without authority, the Department of National Defence Act does provide for 
imprisonment up to two years or “to less punishment”. However, there is n 
regulation indicating what is to be recovered from the serviceman when 
the crown incurs a loss in such cases. 

We dealt with this matter on June 9 when there was some discussion 
in the committee, Mr. Chairman, and I do not know to what extent the 
members would like to question Mr. Armstrong about it. 


The VicE-CHAIRMAN: Mr. Armstrong may want to make a statement upon 
this. | 


Mr. ArmstTrRONG: I do not particularly want to make a statement unle Ss 
you would like the background of the case. 


The VIcE-CHAIRMAN: It might save some time if you were to make a brief 
statement. , 


Mr. ARMSTRONG: The problem here as far as we are concerned is that thik 
was an ex gratia payment; in other words, the crown decided to reimburse the 
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person who was hurt or pay the damages on an ex gratia basis. It is a prerog- 
ative of the crown to decide to do so. 

_ We in the department do not have any legal way of imposing that payment 
on the driver who was involved. In this particular case, the driver struck a 
‘woman in England and caused her very serious injury, permanent damage, 
which crippled her. The amount that was paid was $14,500. The man who was 
involved was a corporal in the air force who had five children and no assets. 
There was really no possibility of recovering anything from him in any event. 
He was charged in the civil court and paid a fine of £19.17s. 6d. He did reim- 
burse the crown to the extent of $250. 

‘ There are two problems. The first one is the legal problem of our inability 
to recover from him in terms of a payment that we make on an:ex gratia 
basis. The second is the simple problem that he does not have the resources to 
pay in any event. 

_ Mr. WincH: May I ask one question? 

The VICE-CHAIRMAN: After Mr. Hales. 

Mr. Hates: Have any new regulations been formulated to take care of this 
situation? It would have to be a legal authority, I suppose, to collect indemnity 
from the driver in future cases? 

Mr. ARMSTRONG: We have examined it but we have no new regulations. 
Our own legal authorities tell us we simply do not have a legal claim when it 
is an ex gratia payment. 

The VICE-CHAIRMAN: Mr. Winch. 

Mr. WincH: Mine is perhaps a curious question. I have noted something 
of this nature from the Auditor General’s reports over the years. Because of my 
reading over the years of the reports of the Auditor General that it almost 
always concerned a member of the armed forces taking a vehicle without au- 
thority—in other words, stealing it—I would like to ask the deputy minister if 
‘these people are ever charged with theft. 

: Mr. ARMSTRONG: They can be charged with theft and they might be, but 
as you know—and the Auditor General referred to the National Defence Act— 
the man may draw a maximum penalty of two years imprisonment, but in most 
of these cases the circumstances are really not those of theft. In this particular 
‘case the man had been driving a vehicle on duty at a week end. In these 
‘circumstances he was allowed, overnight, to take it to his home which was in 
the vicinity of where he had driven the individual on duty. A friend of his tele- 
phoned him and said that his car had broken down and asked if he could please 
come and help him. He made the mistake of taking the national defence vehicle 
to go and help his friend, and in the course of that journey he became involved 
in this accident. That is what happened, and I do not think one can regard this as 
‘Stealing; it is a mistake in judgment. 

The VICE-CHAIRMAN: Has Mr. Henderson any comment to make on that? 


7 


re 

; Mr. Henperson: Mr. Chairman, what I would like to ask the committee 
here is whether or not they would agree with our view in the audit office con- 
sideration should be given to this matter to the end that there may be uni- 
formity in the penalties imposed in like circumstances on all persons using 
ie owned vehicles without authority. That is to say, should we not have 
uniform penalties across the board? 

If you look at my 1963 report note on page 39 you will see that I say that 
during the year 1962-63 there were three instances of accidents involving 
crown owned vehicles driven by employees of the Department of Transport— 
and that is another department entirely—while not acting within the scope of 
their duties. These cases came before the treasury board, which directed that the 
ployees concerned reimburse the crown to the same extent that is provided 
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by the regulations in a case where an employee is considered as ha 
been on duty at the time of the accident and to have been negligent to other t 
a minor extent, and the resuit was that there were assessments of one third of 
the total costs in two cases and one fifth in the third. That is to say the total 
cost to the crown. i 

When giving its ruling in respect of the third case, the treasury board 
agreed to deal with it on the same basis as applied to the two earlier cases. 
It was of interest to us that the treasury board expressed deep concern in 
this matter and instructed the department in like cases in the future that ful 
recovery was to be made from the employees involved. 

This was our experience in 1962-63 and I would submit to you that th: 
supports our view, I think, that consideration should be given to this matter » a 
see whether it is possible to at least bring some uniformity to the penalties 
imposed in like circumstances in respect of persons using crown owned 
vehicles without authority. 


Mr. ARMSTRONG: Mr. Chairman, I wonder whether I may be allowed c 
add a word to the comment made by the Auditor General? 
We do collect damages to our own vehicles. When a driver takes a vehi le 
without permission and damages it we collect from him the cost of the re 
incurred. We have not been able to collect in the case of the crown making a 
ex gratia payment to somebody else, a third party. | 
My understanding, Mr. Henderson, is that the Department of Transport in | 
respect of those three cases collected the damages to their own vehicles. We. 
also collect such damages. 


(Translation) 
The VICE-CHAIRMAN: Mr. Choquette. 


Mr. CHOQUETTE: If you will allow me I will ask a question in French. I 
is somewhat alarming to think that anyone can use a vehicle— q 


The VicE-CHAIRMAN: I wonder if you could start again, Mr. Choquette— 


Mr. CHOQUETTE: I consider that $14,500 is quite a substantial amount for 
an individual who has committed an offence, when all is said and done, at the 
expense of the taxpayer. But what I do not understand is that you say there 
is no regulation that provides for getting the money back from a mena 
of the armed forces in cases where the Crown suffers a loss. When someon 
uses a vehicle belonging to the Crown and he is not on duty, that individ 1 
comes under ordinary law. How is it the government are not able to get back 
not only the amount for the damage done to the car involved but the amo nt 
of damage claimed by the victim of the accident? There is responsibility under 
ordinary law which applies all the more so that the individual who used the | 
vehicle without authorization is no longer on duty, he is not in process of 
carrying out his duties. So could the government not get back the money he 
had to pay, that is $14,500 in this case? 


(Text) 


Mr. ARMSTRONG: The problem involved in this regard is that the governa | 
ment paid $14,500, as I say on ex gratia basis. Although I think it would be © 
a rather complicated legal process, it might be possible to have the rights | of 
a claimant against an individual transferred to the crown so that the crown | 
could then pursue a claim if in fact it was considered the crown could establis! . 
a claim in court. In any event this would be difficult, but in the case in ued - 
tion, as I have pointed out, the man has no assets and it would hardly pay t 


pursue a case of this kind when there is no chance of collecting even if one 
is successful. 
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(Translation) 

. Mr. CHOQUETTE: I do not know whether it would be going too far, but 
could the government not consider the possibility of insurance against ir- 
responsible behavior of this kind. The insurance would probably cost more 
than the money that has to be paid for the claims that are made. 


(Text) 
. The VICE-CHAIRMAN: It would be much better to carry your own insurance. 
Mr. ARMSTRONG: I think you have answered your own question. 

Mr. REGAN: Mr. Henderson has asked for our comments in this regard and 
I should like to find out whether Mr. Armstrong agrees with a view T hold 
quite strongly, and upon which Mr. Choquette has touched. 

a The army, navy and air force are large organizations and, as with! any 
large private company, these situations do not involve black and white areas 
ut grey areas as well. An individual may be in possession of a vehicle overnight 
BB ecce he has to do a specific job such as taking an officer somewhere in the 
early evening. There is indeed a very slight distinction between performing 
that function and using the car before or after to go down to the corner store, 
or take the long way home to make a call. Since the situation does not involve 
the armed forces carrying insurance, I would suggest we are involved in a 
‘situation where the armed forces must look after their own claims and accept 
the fact that there will occasionally be cases of this Aype occurring. In respect 
| of a private company when a man has the company’s vehicle for his own use 
and becomes involved in an accident, that company would be carrying insurance 
t which would cover the damage. I do not think this type of case involves anything 
but a usual situation. I think it would be indeed harsh to treat members of the 
armed forces more severely than is the case at the present time under these 
circumstances, considering the current insurance aspect. 


The VICE-CHAIRMAN: May I ask you now, Mr. Regan, what is your question? 
Mr. REGAN: This is not a question. 

The VicE-CHAIRMAN: Are you making a statement? 

Mr. REGAN: I have made a statement. 


(Translation) 

Mr. CHOQUETTE: I have a question, Mr. Chairman. 

The VicE-CHAIRMAN: Mr. Choquette. 

Mr. CHOQUETTE: I have one last question. Did you consult the lawyers 


| Mr. ArmMstTRONG: In the case in question, of course, we consulted our 
: This particular accident happened in the United Kingdom and we 
have a reciprocal agreement under the NATO status forces agreement whereby 
! “investigations are carried out by lawyers of the United Kingdom. I do not think 
| there was any question at all about liability. The woman in question was struck | 
| hile she was crossing a crosswalk. This involved a case of carelessness on the 


| part of the driver. 

Mr. WincH: Perhaps I could ask a further question. 

Mr. Recan: I think Mr. Choquette wanted to make a comment in respect 
of my question. 

| The VicE-CHAIRMAN: I think we should wait until we have heard the 
answer. 
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(Translation) q 


Mr. CHOQUETTE: Mr. Chairman, my supplementary question concerns the 
case I have come across in reading paragraph 82 of the report. It seems to me 
that anyone who uses a vehicle without authorization but while carrying out 
his duties—and I do not understand how legal advisers could have told you 
that it was the government’s responsibility—the individual himself is guilt: 
of that offence, of having used a vehicle that did not belong to him without 
authorization. In that case he was not carrying out his duties and I cannot 
understand why there was not more consultation with the legal advisers of 
the Department of National Defence who should have advised you not to pay 
that amount. 


(Text) 


Mr. ArRMsTRONG: I agree with you completely, that the crown was not. 
liable because the vehicle was being used by a driver without authority. There 
was no legal liability on the crown, but the crown decided under these 
circumstances it was wise to pay this sum to the woman concerned. 


(Translation) 
Mr. CHOQUETTE: Oh yes. 


(Text) 


Mr. HENDERSON: Perhaps I might speak to the point raised by Mr. Regan. 
I take it from your remarks that you do not agree there is a case for uniformity 
between dealings in respect of an employee of the Department of National 
Defence and an employee of the Department of Transport. I told you what the 
treasury board directed in respect of the Department of Transport. Do you 
think that the Department of National Defence is different and the practice 
should not be uniform? Do I understand you correctly? 


Mr. Recan: I think there is a case to be made for uniformity. However, I 
think Mr. Armstrong made a distinction between collecting the cost of damages 
to government property and damages to a person or private property. 


Mr. HENDERSON: In both cases automobiles were taken without authority. 


Mr. REGAN: One involved damage to the automobile itself, which is some- 
thing quite within reason, while the other involved damage to an individual 
or private property. 

Mr. HENDERSON: I asked this question because these cases are coming along 
quite regularly, and I think the case which can be made for uniformity is a 
strong one. You are just receiving an indication of some of the types of cases” 
occurring. q 

Mr. REGAN: If you are going to have uniformity I suggest it should be on 
the basis of bringing treatment in respect of the Department of Transport in 
line with treatment in respect of individuals at the present time in the armed 
forces. I do not think you should be more harsh in your treatment of these | 
people, because the situations outlined to us do not fall into the category of am 
man who takes a car, travels to Scotland, gets drunk and drives on the wrong 
side of the road. i 

Mr. HENDERSON: But is that not just a different type of accident? 


Mr. REGAN: Yes, it is quite a different type. A certain amount of deviation © 
from duty, if human nature is to remain what it is, will always occur, and 1 
do not think we should be more harsh than the department has been at the 
present time. As I say, the whole answer lies in the fact we do not carry insur- _ 
ance and as it would be more expensive to carry insurance we are receiving more & 
benefit and coverage than if we did carry insurance. 


Mr. HENDERSON: I have one other question to put to Mr. Regan. 
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Mr. REGAN: Do you want me to be sworn in? 

‘| The VicE-CHAIRMAN: Mr. Regan appears to be quite familiar with this 
_ type of case. 

___-Mr. HENDERSON: Mr. Regan, do you not think it would be a more effective 
deterrent to accidents of this type if employees knew they were going to be 
charged with the full cost of their damage? 

< Mr. Recan: No. With great respect, I think this is almost a hangman’s 
_ philosophy. You are confusing criminal punishment or disciplinary action taken 
‘by the armed forces with the common law or the civil law and I do not think 
the two should be confused. 

| There is no doubt there may be some merit in having some disciplinary 
measures such as reduction in rank or discharge for a man who deviates seri- 
ously from his duty. That is one thing, but you are making the fundamental 
error of confusing the question of the civil claim with the taking of punitive 
~ action for a criminal matter or breach of duty. These are two very different 
“matters. I believe there might be a case for the military people being more 
stringent in making sure that their personnel do not use vehicles in an author- 
ized manner but this should not be done by putting the burden of a civil claim 
on their shoulders. Do you not agree that this should be resolved by the taking 
of military action within the ranks? 

Mr. ArmstronG: The point I am making, and I may be wrong, is that I 
had understood from the Department of Transport that in the three cases that 
were referred to, the damages that were recovered were damages to their own 
vehicles. We do recover the damage that is caused to our own vehicles. It was 
the ex gratia payment side, the third party aspect, that we did not recover 
and which I have explained. 

i If a man is on duty, is negligent, and is in an accident, there is a scale 
of assessment against him, not necessarily the full amount of damage but a 
scale of assessment which, I think, is uniform for the government as a whole. 


ie Mr. HENDERSON: Yes, but we are dealing here with unauthorized use and 
it is a case of uniformity that I am interested in, as is the treasury board, 
because in the three cases I mentioned—and, I recollect the letters—the 
Mychicles were damaged and other people’s vehicles were damaged and there 
were substantial bills in front of them to deal with. You see how they assessed 
% the three employees in these instances. But, that apparently would not be the 
rs ease in the Department of National Defence, and that is why I stress the word 
-“uniformity”’. 
i Mr. Wincu: Mr. Chairman, I am not going to ask a question but, if I may 
_ say so, this is one time in my life that I wish I were a lawyer. After hearing 
_ from my friend I would like to know how in the name of heaven you make a 
i civil claim against a civil servant who is operating a government vehicle 
iB illegally. I am sure that would be a most fantastic legal discussion. 


Mr. REGAN: It does not pose a problem to me. 
The Vick-CHAIRMAN: Mr. Armstrong has answered by saying the payment 
was made not because the government was liable but because this concerns a 


government that has an installation in a foreign country. 


ie: Mr. Wincu: In view of what I understand from the discussion now could I 
ask Mr. Armstrong whether he will express the view that in any matter con- 
_ cerning civil servants or personnel of the armed forces or others there should 
_ be uniformity of charges and responsibilities, and will he go along with that 
in respect of illegal use of vehicles? 


ia Mr. ArmstRonG: Yes, I think I would agree that there should be reason- 
able uniformity. 


Mr. WincH: You agree there should be uniformity across the board? 
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The VIcE-CHAIRMAN: You are next, Mr. Cardiff. 
Mr. CarpirF: I would like to ask Mr. Armstrong a question. Are not these 
service drivers who drive government vehicles fully licensed? 


Mr. ARMSTRONG: They are all fully licensed drivers. They are all qualified 
drivers. ; 


Mr. CarDIFF: Would they not all come under the insurance? 


Mr. ARMSTRONG: Well, this of course took place in the United Kingdom. I 
am referring to this particular accident, and I do not think our drivers come 
under it. For example, in Ontario, we do not insure, aS you know, and our 


drivers do not come under the Ontario fund. Federal property does not come 
under this. 


(Translation) 
The VICE-CHAIRMAN: Mr. Choquette. 


Mr. CHOQUETTE: Mr. Armstrong, regarding the second last paragraph of | 
section 82 where the Treasury Board recently drew the attention of the depart- 
ment and government agencies to the instructions that had already been given — 
to be careful that vehicles belonging to the Crown are not used without authori- 
zation. The Board insisted that cases be dealt with more severely because of | 
the increasing number of accidents. So you admit that such cases are frequent — 
and as the amounts involved are considerable, $14,500 in the present case, — 
should a member of the armed forces not be suspended when he does something | 
like this, because apart from committing an offence, that is the offence of using 
a car that does not belong to him, he is guilty of negligence which involves ar 
expenditures of $14,500. Not only does the individual fail in his duties but he 
is guilty of very serious negligence involving a very considerable amount of © 
public money. It would be preferable to request that such an individual be 
suspended rather than pay the claim. It would show that the armed forces are 
concerned if they advise the administration that such an individual should be 
suspended. Do you not think he deserves to be suspended? 


(Text) 


Mr. ARMSTRONG: Mr. Choquette, of course a man is tried under military 
law and he may be dismissed for the offence if, in fact, it is considered serious 
enough to dismiss him. In this particular case, after the man was tried he was _ 
reprimanded and he did pay $250. 

I explained the circumstances of the case to you. While one cannot go into 
all the detail that would be necessary to formulate a judgment here there 
obviously were, I think, some rather extenuating circumstances in this particu- 
lar case. 


(Translation) 


Mr. CHOQUETTE: Do you know the victim, the author of the accident and 
the circumstances in which the accident occurred? 


(Text) 


Mr. ARMSTRONG: Yes. As I explained, I do not recall the names but I can 
get them for you. 

As I understand it, this was a corporal driver who had been driving on 
official duty on the week end. He had the car at his place of residence and, 
officially, he was permitted to do this. A friend of his called his house and said 
that he was stuck on the road and could he please come and help him. And, 
while he should not have done so, because this was using the vehicle for an 
unauthorized purpose, in fact, he did go to help his friend. In the course of 
getting to where his friend’s car was, he struck a woman who was crossing a 
crosswalk. This woman was very seriously injured. She had permanent injury 
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1ich crippled her to some degree and, as a consequence, it was decided to pay 
mages, to the extent of $14,500, although the crown was not liable because 
e was driving the vehicle without permission. 


(Translation) 

Mr. CHOQUETTE: Now, did the accident happen because of a mistake or 
because he was drunk? 

P (Text) 

! Mr. ARMSTRONG: My recollection is that there was no evidence of alcohol. 
The VICE-CHAIRMAN: Did you get your answer? 


| 
| 
| 
tg Mr. Ryan: Mr. Chairman, I would like to ask either one of the: witnesses 
hy hether, in these four cases, a judgment was obtained directly against the 
| drivers of the vehicles who worked for the government? 

Mr. HENDERSON: I do not know, Mr. Ryan, whether there were judgments. 
e cases came before the treasury board and it was a question of determining 
now much should be assessed against the employees of the department who 

were responsible. 

_ Mr. Ryan: I do not see how you can expect to have any unification what- 
| soever unless the man has been properly assessed by the court for responsibility 
_ for the accident; otherwise you would have a department saying “Our man is 
i@aot at fault”. 
at Mr. HENDERSON: I think we are safe in saying the matter had been through 
| the courts and that judgment had been handed down. It was a question of 
| whether the crown or the employee responsible was to pay the money. This is 
‘how the treasury board squared off with the employees, taking all the circum- 
ances into account. 

Mr. Ryan: In other words, you say, “We will pay it for you and you pay 
us back in full.” 

| Mr. HENDERSON: They make a variety of arrangements. Inasmuch as Mr. 
| Armstrong told the committee he agrees there is a case for uniformity, perhaps 
|some progress can be made in the direction of levelling this off in respect 
of treatment of civilians on the one hand, and national defence personnel on 
the other. 

| 4 Mr. Ryan: What about the case of a man who becomes responsible for a 
|judgment in the amount of $100,000? 

{- Mr. HENDERSON: They have to approach it realistically. If the man does 
/ not have money, then the crown will make the best deal it can expect which 
May not be very favourable; but, on the other hand, there may be a number of 
eases where something could be paid. 

The VICE-CHAIRMAN: Mr. Francis. 

Mr. Francis: Mr. Chairman, I would like to say in my opinion I think we 
have explored this about as far as we can, I have nothing I feel I want to 
iticize the department for, because I think the number of cases which arise 
are not too great. 

a Mr. Wincu: I would like to thank Mr. Armstrong for his answer in reply 
to my question, do you believe unification would be good, when he said yes. 
| That was exactly the point brought to our attention by the Auditor General. 
| Mr. Armstrong says he agrees. 

Mr. HENDERSON: I was very pleased to hear that. 

The VicE-CHAIRMAN: The next paragraph is 115, non-productive pay- 
ments. 
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Mr. HENDERSON: Under paragraph 115 there are nine cases of non-produc- 
tive payments arising in the Department of National Defence. In my 1963 
report, where the non-productive payments are listed in an appendix, there 
are six. I do not know to what extent you would wish to go into the detail of — 
the non-productive payments, but presumably you might have some ques- 
tions. I think a number we have here actually are attributable to Defence 
Construction (1951) Limited, and I do not know whether Mr. Armstrong 
would be sufficiently briefed to deal with those. We grouped them under the 
heading Department of National Defence for this purpose. , 

The VICE-CHAIRMAN: I do not wish to stop you, Mr. Henderson, but I am | 
wondering whether members of the committee who are interested in one 
clause or another might ask questions which could be answered either by 
you or Mr. Armstrong. 

Mr. HENDERSON: Indeed. Would you like me to run through these very © 
briefly, and you can stop me on any item in which you have an interest? 


Mr. Hates: Mr. Chairman, we might have sort of a discussion on the | 
whole matter. In reading over these items, I notice that in most cases they 
appear to be as a result of poor drawings, a poor decision on somebody’s part 
or a lack of decision. Each one of them hinges on these particular things I 
just have mentioned. : 

Now, I think we come to the point, who is responsible; what do we do 
so that it does not happen again, and continue year after year. : 

Mr. WINCH: In other words, because we see this year after year, would 
Mr. Armstrong perhaps give us some general information in respect of what 
is going to be done so far as possible to see that we do not have these items 
‘ occurring again? 
The VicE-CHAIRMAN: If the committee agrees, that is an excellent idea. 


Mr. WINCH: Mr. Henderson’s view is before us. Let us hear Mr. Armstrong 
now. 

Mr. ARMSTRONG: Mr. Chairman, it is rather difficult to give a general 
view. All these are specific cases. As I believe you have noted, in every case 
something has gone wrong which has resulted in the cost being more than 
was originally estimated. 

When this occurs in the department, so far as we are concerned, we 
examine the cases very carefully, and if there are changes in our arrange 
ments, or procedures, which will prevent this happening again, we certainly 
take those steps. I am afraid I would be an optimistic man were I to say to 
this committee there will not be others in the future, because I think there 
will be. 

In the volume of business we do, and with the great variety of circum- 
stances which apply, there almost certainly are going to be cases where things 
happen in the course of an undertaking which will cause it to come out a 
lot differently to what we thought it would when we started. I can assure the 
committee we certainly examine all these things carefully. We endeavour to 
correct any mistakes of the past, and avoid their recurring in the future. 

Mr. Hates: Would Mr. Armstrong give us one or two examples where 
this has happened in his department, and where it has been traced down to 
poor drawing, we will say, and where you have placed the responsibility on 
one individual. Then, would you teil us in what way the individual was 
handled; was he demoted, released, or what form of punishment, we will say, 
took place? 


Mr. ArmMstTRONG: I do not think I can give you out of hand any specific 
cases that would produce the kind of information you are seeking. While 
there have been cases where individual errors of this kind might have been 
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such as would result in some specific action such as a reduction in rank, that 
does not happen very often. Obviously, if a man does not operate efficiently 
and it comes to attention, it does get on his record, and would be taken into 
account in considering him for future jobs. These are not necessarily army 
or military personnel who are involved in this. There may be some of them, 
of course, naturally. 

Mr. WincH: How do you explain our getting this kind of report year 
after year? 

¢ Mr. ARMSTRONG: I can only explain it in this way: with the volume of 
business we do, with the number of contracts we have, and with the varied 
circumstances under which they are undertaken, they do give rise to situations, 
some of which are of the nature of those before you. 

’ Mr. WiINcH: Shall we go back to some of the things we had this motaine 
when there was bad engineering in your department? 


t Mr. ARMSTRONG: I do not suppose you want to go back to the case we dis- 
cussed this morning. I do not agree that it was bad engineering, myself. The 
“survey was not adequate to determine exactly what was involved, and the 
Beniract cost more. 


Mr. WINCH: How about these cases here? Were they due to bad engineering 
| also? 


Mr. ARMSTRONG: Which one? 

Mr. WINCH: You may take any one of them. 
Mr. ARMSTRONG: All right. 

Mr. WINCH: You pick any one out. 


| . ARMSTRONG: Look at the first one. This resulted eventually in our 
‘making an ex gratia payment. When you say it was bad engineering, it was a 
: consequence of a contract which resulted in the final work being done later 
than we anticipated when we made the contract with the gas company. Con- 
| sequently we did not have the boilers ready, and we were not able to take 
‘the gas. 


ie Mr. WINcH: Was that bad engineering, or what was it? 


2 Mr. ARMSTRONG: It was really a delay here in getting the design done 
which had been contracted out. When you ask if that is bad engineering, I 
| would say that I had every hope that the design would be ready sooner. The 
‘company who did the design said that they would get it out as quickly as they 
could; but perhaps we were at fault in assuming it could be done sooner than 
| was the case. 


a5 


E 


i Mr. WincH: Are you jumping from one to three and five? 


L 


Mr. FANE: I want to ask a question on one. 


Mr. Hates: It says in number one, that Mr. Armstrong has been speaking 
about, about half way down: 


; .but no date was specified by which the plans and specifications were 
} Bctually to be produced by the consultant. 


} Would that not lead us to believe that someone in the Department of 
| National Defence slipped up and failed to have a date specified when these 
‘plans were to be ready? 

Mr. ARMSTRONG: Let me run over this for you. 

Mr. Hautes: I wish to stay with this one question. 

Mr. ARMSTRONG: I am talking about your question. We requested con- 


eae services on March 25, 1956, when we asked Defence Construction 
Limited to arrange for consultant services. A consultant’s contract was awarded 
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supply of ‘the fabrication and the erection of the boiler on September 28, 
1959. y 

Specifications for that Sontvact called for the boiler manufacturer to 
supply the foundation drawings for the boiler within two weeks after the 
contract award, and to provide shop drawings and complete installation as 
soon as possible. 

That information was necessary for the consultant to design the actual 
extension to the central heating plant. In fact, the foundation drawings were 
not provided until February 15, 1960, and the shop drawings only became 
available in March, 1960. 4 


Mr. WincH: They were about seven months late. 
Mr. ARMSTRONG: Yes, they were considerably late. 
Mr. WincH: About seven months late. 


Mr. ARMSTRONG: Well, five to six months. The contract was awarded to 
the Poole Construction Company on September 8, 1960, and work commenced ~ 
on October 1. Foundations for the boiler were ready on January 3, 1961, and 
we finally took over the building on July 4. 

In the terms that you have asked me the question on the contract itself, 
in the terms of the contract requiring production of drawings at a given date, 
in order to accomplish what we wanted to have done, we had to have the 
complete design by about December, 1959. That is what they meant about the 
company providing the foundation and shop drawings, and the need to. com- 
plete them in four to five weeks time. This was regarded as not being a 
unreasonable length of time for that particular job. 

If all of that had happened we might have had the plant extension com- 
pleted by the fall of 1960 when we wanted to have it done. | 

Following all this there was a review of the contractual documents 
pertinent to the matter. The legal officers felt there would be little or no 
chance of success in claiming an action against the contractors for delay. In 
supporting it they referred to the fact that the specifications for the contract 
with the boiler manufacturer called for him to supply foundation drawings 
for the boiler within two weeks after the contract award, and to supply the 
shop drawings and the complete installation as soon as possible. 3 

While there might be little doubt that there was delay in the production — 
of those drawings, the contract itself with the boiler manufacturer did not 
include a penalty clause, and the contracting agency, that is, Defence Con 4 
struction Limited, did not feel that it would have an adequate case to prove 
that there was unreasonable delay. 

So in the light of the two factors it was considered that there was no claim 
that could be enforced against the contractors. 

You say: How does this happen? Well, there you have a set of circum- 
stances. It happened perhaps in part because our own engineers were too 
optimistic, or it certainly turned out that they were too optimistic. It probably 
happened, in part, that the contractors themselves did not do the job expe-— 
ditiously enough, or perhaps also that the contract itself was not drawn 
precisely enough in terms of the dates involved. So there you have a number 
of factors which contributed to this, and which resulted in the final heating © 
plant extension being delayed, with the result that the gas supplier lost a 
considerable sum of money through no fault of his own, and the sovernmem® 
finally paid him an ex gratia payment on that account. 

Mr. WiIncH: Could I ask one question? I am more and more amazed at | 
the inefficiency of the engineering department. I understand that your assistan 
deputy minister is in charge of engineering construction. 
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Mr. ARMSTRONG: He is in charge of it for me. Of course, each service has 

engineering department. 

Mr. Wincu: If I heard you correctly you have just said that there was a 

five months delay in one case. Did your assistant deputy minister in charge of 

engineering construction draw to your attention in any way at all the reason 

for the five months delay which finally resulted in an extra payment having 

been made? 

4 Mr. ARMSTRONG: I do not think it was drawn to my attention at the time, 
but I did not mention that when I went through that list of items during this 

Weriod there were many efforts to get those drawings under contract; _ 

it was not simply forgotten about during the five months. 

: Mr. WincH: How do you handle a contractor who was five months in 

delay in supplying what your department has ordered? 

Mr. ARMSTRONG: In the final analysis you must handle them through a 


’ contract. 
" Mr. WincH: In the final analysis it strikes me you pay him for his 
Relay. 
Mr. ARMSTRONG: The people who are concerned with the administration 
of the contract itself are of course Defence Construction Limited, that is a 
eo of the government which must deal with the contract and the process- 
ing of any claim under the contract. 
me Mr. WINncH: I have no more questions. I just want to make one suggestion 
because I think we had a most interesting discussion this morning and this 
fternoon. I believe the committee perhaps might like some time to get the 
epartment of National Defence and the Department of Defence Production 
together before this committee, and then perhaps we can get another viewpoint 
as to the reasons for the delay and the extra cost. 
The VicE-CHAIRMAN: Before asking Mr. Cardiff and Mr. Regan to put 
heir questions I was wondering whether the committee would give us permis- 
on to sit tonight at eight o’clock. Mr. Armstrong said he could make 
bi limself available to the committee. We have a number of paragraphs on which 
we would like to ask questions. Next Thursday there is an arrangement for 
Mr. George Scott, assistant acting deputy minister of the Department of Trans- 
port, to come here as you are all anxious to see him. If the committee agrees, 
ve will sit at eight o’clock tonight, and Mr. Armstrong has kindly said he 
would make himself available to the committee. It is agreed. 
Mr. Carpirr: My question is not on this first paragraph. Have we passed 
that? 
ig The VICE-CHAIRMAN: We are on item 115. There are many paragraphs 
in that item. 
Mr. CarpirF: I have something to say on paragraphs 3 and 4. In both of 
z cases it was the defence personnel who were at fault for the delay. 
It cost you $11,371 in paragraph 3 and it cost you $66,591 in paragraph 4. In 
both those cases, as far as I can read this report, the personnel who hired the 
contractor was at fault. Whose fault is that? In both cases there are delays 
out not owing to the contractors. 
be Mr. ARMSTRONG: Unfortunately, I did not bring with me all the details 
“Of these particular items. I could give you a very brief assessment of this. 
We have a standard list of colours for houses from which the selection of 
‘colour schemes may be made. It appears that in this particular case the 
people concerned wished to have some brighter colours than that, and the 
contractor agreed to put some different colours on at the request of the people 
at the site and did not at the time say that there would be any additional 
osts involved. The contractor subsequently put in substantial extra claims for 
21180—5 
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this, and after it had been investigated by both Defence Construction Limited 
and our own department, an additional claim was paid on this account. 
agree with you this is a thing which should not have happened. It is something 
which we should not have done. } 


Mr. CarpirF: The same thing happened in the case of paragraph 4. This 
was a different kind of contract entirely. They were putting in sewers and 
electrical systems at the starting point in the contract and it took them awa 
from their main work. They had to use extra equipment. That cost yo 
$66,591. That again was a case which should not have arisen. 


Mr. ARMSTRONG: I agree with you it should not have happened, and I 
think it happened because of inadequate control of the job on the site. Certainl 
it is understandable that the Royal Military College where they have classes 
going on are somewhat concerned about the noise and so on, but with ad- 
equate liaison between the supervisor of the project and other people who are 
concerned in it, it might have been possible to avoid this. As far as I a 
concerned and the department is concerned, I do not see it at all until a claim 
is presented through Defence Construction Limited saying that all this ha 
happened. Unfortunately, that is a little bit too late to deal with. I think this 
kind of problem is one that has to be dealt with on site. I think it perhaps 
would be improved if we eventually reached a position where there is no 
separation of responsibility between the contracting branch, Defence Con- 
struction Limited, and ourselves on the supervision of the contract. This 
think would give a direct line of communication that might assist in at least 
reducing this kind of claim. 

Mr. CarbDIFF: Would there not be an over-all overseer who would super- 
vise contracts to start with? 

Mr. ARMSTRONG: There is generally an overseer, and he is provided by 
Defence Construction Limited. Mind you, there is good liaison but it would 
work better if you had one authority and no separation. 

Mr. HAues: In connection with this panting job, in line with Mr. Cardiff’s 
question, regarding this additional $11,370, some one in the Department of 
National Defence would have to O.K. that payment. Who would that be? 

Mr. ARMSTRONG: Actually the responsibility for making a payment of this 
kind, which would be an extra payment on the contract, is Defence Construc- 
tion Limited, not the Department of National Defence. However, since more 
money is involved in it they would normally come back to us and say, “We 
have to have more money”. We would have an opportunity then at tha 
point of examining the extra claim. 

Mr. WINCH: On a point of order— 

Mr. HALEs: Wait a minute— 

The VIcE-CHAIRMAN: Mr. Hales. 


Mr. HALES: Would you, as deputy minister, sign that O.K. to pay that 
extra money? 
Mr. ARMSTRONG: I would not in this particular case, but the provision of 

the extra money would be signed by an officer of my staff. 
Mr. HaLes: What authority would he have to pay this extra money on this 
contract? 
Mr. ARMSTRONG: Eventually the authorization here. Defence Construction 
Limited do the negotiating. They determine that an extra will be paid on the 
contract. It is their responsibility. They would come back to us, perhaps, to 
consult us before they finally determined that or they might say, after having 
arrived at a decision, “We need more money than the contract demand yo L 
have given us because there is an extra.” At that time we would find out 
what was the basis of the extra. However, the responsibility for dealing 
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‘ith the contract is theirs as well as for determining the amount of the extra. 
ey would then, depending on how much is involved of course, have to 
ave that approved by the treasury board. 

Mr. WINCH: On a supplementary, Mr. Chairman— 

The VICE-CHAIRMAN: Mr. Regan. 

' Mr. Wiwncu: This is strictly supplementary, Mr. Chairman. 

_ DoT understand from what you have said, Mr. Armstrong, that defence 
department is the goat in having to authorize payment? 

_ Mr. Armstronc: I do not recall having said that. 

Mr. WincH: No, I am saying that. That is basically what you mean? 
Mr. ARMSTRONG: I do not think that is what I mean. 

The VICE-CHAIRMAN: The witness cannot agree with you. Rephrase your 
question. 

Mr. CHOQUETTE: Or drop the question! 

-_ Mr. WincH: Do I understand from what you have just said that the 
actual work and construction is not under your authority but if mistakes are 
ade and extra money is required you are the ones who have to give the 
cessary authority for a payment for mistakes that have been made by 
departments not under your direct jurisdiction? Is that a fair way of putting 
v7) 
Mr. ARMSTRONG: Let me put it in this way. We specify what we want. 
we want a building or painting, or whatever the job is, we provide the 
ecification. We pass that over to Defence Construction Limited with a 
ntract demand which says that we have the money to pay for this up to 
hatever the cost is. Defence Construction Limited have the responsibility 
letting the contract. If they are able to let the contract within the sum 
money we have provided, they obtain authority of the treasury board 
d go ahead and let the contract. If it turns out that our estimate is too 
w, they would come back to us and say, “We have sought bids on this 
d cannot get a bid within your estimate’; and we would have to look 


ontract is let, they have the responsibility for administering the contract and 
they provide site supervision. They have the responsibility for making adjust- 
ments to the contract or approving extras on the contract. 

_ The VIcE-CHAIRMAN: Mr. Regan. 

Mr. WincH: No, Mr. Chairman, I wish to follow on. 

For a non-productive matter do they come back to you for providing 


. ARMSTRONG: Yes, we provide the money. We are the only source. 
. WINcH: After they have lost the money for you they then come back 


. ARMSTRONG: I would not say they have lost it. 
if . HENDERSON: Perhaps I could round this out for the benefit of. the 
Committee from our own notes. 

- The Defence Construction Limited file here on the case of the exterior 
ting at Camp Shilo indicates there was inefficiency in carrying out the 
The contractor claimed for extra payments, but the army refuted his 
m; and the correspondence continued for a year from October, 1960. 

I have here a whole list of the contractor’s arguments made to Defence 
Mstruction Limited. The army refuted these arguments in a long letter in 
ply, dated December 28, 1960, to Defence Construction Limited and detailed 
| oir reasons. They are very lengthy, but very briefly the officials say the full 
1180—53 
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responsibility for administering the job was delegated by the contractor 
foreman of works who formerly had been with the R.C.A.F. and whose 
trade was that of a carpenter. It was evident very soon after work started 
this man did not possess sufficient detailed knowledge of the painting Mas to 
enable him to direct a job of this nature and magnitude. 
The number of available experienced painters in the district at the ti me 
was very low. The quality of workmen employed was brought to the attelll 
tion of Defence Construction Limited but later it became, along with other 
matters pertaining to this project, the subject of an inquiry by the Depa 4 
ment of Labour. The men on the job received very little direction from thei ir 
foreman and the quality of work was of such a low standard it was necessary 
to have an A.W.S. inspector on the job full time. z- 


Mr. WINcH: What is an A.W.S.? 
Mr. ARMSTRONG: An army works service inspector. 


Mr. HENDERSON: An A.W.S. inspector is an army works service inspector. 
An A.W.S. inspector was required on the job full time to ensure a job of 
acceptable quality. 
Finally, a more experienced man arrived on the scene to supervise the : 
work to the completion of the contract. 
Labourers instead of painters were employed on the very important and ~ 
extensive preparation to services required on the houses. 
There is a certain amount of argument about the colour and the way 
in which the colours were chosen. This letter concludes with a summary of 
the reasons for the losses incurred on the job in this way: 


(a) incompetent on the site supervision of this contract with special 
emphasis on the 1959 operation; 

(b) the employment of inexperienced low productive tradesmen; 

(c) the necessity of carrying over the project to 1960 resulting in ng 
additional expense of returning to the site and reorganizing the 
work and additional supervisory costs; 

(d) supervisors attitude towards meeting the standard of work specified 
resulting in costly corrective action. 


The following amount was arrived at for work beyond the scope of the | 
contract. There are several things listed here such as average extra of $6 pel 
window opening for 1,465 window openings amounting to $8,790; increased 
paint costs; transportation to collect paint, repainting after carpenter work; 
cutting in around door frames—$1 per house; travel to Ottawa to discuss 
claim and overhead costs, amounting to a figure of $11,371.63, which was finalk 
paid to the contractor on November 20, 1961, under change order No. 3 which 
is the authority of the Department of National Defence. 
Mr. WINCH: I have one final question, Mr. Armstrong. You yourself in 
your department are not responsible for the incompetence but you are respon- 
sible for paying for the incompetence; is that right? 
The VICE-CHAIRMAN: That is not always the case. 
Mr. ArmstRonG: I think you have to come to the conclusions in this 
respect. I cannot say that. & 
Mr. WincH: I am asking you the question. You are not responsible for 
the incompetence in respect of certain work ordered by your department but 
you are responsible for paying for that incompetence in the work under your 
direction; is that right? : 
The VIcE-CHAIRMAN: I think you are now referring to clause 3, Ey. 
Winch, because it has not been established that all of these clauses resulted 
from incompetence. I assume you are now referring to clause 3. 
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Mr. WINcH: I am now referring to the information just given to us by 
he Auditor General and I should like to place responsibility for this in- 
competence. 
ee Mr. Armstrong, you are firstly responsible for the work that you request 
and which is directed to the Defence Production Limited, but we have now 
heard a great deal about incompetence which is not your responsibility al- 
though you have had to pay for the extra cost resulting from that incompe- 
tence; is that right? 

Mr. Armstronc: It is true that if an extra to a contract of one kind or 
nother is finally established the Department of National Defence is the 
source of payment for that extra. That is true. 


_ The VicE-CHarRMAN: I think we will entertain one question from Mr. 
Regan and then adjourn until eight o’clock tonight. While I am referring to 
‘our adjournment may I remaid members to bring back their reports at 
eight o’clock because there is a shortage. 


Mr. Regan: Glancing over these items one must conclude that you will 
always refer to this type of thing in your report year after year, and I have 
‘particular reference to that category indicated by No. 5 in respect of which 
there is a disagreement about interpretation. In attempting to cut down on 
‘the number of these things appearing in the Auditor General’s report each 
‘year surely you must be making a comparison with similar circumstances oc- 
‘curring in private industry of a reasonably similar magnitude. It may well 
| be true there are more of this kind of error being made than in private in- 
‘dustry but I do not think you can ever completely eliminate such things as 
‘this unless you are able to engage paragons of perfection rather than human 
‘beings. There is an old saying in Nova Scotia that the man who never makes 
‘a mistake will never achieve or get anything done. In the meantime do you 
agree that you can never expect, in an operation of this magnitude, to com- 
pletely eliminate this type of incident? 

Mr. Armstronc: I am forced to agree with you although I must say, in 
eference to your statement in relation to comparing these things with similar 
circumstances occurring in private industry, that I do not really have access 
‘to information that would enable me to make such comparison. I do not. 
know about all the mistakes made in private industry. 

| (Translation) 

| The VicE-CHaIRMAN: A very short question from Mr. Choquette. 
Text) 

Mr. CHOQUETTE: I have one very short question, sir. 


(Translation) 

In French. Because... 

| The VICE-CHAIRMAN: Just a minute please, Mr. Choquette. 
(Text) 

Mr. CHOQUETTE: The translation system may not be working. 


| “6 
(Translation) 

| I see here that you paid a few thousand dollars more for the translation, 
to get the French version of the Canadian Army’s participation in the second 
world war. Three thousand copies were printed in French according to the 
section we are discussing. Let me congratulate you, and I hope you will also do 
it for the participation of our men in Cyprus, and also in Korea. Could you tell 
‘us, or do you know exactly how the 3,000 copies were distributed throughout 


Canada, in the public libraries? 
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(Text) , ey oe 

Mr. ARMSTRONG: I do not have distribution with me but I will get it fol 
you. Of the 3,000 copies I am sure some have gone to libraries. There woul 
be a number kept by the queen’s printer, for example, but I will be glad to. se 
you the actual distribution. y 

The VICE-CHAIRMAN: We will now adjourn until eight o’clock tonigh it 
gentlemen. 


EVENING SITTING 
TUESDAY, July 14, 1964. i 


The ViIcE-CHAIRMAN: Gentlemen, we have a quorum. a 

The paragraph that is now under study is number 64 of the 1963 report, 
national defence administrative regulations and practices. 

I think Mr. Henderson would want to give some explanation in respec 
of these paragraphs. ’ 

Mr. Henperson: Mr. Chairman, these paragraphs outline instances observed) 
where in the opinion of myself and my officers the application of administrative 
regulations relating to the armed forces have resulted in needless or un 
economical expenditure, or were otherwise unsatisfactory from the audit poi nt 
of view. 

We drew all these cases to the attention of the department. 

Mr. WINcH: Is this the 1963 report? 

Mr. HENDERSON: It is paragraph 64 of the 1963 report at page 35. 


In accordance with past practice we drew the attention of the department 
to these and the services concerned have taken appropriate action to obtail 
amendments of the regulations or otherwise correct the situation except | 
the cases which are listed here, on which, in our opinion, action has been over 
due. However, I am pleased to be able to tell you that in many of the cases 
here action has been taken by the departments since my report was tabled in 
the House of Commons. 4 

I am going to ask Mr. Millar, my audit director in charge, who is here 
with me, if he would just tell you what action has been taken in respect of 
each of the paragraphs here excluding, of course, the one on lease termination 
payments, which we discussed this morning. 


Mr. MILLAR: In regard to item 1, rehabilitation leave for former members 
of British and other commonwealth forces, on questioning this, we were 
informed that the services have proposed that in any such case in the 
future the period of rehabilitation leave, on which entitlement is based, should | 
be reduced by the period of termination leave granted on completion of the 
previous service. 

The Queen’s regulations were amended, effective January 22, 1964, 
the form of the proposal outlined. 

In respect of item 2, release from service through purchase, the Queen’s 
regulations since have been amended to provide for “other ranks” in the army 
to purchase their releases according to the rates prescribed. Thus, the army. 
practice is now consistent with that of the other services. 

In respect of item 3, removal expenses—mobile homes, the services issued 
movement orders in 1963 providing for safeguards designed to prevent abuse. 
The department stated in December, 1963, that these revised procedures would 
have to be tested and it was estimated that a year’s experience would | 
required before their effectiveness could be assessed. Consequently, a nev 
system designed to regulate claims for the movement of mobile homes Wa 
not be introduced until these procedures have been tested. 
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Item 4 deals with rehabilitation leave, misconduct and inefficiency re- 
ses. The Queen’s regulations were amended in January, 1964, in regard 
the reasons for release. The department considers that the regulations as 
ended will prevent further likelihood of conflict between the reasons stated 
the services themselves and that established by the services pension board. 
ime will tell whether this is a correct assumption. 

Item 6 deals with medical examination of militia recruits for the national 
survival training program. On April 3 it is understood the surgeon general 
issued instructions that payments would be limited to $100 for any one day. 
Item 7 deals with excessive payment of foreign service allowances. This 
Was an isolated case, I might say, and it was reported as an instance of un- 
necessary expenditure. All services were advised by the deputy minister, in 
a arch 1964, to take the necessary steps to ensure that postings of this nature 


| to the department are not incurred. 
a Item 8 deals with clothing credit allowances. The departmental file shows 
that in April, 1964, the associate minister directed that amendments be made 
| to the regulations to preclude the crediting of these allowances during re- 
| habilitation leave. However, such amendments have not, so far as I know, 
| been promulgated to date. 
 : Mr. WINCH: I have only one question to ask the minister in this respect. 
|Under item 8, why is it the order has not been promulgated? 
Mr. ARMSTRONG: Well, this is in the process of being drafted and the ap- 
propriate regulations developed. Although I cannot say precisely I think it 
willbe promulgated very shortly. This involves an amendment to the Queen’s 
Yregulations which has to go to the governor in council for approval. 
_ The VicE-CHAIRMAN: Have you a question, Mr. Hales? 
Mr. Hates: I have a question in respect of item number 3 of page 35 of 
phe 1963 report. Half way down the paragraph it says: 
A test examination of accounts during the year disclosed a number of 
‘instances where, through the submission of fraudulent receipts and the 
concealing of inadmissible costs, servicemen had been substantially 
overpaid,... 


Could the Auditor General or Mr. Millar give us the most glaring example in 
| this case, and what do you mean by the words “substantially overpaid’? I 
realize it might take some time to look that up. 

Mr. MILLAR: Yes, we will look it up. 

The VICE-CHAIRMAN: While Mr. Millar is looking that up, if any other 
} Member would like to put a question I will entertain it at this time. 

| Mr. BERGER: Mr. Chairman, I have one question in respect of item 1, 


|| forces. 
| For my own benefit and the veterans in my riding who are mostly French 
‘-—although this is not a question which pertains to French or English—I 


For instance, a friend of mine was a lieutenant in Canada and when he left 
anada and when he went overseas he went down to a corporal. I want to 
now if there is a new system in existence now which provides that when a 
Canadian officer is commissioned in Canada it is valid all through the com- 
monwealth. I do not know whether or not I have made myself clear. I have 
eived many complaints to the effect that they leave here as majors and 
und over there as lieutenants. Although the reverse may happen it does not 


issioned in Canada and they go to Cyprus or Egypt, if their commission is 
id. Is it valid anywhere? 


‘ 
Aa 


| are authorized only where the arrangements are such that additional costs — 


| rehabilitation leave for former members of British and other commonwealth. 


\| would like to know if the same system prevails today as did during the war. — 


happen very often. As I say, I would like to know, when officers are com-— 


- 
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Mr. ARMSTRONG: When they are commissioned in the Canadian forces 
their commission is valid anywhere. a 
Mr. BerceR: But, this problem occurred before during wartime. There 
were cases where officers left here as captains. 


Mr. ARMSTRONG: During the war, of course, some of the officers reverted 
in rank in order to go overseas. That was the situation that applied during 
the war, but it does not apply in peacetime. ) 


Mr. BerGER: I know that and I can understand it. Returning to item No. 1 
—TI have the French version here and I am a lot more familiar with French 
(Translation) 

The VicE-CHAIRMAN: You may speak in French if you wish. 

Mr. Brercer: Yes. Because I have the article in French here. The rehabilita- | 
tion leave for former members of the British forces and other Commonwealt 1 
' forces is something I appreciate very much, but I do not quite understand 
what extent our own officers are protected. I would like to know. I know they 
are protected, but have the regulations that existed in wartime been changed 
so that in peacetime our officers, whether they are French, English, Italia 
or other Canadians, are protected to the same extent, enjoy the same advan- | 
tages in any Commonwealth country under section I. Is my question clear 
enough or do you think I should add further explanations? 


(Text) 


We had to suffer from that before, and that is why I wanted to kno 

how we are protected and who is protected. I am not anti-British, but it is 
just the phrase “British or other commonwealth forces” which mixes me up_ 
a little bit. I am speaking only of Canada. 


Mr. ARMSTRONG: This applies, of course, to men who are members of 
the Canadian forces. It simply provides that if they had service in a common- 
wealth force as a member of Her Majesty’s forces, then that service under 
certain circumstances may be computed towards their rehabilitation leave. 
The same thing applies in terms of pensions. Under the Pension Act they 
may count certain service; but here, of course, under these regulations this 
applies to the members of the Canadian forces and we do not govern what 
happens if a Canadian joins a force of another country? 

Mr. BerGerR: That is what I had in mind. I was just speaking as a true 
Canadian. I have an answer to my question. These are not just French 
Italian or British; all are covered in this. 


Mr. ARMSTRONG: Yes. 


i 


(Translation) 
The VicE-CHAIRMAN: Mr. Rondeau, please. 


Mr. RONDEAU: On section 2, release on forfeiture, we are shown that the 
Army, the Navy and the Air Force got $100,000 back on advance payments. — 
Lower down—and we are not told whether it is for the Army, the Air Force 
or the Navy—there are amounts that have not been recovered in the same 
circumstances. We are told about amounts that have not been recovered, but 
we are not told what amounts should have been recovered but have been lost. | 


CLext) 


Mr. ARMSTRONG: These regulations provide that a man, if he requests) 
release in the course of an engagement, is required to pay a certain sum of 
money. During the Korean war in 1950 the army dropped that regulation — 
because they did not want to have a provision whereby a man could buy his 
way out of the service. Periodically since, they have reviewed this and up 
until the present time they have not thought it advisable to reinstate it. 
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I might give you an example which I think would be of help in answering 
‘the question. In 1963, there were 325 men who paid for their release from 
the air force. There were 693 who left on request, but who were not required 
‘to pay for their release. At that time, in the army, because they did not have 
'in force the purchase of release, none was released on payment. There were 
409 released on request who did not pay. In the Royal Canadian Navy, four 
‘were released on purchase and 69 on request who did not pay. 

In dealing with this regulation governing a release by request, if the cir- 
cumstances are such that it is felt that it is in the interest of the service to 
“accept the release, perhaps on compassionate grounds or on a variety of other 
grounds, the services would release a man without payment. However, if they 
feel the circumstances are such that they should not reiease a man before his 
| engagement expires and he nevertheless wishes to be released, and was not on 
| active service, or in an emergency, then he can buy his way out. That would 
be applicable in respect of the 325 cases in the air force. In the army, however, 
fof course they do not permit any to do this, and none was released on that 
ground. Does that answer your question? 

\ Mr. Bercer: Do I understand from what you have said that from now on 
| this matter of buying your way out is not applicable? 

| Mr. Armstronc: No. Mr. Millar said that from now on all three services 
| would apply these regulations. He is just a little ahead of me on this. I had not 
thought the final decision had been made. It is under consideration, I think 
undoubtedly the army from now on will decide to apply the regulation. 

I would like to make clear that the reason they have not applied this 
regulation was that they did not want to make it available to men in the service 
‘to buy their way out. They preferred not to do this and, as you see, the actual 
number of releases in the army in total in 1963, by request, are less than in 
‘the air force, although perhaps the circumstances are different. 


(Translation) 

‘The VicE-CHAIRMAN: Have you finished Mr. Rondeau? 

i Mr. RonpEAv: The amount of $100,000 recovered from members of the Air 
Force or the Navy includes the total amount received from those who paid to be 
| discharged. 

| Mr. ArmstRONG: That is right. The regulation dealing with this provides 
that if release is applied for within three months of an initial engagement or 
subsequent re-engagement, the man will be required to pay $100. If his release 
vis applied for after three months of an initial engagement, or subsequent 
| re-engagement, he is required to pay $340, reduced by $5 for each month in 
excess of 12 months that have elapsed on his engagement. Therefore, he has a 
‘minimum of $240, or a minimum of $100 when he requests his release if he 
wishes to buy his way out. Of course, the significance is that in essence the man 
yhas a right to get out by payment of that amount. This does not apply in an 
/ emergency; in an emergency he does not have that right. 


(Translation) 
| ‘Mr. RonpEau: Have your department suggested to the Army—you express 


| 


i 


| a doubt here, at the end of paragraph 2—that they should use the same pro- 
i ‘cedure. You say you do not understand why the Army have not yet applied the 
‘same regulations? 

(Text) 

| Mr. Armstronc: I am sorry if I gave you that impression. I said that the 
army did not apply it. They did not apply it because they did not wish to have 
the provision in the regulations which gave the man the right to buy his way 
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out. This decision was taken, as I have said, during the Korean emergen 
and one could well understand why it would not be applied at that time. 
subsequent reviews, having regard to the requirements of the various Uni 
Nations’ forces and so on, they confirmed that decision. But at the present t 
it is being reviewed again. While a decision may have been taken, Mr. Mi 
—I checked on it just recently, and while it appeared that the army had “a 
come to the conclusion that it would recommend reinstating it—I was not awa 
that it had actually been reinstated. This is a regulation, incidentally, whit - 
is approved by the minister. 


The VIcE-CHAIRMAN: Now, Mr. Choquette. 
(Translation) a 


Mr. CHOQUETTE: Mr. Armstrong, under item 3 concerning removal expenses, 
it is stated that some military personnel who submitted false receipts and con 
cealed unacceptable expenses received considerably more than they were 
entitled to. Have the amounts that were dishonestly obtained been recovered? . 


(Text) 


Mr. ARMSTRONG: In many cases they have. Each of these schemes has 
been or is being investigated. In a number of them the fact that the claim has 
been fraudulent has been established, and in those cases recovery has been 
made. There were some in which it was not established, and recovery was 
not made in those cases. And there are a few which are still being investigatay 

The ViczE-CHAIRMAN: Now, Mr. Henderson. 


Mr. HENDERSON: Mr. Hales asked a question earlier similar to the one 
which Mr. Choquette just posed. I have here a list of some of the types of 
cases I think he was asking for. Do you wish me to give you a quick run down 
of them? 

Mr. Hates: If it is not too long. 


Mr. HENDERSON: It deals with the cost of towing mobile homes. Dis- 
ciplinary action has been taken against a number of servicemen and: co n- 
mands. 

In the first instance it had to do with a move from Victoria to Ottawa, 
the cost of which was $1,550. ; 

My officers felt, in examining this case, that the weight of the trailer was 
understated, thereby inflating the cost of movement of furniture and effects-— 
in other words, the cost of movement was more than offset. This lead to the 
recovery of $618. 30, and the serviceman was awarded a disciplinary caution 

The next case involved a move from Picton, Ontario to Ottawa at a cost 
of $315. My officers questioned this claim, whether or not the mileage rate 
charged was in agreement with filed tariffs of the company. Investigation 
showed only $40 and $50 had been paid for packing and towing. This led to 
the recovery of $245, and the serviceman was sentenced to a reprimand. 

The next case was a move from Calgary to Valcartier at a cost of $1, 660. 
Here again my officers questioned the weight, on the basis that the average 
weight for a serviceman with three dependants is 4,500 pounds. Investigation 
revealed that the mover was paid only $1,000. The @ucher command is being 
directed to take disciplinary and recovery action. 

Another case involved furniture and effects weighing 8,760 pounds, which 
were moved as the contents of a mobile home. No paid invoice or relati e 
weight scale certificate accompanied the expense claim. This led to the 
recovery again of $340.76. 

In the next case the contents weighed over 9,000 pounds. Investiga am i 
showed that a receipt from the mobile home hauler was procured showiaa a 
rate ten per cent in excess of the rate per mile normally charged. The office 
was again assessed a fine of $50, and $270 was recovered. 
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The Ae categories I have are those in which fraud was not suspected, 

nd no disciplinary action was taken. 

The first claim was for $997.06. This we Be ohed but investigation | 

wed it to be a realistic weight, and below the allowable cost. 

Another case was the moving of a mobile home from Greenwood, Nova 

“Scotia to Cold Lake, Alberta, with a claim for $1,419. Again the weight was 

questioned, but no fraud was suspected. 

There are several more cases of a similar nature under this heading. 
The next category is where there is a lack of concrete evidence which 

| prevented further investigation in a number of cases. I shall not bore you 


verification which we seek to bring in our test examinations. 
4 ' I have a list of other cases which are still under investigation. Does that 
furnish you with the type of information you seek? 
Mr. Hautes: May I ask Mr. Armstrong whether in view of all these ¢ cases 
which have been brought to our attention, they have changed or tightened up 
their regulations? 
| Mr. ArmstRoNG: As Mr. Millar said, we have issued a revised set of 
| i egulations covering the movement of home trailers and furniture. We believe 
that those are satisfactory. I have gone over them very carefully myself, and 
I think they are very sound. But it does not mean necessarily that there may 
not still be attempts at fraud. We will probably have cases in the future where 
i people endeavour occasionally to claim for more than they should. But I 
elieve the regulations themselves are sound. We shall see in another year of 
experience how well they work. 
Mr. Hates: I have one more question. With respect to this first case in 
connection with the move from Victoria to Ottawa with an expenditure of 
$1 550, what officer would O.K. that expenditure for payment? 
Mr. ARMSTRONG: The officer who would approve this would be the local 
commanding officer. But he would have an expert there on moving expense 
who would deal with that particular case. 
Mr. HatEs: Would he not make any investigation or any check on it be- 
fore he would sign the voucher for payment? 
. Mr. ARMSTRONG: Yes, he should make a check on this case, certainly. 

q Mr. Hates: But it has been overpaid by $618, so he did not check too 
closely. 
Mr. ARMSTRONG: I suppose it is self-evident, in a sense, that he overlooked 
this particular case at any rate. 
Mr. Hates: Would this particular officer be notified about it? 
Mr. ARMSTRONG: Oh, yes. 
Mr. Hates: Would he be notified by someone in the department? 
: Mr. ARMSTRONG: Oh, yes, he would be made aware of this case. In fact 
part of the investigation would encompass him. I have a copy of the regula- 
1 tions as they stand today, and if the committee are interested in them I would 
be very glad to leave them. These are the new ones which have been issued. 
The VicE-CHAIRMAN: If the committee wishes they can be tabled and in- 
‘| eluded in the report. Is it agreed. 
Agreed. 
_ Mr. Francis: In connection with item No. 2, “Release from Service 
i ‘hrough Purchase”, does this relate to people who have taken training, for 
example, under ine university training program? 
Mr. Armstronc: No. This applies to members of the regular forces. This 
applies to men, not to officers, who are engaged for a period of time, three 
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with the particulars of them, but it does perhaps serve to show the type of : i, 
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years, or five years, and if they wish to be released from their engagement 
before the expiry of the engagement. 

Mr. FRANCIS: I notice this was an ancient practice of the armed forces 
but I was not aware it was still prevalent to this degree. , 

Mr. ARMSTRONG: As you see from the statistics that I gave you, the 
majority of release on request are not by purchase, even though the teguiag 
tion applies. 

Mr. FrANciIs: Is there any reason to believe that there will be uniformity 
of practice between the services in the future? 

Mr. ArmMstTrRONG: If I might answer that, there will be uniformity of 
practice, but the point that I wanted to make here was that in so far as the 
army was concerned there was a reason for not applying this namely, this 
practice lasted throughout the Korean war and their release thereafter. I 
think it was a valid reason, that it was preferable, in their circumstances, 
not to have a regulation under which a man was entitled to buy his way out 
of an engagement. It did not mean he could not get out on request if the 
army agreed that the circumstances were such that it was appropriate to let 
him go, but he did not have the right to buy his way out. 5 

Mr. Francis: I missed the point at that time, that apparently by not 
engaging in the practice the army was able to exercise more restraint. 5, 

Mr. ARMSTRONG: That was the object in removing the application of this 
regulation. 


(Translation) 

The VICE-CHAIRMAN: Mr. Rondeau. 
Mr. ROoNDEAU: Under item 5, amounts refunded to military personnel for ~ 
cancelling a lease, it is stated that an amount of $500,000 is paid each year for 
cancelled leases. It is also mentioned that the R.C.M.P. use the formula of 
30 days’ notice of cancellation and that the Public Accounts Committee of 
1961, at paragraph 52, suggested that this maximum period be used, that is_ 
that the maximum period should be reduced to 30 days’ notice—one month— 
and at the bottom of the fifth paragraph I see that the general practice was 
continued. What is this general practice of paying three months rent to cancel 
a lease when it had been suggested that leases should be cancelled on one 
month’s notice. 
The VIcE-CHAIRMAN: That matter has been discussed several times this 
afternoon, Mr. Rondeau, but I think Mr. Armstrong would nevertheless like 
to explain it to you. ; 
Mr. RONDEAU: I am sorry, I would... 
The VICE-CHAIRMAN: That is all right, I have no objection, please 
continue. 
Mr. CHOQUETTE: If my honourable colleague will consult this afternoon’s 
evidence... ; 

(Text) 
Mr. WINCH: We entered into this discussion this afternoon in great detail. — 
Mr. RonpEAv: I am sorry. I will read the answer you gave this afternoon 2 
on this item. r 
The VIcE-CHAIRMAN: The next paragraph is paragraph 65, which reads: 3 
65. Educational costs incurred by the Department of National De- i 
fence. In the 1962 report (paragraph 75) comments were made regard- F 
ing costs incurred by the Department of National Defence, under 
executive authority, for the education of children of servicemen and ; 
entitled civilians residing in publicly-owned quarters. It was mentioned — 
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that, although the educational costs for each fiscal year are not reflected 
as such in the public accounts, the department prepares statements on 
a memorandum basis for calendar years. The statement for the calendar 
year 1962 shows a total expenditure of $16,365,000, offset by provincial 
grants received to a total of $2,811,000, or a net expenditure of 
$13,554,000. The expenditure total includes $1,276,000 of outlays for new 
construction but does not include the cost of transportation by service 
i vehicles, furniture and equipment provided from service stocks and 
‘- maintenance supplies and services provided from service resources, nor 
any portion of the cost of headquarters administration. 

It was noted last year that the over-all pupil-teacher ratio in the 
departmental elementary schools was about 22 to 1—well below the 
average ratio for such schools in Canada generally—and the comment 
was made that the department had undertaken to make enquiries into 
the pupil-teacher ratios at schools where the ratio was less than 25 to 
1. A test examination of the pupil-teacher ratios for the 1963 fiscal year 
indicated that there had been only slight improvement during the year 
in this regard. 

Audit examinations at selected departmental schools in Ontario 
indicated that there had been unsatisfactory control over the computa- 
tion of grants recoverable from the provincial department of educa- 
tion and in some cases claims had not been made in respect of outlays 
which were eligible for grants. It was also observed that, in certain 
cases, expenditures for such items as transportation and textbooks 
exceeded amounts considered by the department of Education as ade- 
quate. It was suggested to the Department of National Defence that the 
matter be reviewed in order to ensure that all grants to which it is 
entitled are recovered and -to establish a means whereby claims for 
grants may be adequately controlled to avoid losses in the future. We 
have been informed that such a review is currently taking place. 

Our audit also disclosed that dependent children of servicemen 
i stationed at the R.C.A.F. station, Bagotville, Quebec, and living in nearby 
communities, attend departmental schools located on the station as the 
local governments do not provide educational facilities for the tuition of 
the children although the servicemen pay taxes, and they and their 
families constitute significant elements of the communities. In conse- 
* quence, the department is absorbing education and transportation costs 

for an estimated 192 pupils living “off base”, and this situation was ~ 

drawn to the attention of departmental officers. It was noted after 

completion of the audit that a submission to treasury board in August 
. 1963 for authority to enlarge the station schools by six additional class- 
rooms to provide accommodation for these dependent children living “off 
base” was not approved pending further discussions with the provincial 
authorities with a view to obtaining their participation in providing 
e and meeting the cost of the six classrooms required. 
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(Translation) 

The VICE-CHAIRMAN: Would my French-speaking colleagues like me to 
'read this in French, is it necessary? 

Mr. BERGER: No. 

The VicE-CHAIRMAN: Because I would have to look for the report in 
French if you want to have it in good French. 

Mr. Bercer: On a point of order, Mr. Chairman, I agree that the established 
Procedure should be followed because, as a newcomer, I may be somewhat 


nexperienced, but it seems to me that at 5:50, at the end of a meeting, we 
were dealing with a matter that interests me more than the others, with 
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section 115 of Mr. Henderson’s report for the financial year 1962. We deal it 
with it briefly, and I thought we would revert to it this evening because I 
have some questions I would like to ask. Have we finished with that matter? 
If we have I will not mention it again. 

The VICE-CHAIRMAN: I think so. Maybe we have not, but I think 
finished it at 5:50. 


Mr. BERGER: With all of section 115? 
The VicE-CHAIRMAN: I think so. If that is not the case I could— 


(Text) 


Mr. BERGER: I did not want to ask the questions then because everyone 
wanted to leave the committee, so that when my friend, Mr. Choquette, asked 
his questions, I stopped at that point. I thought we would revert to that 
paragraph when we came back. However, it is not that important. I will 
ask Mr. Henderson my questions after the meeting or at another time. That 
will save time. It is just information I need for printing purposes. 


The VIcE-CHAIRMAN: We are now on paragraph 65. 


Mr. HENDERSON: This paragraph, Mr. Chairman, deals with the subject 
on which I have commented in my 1962 report regarding costs incurred by 
the Department of National Defence for the education of children of service- 
men and residing civilians in publicly-owned quarters. My comment here is 
not so much a criticism of the departmental practices as it is designed to 
provide information showing the size of this particular expenditure and at t e 
same time the low average ratio of attendance in the schools. We made selected 
test examinations of departmental schools and, as I indicate at the top of page 
38, we did have some suggestions to make to the department in order to e 
sure that all grants to which it is entitled are recovered and to establish a 
means whereby claims for grants may be adequately controlled to avoid losses 
in the future. We understand that such reviews are taking place. 

We then have a further comment that we make concerning the R.C.A.F 
station at Bagotville. I do not know whether Mr. Armstrong would like to 
add anything to this comment. 


The VICE-CHAIRMAN: Maybe Mr. Armstrong would like to answer ques- 
tions if there are any. Are there any questions on this? 

We will go on to paragraph 67 because paragraph 66 was taken up this 
afternoon together with paragraph 82 of the 1962 report. 

Paragraph 67 reads as follows: 


67. Assistance to provinces by the armed forces in civil emergen= 
cies. Section 35 of the National Defence Act provides for the employ 
of the armed forces when the governor in council has declared that 2 
national disaster exists. Although the act makes no provision for the 
use of the forces in emergencies not thus declared national disasters, the 
Department of National Defence, on a number of occasions over the 
years, has rendered assistance to provincial authorities in circumstances 
not rated as national disasters. It is the general policy in such cases 
to grant assistance upon written request by the premier of a province, 
or by any member of his cabinet authorized by him for this purpose 
with the province entering into a formal agreement to reimburse the 
government of Canada for all expenses to be incurred (except regular 
force pay and allowances) and to release the crown from liability for 
any loss or damage that might arise out of the rendering of assistance. 

On four occasions in the summer of 1961 assistance was given to 
one province in fighting forest fires. In three of these instances provincial 
ministers signed agreements but in the fourth, contrary to the established 
practice, an agreement was not executed. In the course of these fire- 
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fighting operations the department incurred recoverable expenses in 
the sum of $410,000, including a charge of $59,000 for the use of a 
helicopter which was, in fact, lost in the course of one of the opera- 
~ tions. The claim was not submitted to the province by the department 
until January 1963 and recovery has not yet been effected from the 
province. 
In the course of our inquiry into this situation it was also noted 
that billings for smaller amounts in the case of two other provinces, 
relating to similar assistance in earlier years, had not yet been paid. 


Mr. CHOQUETTE: Before going on to 67, could we find out what,.. | 
Bethe VICE-CHAIRMAN: Mr. Choquette. 

3 Mr. CHOQUETTE: Could we find out how many children, children of military 
ersonnel are getting their education at the expense of the Department of 
lational Defence. Could you give us that figure? 

(Text) 

_ Mr. ArmMstTRONG: The total number of pupils in Canada is 31,437, and 
erseas it is 7,411. 


(Translation) 

Mr. CHOQUETTE: Would you have the exact number for each province. 
course we are particularly interested in the province of Quebec. I would 
ike to point out that this is important especially as it is being stated so force- 
ly that education is under the exclusive jurisdiction of the provinces; in that 
ase this field of jurisdiction is being invaded by the federal government. 


Mr. ARMSTRONG: I have a breakdown here and I can pick it out for you 
ite readily. Regarding the schools in the province of Quebec, specifically 
Valcartier camp, there are 202 Protestant pupils. 

@ ‘ranslation) 

The VICE-CHAIRMAN: Just a second please. Mr. Choquette, do you want to 
ve that information separately? ; 
Mr. CHOQUETTE: No, I would like to have the total figure for Quebec. 
(ext) 

| _Mr. Armstronc: I can add them up for you. I have them by schools here. 
(Translation) 

The ViIcE-CHAIRMAN: Perhaps Mr. Armstrong could add that up and give 
the figure a little later on. 

Mr. CHOQUETTE: Yes, that would be fine, if . 

(Text ) 

@ Mr. SoutHAM: May I ask a supplementary question on this paragraph, Mr. 
shairman? ; 

I note Mr. Henderson mentions here that the over-all pupil-teacher ratio 
about 22 to one, and he then makes the comment that this is well below the 
erage ratio for such schools in Canada generally. Have you any idea what 
io this is? I am asking this just for information. 

_ Mr. Henperson: I do not know that I have the precise rate to hand. We 
derstand it is well below the average rate. 

Mr. SoutHam: You make the comment “well below the average ratio for 
ch schools in Canada generally.” I was just wondering what this was; I am 
sking information in order to keep this comment in perspective. 
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Mr. Miuuar: I think the average is 22 to one. 


Mr. SoutHAM: As I understand it, that is the average in the service schoo. Is 
but it is said that this is well below the Canadian average. . 


Mr. ARMSTRONG: The current average in national defence schools in Can: 
ada is 23.6, with the exclusion of British Columbia, and in British Columbia 
that province, as you know, operates our schools for us; and there it is higher, 
it is 25 to one. 


Mr. HENDERSON: We understand the average rate for Canada to be in the 
order of 35 to one. 


(Translation) 
The VICE-CHAIRMAN: Mr. Rondeau. 


Mr. RONDEAU: To what do you attribute the difference between the schools 
of the armed forces and the average of other schools. Have your department 
discovered the reason why there is such a difference? 


(Text) 


Mr. ARMSTRONG: I have not heard the figure of 35 to one. It surprises me 
a little, but perhaps that is the average. In most of our schools, the rooms are 
built to accommodate about 30 pupils. However, there are certain special 
problems in the Department of National Defence in the sense that at some of 
our stations the number attending schools is relatively small and, therefore, it 
is difficult to maintain a maximum ratio or maximum desirable ratio of teachers 
to pupils. The lowest ratio we have is at a school in British Columbia, where 
the ratio is one to seven. They only have seven pupils at that school. In a num g 
ber of our schools on the Pine Tree line the number of pupils is in the area of 
60, 70 and something of this order. Consequently, the pupil-teacher ratio tends _ 
to be high. This is also true in the secondary schools where it is necessary to 
provide teaching of a number of specialized subjects in the high school curricula 
and the number of pupils tends to be small and therefore the ratio of pupils to. 
teachers tends to be lower than one would find in a large elementary school in 
a city, for example a city such as Ottawa. 


Mr. Bercer: Mr. Armstrong, may I be allowed to pursue what you have © 
just said? Following your remarks and the recommendations that have been | 
made in this report and the preceding ones, what is the departments’ idea “a 
and perhaps this is too personal a question—with regard to the practicability? 
Do you think it will work out eventually in the way in which it is mentioned 
in the report? I would just like to have an assurance on this. It is said here | 
that it is being studied. May I have an idea of your personal view of the out- 
look of things? 


Mr. ARMSTRONG: May I say in the first place that the department welcomes 
the audit review by the Auditor General. He has pointed out a number of 
things in connection with the operation of our schools that have been of real 
assistance to us. Following that survey we appointed an officer in the depart- 
ment to investigate our own system of handling things, and we are making 
certain changes. In particular, we are bringing together the administration of 
the system in our own headquarters. Before it had been distributed among the - 
navy, the army and the air force. We do not think we have been getting, 
through this system of administration, as good a direction as is possible, and 
we hope this will improve. 

We also have in the course of preparation a series of directions that should, 
be of assistance to various school committees in ensuring that they claim 
appropriately where it is possible to obtain grants from provinces to assist 
in the educational costs. The ideal situation from our point of view in run- 
ning these schools would in fact be to turn them over to the provinces, a 
we do in the province of British Columbia. We have an agreement with the 
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province of British Columbia under which we pay the average cost of educa- 
tion in that province. 

Mr. BERGER: Are you sure, Mr. Armstrong, that this would not create 
new problems? 

Mr. ARMSTRONG: It might create some new problems, but if the provinces 
were able to handle this, in our view that would be the best method of 
handling the situation. Not all provinces are able to handle it because their 
system of education differs, but as far as we are concerned the system in the 
province of British Columbia is ideal. They run schools for us and we pay 
them the average cost of the education of the pupils in that province, which 
amounts to $25 per month, and they assume the responsibility. If this were 
possible in every province, I think we would certainly welcome it. Unfor- 
tunately, it has not worked out to be practicable in every province seria 
we have asked every province to examine this possibility. 

Mr. Ryan: Could we have a breakdown of the total expenditure of 
$16,365,000 by provinces and also a breadown of the provincial grants received 
to a total of $2,811,000—by provinces? 

Mr. ArmstrRONG: I do not have with me that information broken down 
in that way. I would have to get it, unless the Auditor General has it. 

Mr. HENDERSON: I am afraid we have not that information here, Mr. Ryan, 
but it could be obtained and laid on the table for the minutes of the next 
meeting if you so wish. 

Mr. Ryan: I would welcome it. 
| (Translation) 

, Mr. CHOQUETTE: Could that not be included in the report, because Mr. 


Ryan asked for the amounts spent in each of the ten provinces concerning 
the education of servicemen’s children. 


_. The VicE-CHAIRMAN: I think that could be added to the report. Did we 
lever ask it in the report? 
Mr. CuHoqueTTeE: Then the details relating to each province could be 
included in the report? 
| Mr. BERGER: One additional question. Could each of the provinces be 
included? 
_ The VIcE-CHAIRMAN: One moment, please. Before we answer that 
question— 
(Text) 
Would it be possible for you, Mr. Armstrong, to add these figures for 
ithe province? 

Mr. ARMSTRONG: The figures I was going to obtain for Mr. Choquette 
would merely show the number of pupils; it would not show the cost. 
| The VicE-CHAIRMAN: But Mr. Ryan would like to have added to that the 
amount of money expended in each province. 
| Mr. Ryan: Expended and received per province. 
. CHOQUETTE: What could be added also is the number of pupils. 
Mr. ARMSTRONG: In each province? 
Mr. CHOQUETTE: Yes, not only the amount expended but the number of 
‘pupils. 
(Translation) 

The VicE-CHAIRMAN: What you asked for originally is.. 

Mr. CHOQUETTE: The number of pupils and the amounts spent in each of 
the ten provinces. 


_. The VICE-CHAIRMAN: Mr. Berger. 
_ -21180—6 
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(Text) 

Mr. BERGER: My supplementary question is to ask Mr. “Henderson 
would be possible to have included originally in the next report the 
of information for which we are asking now. That would save a great deal 
time because we would not be asking so many questions. Do you think if 
would be possible to have that information included in the report? The typ 
of questions we are now asking would be unnecessary because we would hay 
the right figures. Is it too much to ask that these be included in the next 
report? . | 
Mr. HENDERSON: No, we could insert such a table in the report if tha t is 
what the committee would like, Mr. Berger. However, I would not ordinarih 
place such information on the record in my report to the House of Commons 
unless it were a subject on which I might have some critical comment. This 
would normally be something, I think you would agree, that the department 
should furnish. If I may say so, I think the most practical thing is—if Mr.) 
Armstrong agrees or if we could obtain the figures—for us to bring to th 

next meeting a schedule breaking down the total expenditure by provinces 
and perhaps in another column show the number of pupils. 

Mr. BERGER: That would be satisfactory information for the committee 
members. ; 

Mr. HENDERSON: Yes, and that information could be tabled as an appendix 
to the minutes. 

Mr. BERGER: That would suit me very well. 

Mr. FrANciIs: Mr. Chairman, I should like to refer again to paragraph 6 6 
and the note therein that there was a submission in August of 1963 for authorit 
to enlarge station schools by six additional schoolrooms at Bagotville, Que nal 
I am curious to know what happened in this regard. I understand there are 
192 pupils and presumably this submission was not approved. What has 
happened since that time? Are these children not going to school or are they, rin 
overcrowded classrooms? 

Mr. ARMSTRONG: I should be able to answer that question. Obviously, we 
have made some temporary arrangements for accommodation. In Bagotvill 
we now have an agreement with the Roman Catholic school board whereby 
we are reimbursed the costs in relation to these pupils who are living I 
Bagotville and paying rent. | 

Mr. FRANCIS: Was this agreement negotiated subsequent to the rep t 
being prepared? a 

Mr. ARMSTRONG: This is not mentioned in the report but it perhaps 
negotiated subsequently. We do not have any arrangements in respect 
Protestant children because there is no school board in that particular a 
for that purpose. I do not know that we will be successful in making a 
arrangement which will work. These children of course go to school on ow 
base. 

Mr. Francis: Is this a unique situation? 

Mr. ARMSTRONG: I think it is an exceptional situation but I would not s 
offhand that it is a unique situation because we may have somewhat si 
circumstances existing in one or two other places. i 

Mr. Francis: The reason I ask this question is that of my concern in the 
event there is any substantial number of children possibly being deprived o! 
educational opportunities. 4 

Mr. ARMSTRONG: Do not misunderstand me, Mr. Francis. No childre 
our bases are being deprived of educational opportunities because we w 
make arrangements in one way or another to accommodate them. 
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Mr. Francis: That is the answer I was seeking. 

The VICE-CHAIRMAN: You will realize that we unconsciously reverted to 
pa agraph 65. I am going to allow Mr. Henderson to make one further com- 
nt in this regard and then proceed to paragraph 67 which has been called. 


Mr. FRANCIS: You are a little bit quick in pointing that out, Mr. Chair- 
an. You will excuse me if I have not quite kept up to you, but I did want to 
sk that question. 
The VIcE-CHAIRMAN: If there is one statement on the record that should 
ot be there because it is incorrect it is the statement that I am quick. 
_ Mr. Francis: We are old associates. 
‘Mr. HenpveErRson: I should just like to say that on June 24, or less than 
“one month ago, a request for additional classrooms to accommodate the off 
| base students was withdrawn. The R.C.A.F. had requested authority from 
e treasury board to build eight new classrooms to replace the present eight 
mporary classrooms and the Bagotville and surrounding communities have 
knowledged their responsibility for the cost incurred of educating the 
hy ildren of R.C.A.F. parents residing in their community. I thought I might 
om 1ention that information for the benefit of the members of this committee. 
_ The VIcE-CHAIRMAN: Thank you, Mr. Henderson. 
Can we now move to clause 67 again, assistance to provinces? 
Mr. Hates: In respect of paragraph 67, I note it involves the department of 
ational Defence rendering assistance to provinces in the event of a national 
saster such as forest fires. I note the Department of National Defence helped 
one province on four different occasions and that it is customary to have the 
inister sign an agreement on each occasion. In this case the department 
failed to have one agreement signed. I should like to know first of all the name 
of the province involved and, second, why was the claim not submitted until 
' two years later, in 1963, and why the money has not been paid by that province 
as of this date. 
Mr. Henperson: Mr. Millar has the information available, Mr. Hales, 
nd I will ask him to give it to the committee. 
Mr. Crouse: Mr. Chairman, apropos of that question, there is a note 


ease of two other provinces, relating to similar assistance in earlier years, 
as not yet been paid. Would you also give us the names of those two 
rovinces? 

Mr. Miuuar: The first item involves Nova Scotia in November, 1958, 
uring the second emergency at Springhill and amounted to $17,070.30. Item 2, 
September, 1960 involved Shelburne forest fires and amounted to $60,102.30. 
Item B involved Prince Edward Island in August, 1960 and was in respect 
f forest fires and amounted to $43,014.10. Item C is in respect of Newfound- 
md, occurring in the summer of 1961, in respect of forest fires involving an 
mount of $66,149.36. Item No. 2 occurred in the summer of 1961 in respect 
f forest fires and involved an amount of $344,245.97. 

Mr. Hates: Why would your department omit to have one of these agree- 
lents signed, and why was the claim not submitted until 1963, two years later? 
_ Mr. ArmstRoNG: There were two agreements here that were not signed. 
One involved Prince Edward Island in August of 1960, and the other involved 
assistance in respect of forest fires in Newfoundland in the summer of 1961. 
| In the first case involving Prince Edward Island, we did receive a telegram 
het: om the appropriate provincial authorities asking us to provide assistance. 
| When the agreement was subsequently put to them they declined to sign it. 
In the case of Newfoundland, the government was asked to provide 
sistance but the agreement when it was put forward was not signed. 
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Mr. Hautes: Why was the claim not submitted until two years later? yy 
Mr. ArmstTrRoONG: I think there were one or two reasons in this regard. As 
I recall it, in that particular situation one of the helicopters being used was 
destroyed in the course of rendering the assistance requested. We did take 
some time considering the appropriate policy to be applied in this respect. 
finally came to the conclusion that the best arrangement would be to charge, 
for an aircraft of this kind, and include in the flying hour charge an element 
against attrition, so that a province would not be billed for the total cost 
of an aircraft that happened to have an accident and destroyed in a particular 
situation in which it was involved. That consideration took a considerable | 
period of time, but eventually bills were submitted in 1963. 
Mr. Hates: The $410,000 includes the cost of the helicopter; is that right? 
Mr. ARMSTRONG: That figure does not include the cost of the helicopter 
but includes in the cost a factor for attrition. : 
Mr. HaAuLes: This case happens to be one for which you did not have a 
signed agreement; is that right? 
Mr. ARMSTRONG: We do not have a signed agreement in that regard, no. 
Mr. HALES: You are not now in a position to claim that money without 
a signed agreement; is that right? 
Mr. ArmstTRONG: I do not think it necessarily follows that we are in nd 
position to claim the money because we were requested to provide the as 
sistance. 
Mr. Hates: If we take a legal point of view and you cannot produce a 
signed agreement you will not be able to collect the money; is that right? 
Mr. ARMSTRONG: This, of course, would be something one would have to 
decide by recourse to law, but I feel that would not be the case. 
Mr. HALEs: The amount involved is quite sizeable. Does this type of thing > 
happen very often, whereby federal government accounts are not pa by 
provincial governments? 
Mr. ARMSTRONG: These are the cases listed and the only ones outstanding. 
We have not been successful in collecting them but have referred them to 
the treasury board for direction. 
The VICE-CHAIRMAN: Mr. Hales, this appears to be a delinquent account 
because an official request has been made to the appropriate authorities. 
Mr. HaLes: The department does not have a signed agreement in this 
regard. 
The VIcE-CHAIRMAN: The department does not have a signed agreement, 
but if a request is made by a responsible person such as the premier of & 
province, to the Prime Minister of Canada, I would assume that would ye 
equivalent to a signed agreement. Are there any further questions in respect» 
of paragraph 67? 
Mr. WINcH: Just one. Although I never have understood this I am most 
intrigued by it. Is there a definite policy established whereby in the event of 
necessity a province asks the assistance of the federal authorities and the use 
of armed forces, as was the case in respect of a forest fire that happened thre 4 
or four months ago in Port Alberni, the province is charged for the use Ol | 
those armed forces? it 
Mr. ARMSTRONG: We have a definite procedure and all the provinces 
understand it. The charges that are made in these cases represent, in effe ; 
the out of pocket costs. We do not charge, for example, the regular pay and 
allowances that we would be paying in any case. But, if it involves the use 
of equipment, gasoline, oil, materials and so on, or paying extra allowances 
of one sort or another, we charge the province for it. 
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Ma Mr. WINCH: Would that apply in the case of Port Alberni? I am referring 
to the wave caused by the earthquake, at which time you had to move in a 
battalion of engineers from Chilliwack to Port Alberni. 


Mr. ARMSTRONG: Yes. They will be charged for that. There is no question 
but that they would be charged but, offhand I do not know the details of it. 


. The VIcE-CHAIRMAN: If there are no further questions we will move to 
| paragraph 68, pension awards effective at early age. 


68. Pension awards effective at early age. For some years it has 
been observed that servicemen are being retired with immediate an- 
nuities at early ages—in some cases under 30. In such cases the amounts 
of the annuities are small due to the short periods of service, but the 
potential cost is substantial because of the long expectancy of life. In 
the year under review, 201 servicemen aged 40 and under were retired 
with immediate annuities. 


The Public Service Superannuation Act provides for deferred an- 
nuities payable at age 60 where persons retire prior to the specified 
minimum retirement age—except in cases of disability, when im- 
mediate pensions are awarded. The department has been conducting a 
general review of benefits payable under the Canadian Forces Super- 
annuation Act and has been considering the advisability of introducing 

PS deferred pensions similar to those provided for under the Public Service 
Superannuation Act. 


The VicE-CHAIRMAN: Would you care to comment on this paragraph, 
| Mr. Henderson? 
lg Mr. HenperRsoN: I drew this situation to the attention of the house on 
‘previous occasions in my reports. 
‘In 1962, the royal commission on government organization referred to it. 
| As you will see from the note, the Public Service Superannuation Act provides 
i for deferred annuities payable at age 60 where persons retire prior to the 
specified minimum retirement age, except in cases of disability, when immediate 
; ‘pensions are awarded. 
The Department of National Defence, as I understand it, has been con- 
ducting a general review of the benefits payable under the Canadian Forces 
| Superannuation Act and has been considering the advisability of introducing 
| deferred pensions similar to those provided for under the Public Service 
Superannuation Act. 
Perhaps Mr. Armstrong is in a position to bring the committee up to 
date on this matter. 
; Mr. ARMSTRONG: Mr. Chairman, we have been reviewing the existing pro- 
| visions of the Pension Act, including the question of whether or not we could 
|) provide a deferred annuity. So far in this review we have developed a 
couple of possible alternative plans which would enable us to do this; but, 
‘the cost of these plans would be more than the cost of the existing plan. 
In the one case, where we examined the possibility of providing a deferred 
| annuity which would become payable at the normal retirement age of the 
- person or man concerned, the cost, I think was about 3 per cent higher than 
the present cost, looking at it on the basis of a deferred annuity that would 
| _ be payable at age 60, which is the same age as the superannuation act, and the 
. cost, I think, went up about 14 per cent. Now, we are continuing this examina- 
, tion. We feel that the present cost of the pensions, which run in total about 
| 20.4 per cent based on the last actuarial report to which the individual service- 
/Man contributes 6 per cent, is high enough and we are attempting to find 
solutions if, in fact, we can, which will hold the cost at the present level. 
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(Translation) 
The VIcE-CHAIRMAN: Mr. Berger. 


Mr. Bercer: Mr. Armstrong, in view of the quite radical changes conten 1- 
plated by the present government and the minister and associate minister oO 
National Defence, for the integration of the three services will not section 68 
—allocation of pensions—include perhaps rather radical changes which ~ 
might be useless to study thoroughly at the present time in view of the 
procedures now under way? In order to be more precise, do you contemplate 
more complicated problems than those you have had until this moment? In 
my humble opinion, there seems to be nothing wrong with this section, but 
I am wondering if we should study it in relation to the proposed legislation 
which seems to deal with the three services, or shall we proceed from the 
armed forces and the pensions which are extended to a fairly late age? In 
your opinion, should this matter be studied more thoroughly, or do yor 
think that radical changes will be proposed? 


(Text) 


Mr. ARMSTRONG: I do not think the steps that are being taken now toward 
integration in themselves would affect the basic considerations in the pension 
plan. As has been indicated, there will be some retirements on account of 
reductions in establishments. Of course, those men will be retired under the 
existing provisions of the Pension Act. There has been one amendment made 
to those provisions, which you dealt with in the house the other day, which 
removed a penalty that applied to men with fewer than 20 years service. The 
general principle has been followed in dealing with pension acts in the past, 
that by and large new provisions would not apply to the people who are under 
the existing pension plan in any event. 


Mr. BerGcer: I thank you for your answer. I have some problems i 
my own constituency which I very gladly will submit to you personally wis n 
the time comes. 

The VICE-CHAIRMAN: If there are no further questions in respect of 
paragraph 68 we will proceed to paragraph 70, overlapping of pension benefits. 

Mr. HENDERSON: There is paragraph 69, discretionary awards of service 
pensions? 

The VIcE-CHAIRMAN: If you had noticed I called this paragraph twice 
and several people told me to proceed to paragraph 70. 


Mr. FRANCIS: You are a little quick on that. 
Mr. Crouse: It is not on the list. 


The VIcE-CHAIRMAN: That is right; it is not on the list. Apparently it wa 1S 
left off the list but should have been included. Perhaps Mr. Henderson would 
care to give us a comment on this. 

69. Discretionary awards of Service pensions. From the examination 
of the relative files it is apparent that, in determining pension awards, 
every possible consideration is given to the welfare of the individual 
serviceman and it is sometimes questionable whether a reasonable bal- 
ance is struck between fairness to servicemen on the one hand and 
economy of public funds on the other. The following paragraphs illustrate 
the situation. 


Two servicemen who had requested voluntary release before having 
qualified for pensions (in which event only refunds of contributi 
would have been payable) were refused. However, when the minim 
period of service required to qualify for annuities was reached the m 
were retired compulsorily. In one of these instances, where contributions 
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_ $29,900; and in the other, where contributions had amounted to $2,320, 
_ the capital value was $26,900. 

In four instances where servicemen were awarded pensions, having 
been retired compulsorily as “medically unfit”, information on file indi- 
cated that this reason was of secondary importance to others which, 
had they been assigned officially, would have resulted in substantially 
reduced annuities, with total capital values lower by more than $27,000. 


Two instances were observed where servicemen with essentially 
similar rank, service and military records were retired with materially 


unable to resolve his domestic and financial problems and was considered 
by his unit to be unemployable. As no improvement resulted after 
repeated warnings, his discharge for misconduct was recommended, with 
pension benefits having a capital value of $35,000. However, he was 
actually released ‘‘to promote economy and efficiency” on the basis of a 
decision by the service pension board and this decision established the 
man’s entitlement to an immediate annuity with a capital value of 
$53,700. In the other case, the serviceman, aged 43, regarded as an 
“administrative nuisance” because of his inability to control his personal 
finances, was awarded only a return of contributions amounting to 
$4,111. 

Under section 10(9)(c) of the Canadian Forces Superannuation 
Act ‘“‘a female contributor who resigns or is compulsorily retired from the 
‘forces by reason of her marriage shall be deemed to have retired volun- 
tarily from the forces’, and such a contributor is then entitled to a 
return of contributions only. A case was noted where an airwoman with 
ten years’ service was released in January 1962, the reason for pension 
purposes being finally determined as ‘‘to promote economy and efficiency” 
with the result that she became entitled to an immediate annuity. The 
original reason for the release had been determined by the service pension 
board as “misconduct”, in which case a reduced deferred annuity would 
have been payable—and this had the concurrence of the treasury board. 
However, the service did not agree and made representations for a more 
generous annuity, the service pension board finally deciding that the 
reason for release was “to promote economy and efficiency”, as mentioned 
above. The marital status of the airwoman changed when she married 
during the period of rehabilitation leave, yet this fact was not recognized 
in determining her final benefits, the department taking the position 
that the reason for release crystallized on the last day of service prior 
to rehabilitation leave. Consequently, instead of a return of contributions 
of $1,950, she received an immediate annuity with a capital value of 


$12,015. 


Mr. HENDERSON: oeeree 69 refers to cases which, in our opinion, repre- 


> economy of public funds on the other. Subject to your views on this par- 
sular reference to the case cited you may wish to question Mr. Armstrong 


different benefits. In one of these instances the serviceman, aged 40, was ° 
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your feelings are in this respect. Do you feel this is a correct position to take 
and are you prepared to defend this decision? ‘ 

Mr. ARMSTRONG: The law provides that a female member of the forces 
who marries and is discharged because of marriage would receive the benefits 
that are payable on voluntary retirement; in other words, she would not get a 
pension. However, the pension board, which is set up by statute, determines the 
reason for retirement. This woman was not married at the time that reason 
was determined by the pension board and consequently the law which applies 
to a woman who is married did not apply to her. The reason for her discharge 
in these particular circumstances, as cited by the pension board, I think was to 
promote economy and efficiency under the law, and retirement on that ground 
results in a pension. I think I would agree with you, Dr. Francis, that in these 
particular circumstances it hardly seems to be in the spirit of the law as 
written in respect of married women, but this was the law. 


Mr. FRANcIs: I appreciate that, but I wonder as a matter of policy whether 
the pension board could make a decision, say, at the end of rehabilitation leave, 
or make its decision effective at such a time in an effort to prevent what has 
been a circumvention. 

Mr. ArmstRONG: I do not think as a general policy that this would be 
good, because it is better to determine the pension arrangement before a 
person actually is dependant on the pension; in other words, before the end 
of the rehabilitation leave. In a case of this kind, obviously, I think one could 
deal with it by amending the law. 

The VIcE-CHAIRMAN: Are there any further questions on paragraph 69? 

Mr. CRouSE: May I have a little further explanation of this statement at 
the bottom of page 40: 

However, he was actually released ‘to promote economy and efficiency’ 
on the basis of a decision by the service pension board and this deci- 
sion established the man’s entitlement to an immediate annuity with 
a capital value of $53,700. 

I must confess that I am not entirely familiar with that term “immediate 
annuity with a capital value’. Would you explain that? 

Mr. HENDERSON: That is what the pension was calculated to cost over the 
expected life of the man, based on actuarial tables. 

Mr. CrRousE: That is a payment of how much a year? 


Mr. HENDERSON: I do not know how much the pension is per annum. It 
would be in the order of $2,000 or $2,400. 


Mr. Crouse: He served for how many years? 


Mr. HENDERSON: He was age 40, so he would have a life expectancy of 
30 or 35 years. 


Mr. Crouse: But how many years had he served? 
Mr. HENDERSON: His pension would be based on that. I do not see it here. 
Mr. ARMSTRONG: I think in this case he had 18 years service, if I have the 


right case. : 
Mr. SouTHAM: In this paragraph there is the statement: : 
Two instances were observed where servicemen with essentially simil r 

rank, service and military records were retired with materially dif- 
ferent benefits. i 

This is the one Mr. Crouse mentioned. One was awarded a pension having 

a capital value of $35,000 and the other was awarded a return of contribu- 
tions amounting to $4,111. I would like to ask Mr. Henderson why there wa 
such a variation in the benefits when the two had essentially the sa 
service? 
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Mr. HENDERSON: I show these two cases to illustrate the point of the 


% paragraph. In the first case you have the serviceman aged 40 who was con- 


sidered by his unit to be unemployable, and his discharge for misconduct 
‘was recommended. However, actually he was released to promote economy 
and efficiency on the basis of a decision by the service pension board and, as 
you see, this decision established the man’s entitlement to an immediate 
annuity with a capital value of $53,700. 


Mr. Ryan: We should find out who is responsible for that. 


Mr. HENDERSON: In the other case the serviceman aged 43, regarded as 
an administrative nuisance because of his inability to control his personal 
finances, was awarded only a return of contributions amounting to $4,111... 


Mr. ARMSTRONG: I have a very brief report which might help to clarify 
the thinking on these two cases. In the first case where a pension was award- 
ed—I think this will help to explain the reasoning of the pension board—the 
individual was a well qualified tradesman. He was living in a common-law 
wife relationship and was faced with a court order of $200 a month for the 
support of his legal wife and two children. He owed $1,500 on a car, and was 
in arrears on his rent. While he was a good tradesman, in view of his domestic 
and financial entanglements, he could only be employed in Ottawa. This 

‘restriction was not acceptable to his service, and it was decided, consequently, 
that he should not be offered a re-engagement. On the expiration of his en- 
gagement he was released. At that time he had completed 18 years and 265 
days service. He did not request his release and did not refuse to re-engage. 

In the light of those circumstances, the pension board concluded the 
retirement was compulsory and, while the circumstances made it desirable 
that the man should be released, those circumstances did not amount to in- 
efficiency or misconduct, and accordingly, they determined that the reason for 
retirement was for the purpose of promoting economy and efficiency in the 

services. That was the reason for his retirement on which his pension was 


based. 


In the other case, the man formally applied for release. His reason was that 


owing to his medical category he could not be promoted and that he had 


financial problems which he could not solve in the service. The files of his 
record indicated that his service was satisfactory and that his financial problems 
did not interfere with the performance of his duties, although his poor finan- 
cial situation did cause him to be somewhat of an administrative nuisance to 
his unit. 

This man had 20 years and 225 days service, and was 43 years of age. The 
factual situation was that since he had requested his release, the release was 
voluntary, and the service pension board had no alternative but to determine 
that the fact of his release was voluntary and in that case he was not awarded 
a pension but received a return of contributions. 


The VicE-CHAIRMAN: Are there any further questions? 

Mr. RvYAn: If this latter man had misconducted himself, then I take it he 
would have been able to get a pension of around $35,000 in capital value, or 
$53,700 in capital value; that is all he had to do. Is this so in the services? 

Mr. Armstronc: If he is discharged for misconduct, he does not have an 
entitlement to pension. 

Mr. Ryan: But if he has enough influence, apparently he can have it de- 
scribed in another way. 

Mr. ArmstTRONG: We have a pension board established by statute that is 
there for the purpose of going through all the circumstances that apply to re- 


_ lease, and to establish the reason for release; that is their function. I suppose 
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it is conceivable that a man who is determined to do so could so conduct him 
that he might be released and obtain a pension. I do not say that this is 
possible. iy! 

But the presence of the pension board and the review system is to make 
an effort to establish appropriate reasons for release. That is the method whicl h 
is established by the law in order to do this. 

The VICE-CHAIRMAN: Now, Mr. Berger. 

Mr. Ryan: These facts are too bold, in your opinion? 

Mr. ARMSTRONG: I have given you the facts as the pension board saw 
them. The two cases were different. In one case the man in fact requested 
to be released. ; 

The VicE-CHAIRMAN: Now, Mr. Berger. 


oa 
i, 


(Translation) : 

Mr. Bercer: Mr. Chairman, I wish to congratulate the Auditor General, 
Mr. Henderson, and Mr. Armstrong, for the complete reports they present 
us; however, I am slightly worried, but not unduly, when I see all the 
precautions that are taken to examine a problem such as the one we had a 
while ago and which seem incompatible with the numerous problems which 
are brought to me by the veterans of my riding who, in my opinion, are honest 
people and would be entitled to receive a pension, but do not get any. That 
is what worries me; I would like my question to be in order, but I would like 
to know if the department intends to examine those matters. Perhaps some 
have received too much in comparison with those who would be entitled to 
receive something. This question may not be relevant to the business of the 
committee, but is the government contemplating a complete revision of the 
pensions system so that those who, in my opinion, are entitled to draw a 
pension could obtain at least some degree of justice. I have constituents who 
would be satisfied with part of the capitalized values of $35,000 and $15,000, 
but do not receive anything; some veterans in my riding face similar problems, 
which are sometimes studied. That is what worries me. Some people, in spite 
of their misconduct and their inefficiency, receive higher amounts than those 
to which they would be entitled normally; I do not say that the administration 
could be improved, but at least those cases could be examined. Is the depart- 
ment contemplating a new study of the whole system of pensions, including 
the problems which face us at present and those which I will humbly submit. 

Mr. ArmstRoNG: As part of the study to which I referred earlier, one of 
the directives given to the group that made the study was to endeavour to 
achieve a system under which the entitlements to pensions were specific, and 
we could eliminate, if this were possible, the considerations of the pension 
board. They are specific now in many cases. If a man is retired on account 
of age, this is perfectly clear. If he is retired because of medical grounds, this 
is clear. But there are those cases where the man is retired for inefficiency 
or in order to promote economy and efficiency, where there are some questions 
of what is the real reason for retirement. And in such cases the pension board 
really determines after examining all the facts what that reason is. 


Mr. Brercer: I could be more precise, if you wish. 


Mr. ARMSTRONG: Under the system, with the exception of one or two cases 
such as misconduct, subject to the appropriate service and the reason for retire-_ : 
ment, the man is entitled to pension and he has a legal right to it under the 
law. “| 

Mr. BrercEer: I have two cases in my own riding right now where people 
are asking how come they were so anxious to get me in, and then when I a 
in I have to prove that I am not fit, and then they throw me out. 
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Mr. Armstrone: I do not know the individual cases, but if the people 
cerned had sufficient service, there must be a minimum of ten years’ service 
order to establish a pension. If they were discharged upon medical grounds, 


years, then no pension is payable. 
Mr. BERGER: That answers my question. The next time they come to 
q me I shall send them to the national shrine at Ste. Anne de Beaupre. 


The VicE-CHAIRMAN: If there are no more questions on paragraph 69, let 
s now turn to paragraph 70. 


70. Overlapping of pension benefits. Two members of the Royal 
Canadian Mounted Police retired on pension in 1952 and were engaged 
in the forces on short-service commissions. They continued to draw. their 
pensions of $1,584 and $1,347 per annum, respectively, in addition to 
their service pay and allowances. After some nine years of temporary 
service they were granted permanent commissions in the Forces where- 
upon they became contributors under the Canadian Forces Superan- 
nuation Act. They then surrendered their mounted police pensions, and 
elected to count the years of service on which these pensions were based 
(some 20 years in each case) towards their pensions from the forces 
on eventual retirement. After one further year of military service, both 
officers were retired on full pensions of $4,127 and $4,900, respectively, 
based on their combined service in the mounted police and the forces 
(35 years in one case and 32 years in the other). However, they were 
allowed to retain the annuities which had been paid to them under 
the Royal Canadian Mounted Police Superannuation Act during their 
nine years of temporary service, amounting to $15,092 and $12,048 re- 
spectively. Thus they will eventually have received two pension benefits 
for the same period of service. 

We have been informed that, in the opinion of the legal officers of 
the department, the action taken conforms to the provisions of the 
Canadian Forces Superannuation Act. If this is so, we are of the 
opinion that consideration should be given to amending the act. 


ages before us, my question to Mr. Henderson or to Mr. Armstrong is this: 
Nhy were these two mounted policeman not required to repay their first 
yensions? 

_ Mr. Armstronc: The reason they were not required is that the law does 
1ot require them to repay it. These men were under a section of the Royal 
vanadian Mounted Police Act which was amended in 1949. Before that the 
nan did contribute towards his pension. But under the Canadian Forces Super- 
mnnuation Act he has the right to elect within one year of becoming a con- 
tributor under that act, to count his service in the R.C.M.P. if he wishes to. 
They must surrender their pensions when they do this for the future. 

These men came into the navy as short service commissioned officers and 
ney were not put under the Canadian Forces Taaenesman a Ach Then they 


: render their pensions, and ‘they did Seer them from then on; and they 
paid in respect of the service in the mounted police a contribution at six per 


i of the salary they received during that period. The law does not require 


_ Mr. Crouse: I understand this from reading the account that Mr. Hender- 
nm has on page 41; but it seems like strange law to me to permit these two 


Mr. Crouse: In paragraph 70, without reading it all, because we have the 
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spectively for a period of some nine years when they served in the Canadian 
navy, and then having drawn those pensions as well as their salaries they 
thereupon apparently realized it was to their material benefit to elect for the 
pension plan of the navy, and so in fact they have become entitled now to 
two pensions for the period of the service which they rendered in the R.C.M.P. 
Would you not agree, this being the case, that here is a law which definitely 
should be amended? . 

Mr. ARMSTRONG: Yes, I would agree with you. I have made a note of it, 
and when we amend our act, certainly this will be brought to attention. I 
have had it checked, and I do not think there are any other similar cases 
which come under that section of the Royal Canadian Mounted Police Act, so 
I do not think you have any worries in respect of other cases. 

Mr. Crouse: You are telling the committee that this law will be amended 
and that we will not in the public accounts committee at some later date have 
a similar recurrence? . 

Mr. ARMSTRONG: I am telling the committee that I have taken a note of 
it and that I shall bring it to the attention of the ministers when they come 
to amend the act. 

Mr. Crouse: You are saying that there will not be any requirement for 
these men to repay this amount of money which they had received over a 
period of some nine years, in one case amounting to $15,092 and in the other 
case to $12,048? 

Mr. ARMSTRONG: I was not suggesting an amendment which would make 
these men repay at this point. After all, they made the decision having regard 
to the law as it applied at that time, and I do not think it would be reason- — 
able for us to pass a law retroactively to require them to pay this back. 

Mr. Crouse: I am thinking of the inequity that is evidenced here. If, for 
instance, someone unintentionally obtains old age assistance at 65 and then sud- 
denly, when they become 70, it is realized that their income during those five 
years in which they received old age assistance was higher than they originally _ 
declared, then the federal government, instead of paying these elderly citizens 
$75 a month, withdraws the amount owing by a deduction of $10 a mont 
until such payment is returned to the federal treasury. This is what we do to 
our senior citizens. This looks like very special treatment. 


Mr. ARMSTRONG: The point I was making is that these men have bee 
dealt with in accordance with the law applied at the time the decision wa 
made. Whether or not they would have elected to count that service at all 
had they been required to pay back $15,000, I do not know, but it would seem 
to me to be somewhat unreasonable at this point, when they made a decision — 
under the law, to attempt to change it in so far as they are concerned. 

The VICE-CHAIRMAN: Are there any further questions? 

Mr. Ryan: In this case apparently they surrendered the amount of pension. 

Mr. ARMSTRONG: Yes. 


Mr. RYAN: Did they surrender it for all purposes or was this a temporary | 
suspension? | 
Mr. ARMSTRONG: For all purposes. Their pension in the future is the one i 
that is determined under the Canadian Forces Superannuation Act, including | 
the service they rendered to the R.C.M.P. a 

Mr. Ryan: Who would make the arbitrary decision that they could be 
reinstated and allowed to retain these annuities? | 


Mr. ARMSTRONG: This is not an arbitrary decision. 
Mr. Ryan: It is a compassionate one. 
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oe Mr. ARMSTRONG: The law permits them to retain their Royal Canadian 
_Mounted Police annuity when they are pensioned whether they work in the 
public service or in the armed forces. 


The VICE-CHAIRMAN: Are there any further questions? 


Mr. Henderson wishes to make a short statement before the meeting is 
adjourned. 

Mr. HENDERSON: Mr. Chairman, this brings us to the concluding points on 
which you may wish to question Mr. Armstrong, and these have to do with 
‘the non-productive payment list for 1963 which you will find at page 148, 
appendix I, in this report. Here you will find listed some 37 cases of non-pro- 
ductive payments, and the ones which relate to the Department of National 
Defence, primarily those relating to Defence Construction Limited which we 
“were discussing this morning, total altogether six in number, Nos. 2, 8, 9, 10, 

11 and 12, as follows: 


2. CONSTRUCTION OF AMMUNITION LIGHTERS. In September 1953 a ship- 
| building concern was awarded a firm price contract by the Depart- 
ment of Defence Production, for the construction of two ammunition 
lighters for the Navy. At the time tenders were called the estimated 
period of construction was to be nine months. However, the actual 
| time required was 37 months due largely to delays beyond the con- 
| trol of the contractor inasmuch as specifications were inadequate, the 
design was not firm and components to be incorporated into the 
vessels were not delivered on time. In the year under review, the 
shipbuilding firm was paid $68,925 in settlement of its claim for 
additional costs attributable to the delays. 
An almost identical situation arose in connection with a contract for 
construction of another ammunition lighter, awarded by the depart- 
ment to another shipbuilding firm also in September 1953. In this case 
the actual period of construction was 42 months, the prolongation of 
the contract being in large measure attributable to delays in the 
is approval of drawings and in the delivery of machinery and equip- 
3 ment and associated drawings under a contract placed independently 
by the department. The shipbuilding firm claimed for additional costs 
1 occasioned by the delays and, during the year under review, was paid 
$12,817 in settlement of its claim. 
a We are informed by the department that the circumstances giving 
| rise to these payments in 1962-63 occurred in 1953 when the de- | 
i partment was struggling to achieve sufficient organizational strength 
; to compete with the tremendous procurement demands being made 
upon it by the tide of events flowing from the Korean war. 


| 8. CONSTRUCTION OF JETTY SERVICES, SEAWARD DEFENCE BASE, HALIFAX. 
A contract for steam, water, air, electrical and telephone lines at 
Rs the Royal Canadian Navy seaward base was awarded in May 1959 
H by Defence Construction (1951) Limited in the amount of $120,200. 
| After commencement of the work and when progress was gaining 
| momentum, the navy advised that major changes must be made to 
the design. The time lost while new drawings were prepared and 
while the materials and equipment called for by the modified design 
were being procured forced the contractor into winter operations 
and, as a result, the contractor claimed for additional costs of $21,522. 
| ha The crown accepted responsibility for five months delay and made 
settlement in the amount of $12,985 in May 1962. 

9. ROADWORK AND LANDSCAPING, CAMP PETAWAWA, ONT. In April 1956 
a contract in the amount of $1,572,112 was awarded by Defence Con- 
=! struction (1951) Limited for road work, landscaping, sewers and 
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watermains at Camp Petawawa. This work was being Serbieta ov 
during a period of major activity in the Canadian Army home statior 
development program and at the time there were 19 separate con- 
tracts in progress on the site. The projects were scheduled in suck a 
way that there would be a minimum of interference and interruptio 
in the work being carried out by the individual contractors. However, 
delays in the delivery of steel and other building materials, a short. 
age of electrical power, delays by the crown in removing temporary, 
army buildings together with changes in the design and specification: 
caused the over-all project to fall behind schedule. The contractor 
for the roadwork, landscaping, sewers and watermains was thus 
prevented from proceeding with the construction schedule as tendered 
and additional costs for rented equipment, standby time and repel 
to damaged landscaping were incurred. 
The contractor claimed for the additional costs occasioned by th 
above-mentioned delays and was paid $36,604 in December 1962. 


EXTENSION OF WATER AND SEWERAGE FACILITIES, GREENWOOD, N.S. 
April 1960 Defence Construction (1951) Limited awarded a contract 
in the amount of $225,340 for the extension of water and sewerage 
facilities to serve 300 permanent married quarters being constructed 
under another contract at R.C.A.F. station, Greenwood. 
The construction schedule called for work to commence by May 10 
1960 and for completion of the project by August 30, 1960, but actual 
completion was not until December 1960. Because the building 
contractor, in spite of careful planning, was unable to complete the 
houses on schedule, the sewerage work was delayed 30 working da 4 
In addition, due to a delay in the availability of electrical power, 
the contractor was obliged to rent portable generators and pumping 
equipment in order to provide temporary water supply and sewer 
facilities. As a result of these delays, the contractor claimed for ths 
idle time of his equipment and the rental of additional equipment 
and overhead, and was paid $16,315 in the year under review. 


CONSTRUCTION OF FOUNDATIONS AND INSTALLATION OF SERVICES, ST. 
SYLVESTRE, QUE. In October 1961 Defence Construction (1951) 
Limited awarded a contract in the amount of $127,136 for the con- 
struction of foundations and installation of services for 25 mobile 
homes at R.C.A.F. station, St. Sylvestre. During the progress of the 
work, sub-surface water conditions, underground springs and sub- 
stantial rock excavation not originally anticipated impeded the 
progress of the contract. This, combined with the time required to 
process necessary engineering and design changes, made it impossible | 
for the contractor to meet the target completion date of December 
15, 1961. Consideration was given to deferring the work until t 
spring of 1962. However, this was rejected due to the prearranged 
program for manufacture, delivery and erection of the mobile homes 
under another contract. 


Thus the contractor was forced into a winter construction program | 
at substantially increased costs. When the ground thawed in t e 
spring it was discovered that the waterline pipe was broken in many 
places. A firm of consulting engineers employed to carry out an 
investigation to determine the cause of the failure reported that 
movement of the saturated and unstable foundation materials und 
freezing winter conditions had subjected the pipe to loads in ex 
of its structural strength. As a result of further engineering studies 
by engineers of Defence Construction (1951) Limited and the De- | 
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partment of National Defence a number of design changes were made 
which took into consideration the sub-surface conditions encountered. 
The remedial work thus occasioned involved the reopening of the 
entire system and this was carried out in the summer of 1962. 

The foregoing delays resulted in an unproductive period of approxi- 
mately five months. The costs incurred during this period, and for 
the remedial work, were established at $130,569 by Defence Con- 
struction (1951) Limited and agreed to by the department and, as 
the crown had accepted responsibility for half of such costs, the 
contractor was paid $65,284. 


12. CONSTRUCTION OF ROADS, ETC., AND WATER AND STEAM DISTRIBUTION 
SERVICES, SUMMERSIDE, P.E.I. In October 1958 a contract was awarded 
by Defence Construction (1951) Limited in an amount of $1,512,749 
for the construction of roads, drainage, grounds development, con- 
crete aprons and taxiways, and water and steam distribution services 
at the R.C.A.F. station, Summerside. 

After the commencement of work under the contract, delays were 
occasioned by changes in the plans for the work. The most serious 
delay arose in August 1959 when a change in profile of hangar aprons 
and taxiways resulted in additional quantities of sub-base material 
being required, and additional funds to provide for this were not 
made available in time to take advantage of the fall construction 
season. Although the contractor continued with the work on a reduced 
scale until September 1959 he was then obliged to suspend operations. 
In the schedule for the over-all project it was anticipated that a sub- 
stantial amount of asphalt would be laid in the fall of 1959 and the 
contractor had been instructed to move his asphalt plant to the site. 
However, because of the delay mentioned, only a limited amount of 
asphalt work could be completed. The contractor claimed for addi- 
tional costs for rental of equipment, overhead, and supervision and 
was paid $76,213 in October 1962. 

; They indicate non-productive payments totalling $288,000 collectively. I 

do not know the extent to which you might wish to question any of the individual 

ones, but if you SO wish we have documentation here and I would hope we 


Mr. CHOQUETTE: Is that the 1962 report or ii 1963 report? 
Mr. HENDERSON: The 1963 report, page 148, appendix I. 


Mr. WINCH: Without going into any detail at all, I think that at least two 
these items tie in with the discussion we had this morning relative to faulty 
plans, faulty engineering and the letting of contracts on improper specifications. 
If you look at No. 2, you will see that something which should have taken nine 


m, and so on. 
Then, if you go on to the following page you will find there were faulty 
plans. As I said, without going into any details, we have here two items out 


ties in with our discussions prior to this evening’s meeting. 

6 I want to ask Mr. Armstrong if, in view of these continuing reports—we 
|| get them year after year—he does not think that there is need for a real 
“check up of the engineering section of his department. 


Mr. ARMSTRONG: I do not think one can generalize on these things as you 


= Biase were We the primary causes of the delays that resulted in the addi- 
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months, took 37 months. The specifications were inadequate, the design was not 


of five where there were faulty specifications, a faulty plan, and so on, which 
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concluded that the claim was based on delays directly or indirectly attributa 
to problems related to the delivery of machinery and electrical equipment and 
associated drawings under a contract placed independently by the department 
for the construction of the ship. 
Mr. Crouse: May I interject at this point? Were not specifications sent 
out to these contractors prior to the biddings so that they would know the type 
of equipment upon which they were bidding and of necessity have that equip- 
ment available? q 
Mr. ARMSTRONG: What I am saying is that there were two contracts here, 
one contract for the production of the machinery and electrical equipment, and 
so on. Now, the shipbuilding branch of the Department of Defence Production 
did come to the conclusion in this case that the delay was occasioned by the 
problems relating to the delivery of that machinery and electrical equipment for 
which a contract was placed independently, and consequently the shipbuilder 
himself had no control over the situation. In essence the problem here is a 
problem of contract, not a problem of design. 
Mr. WincH: Are you saying that the Auditor General’s branch are making 
a misstatement under No. 2 when they say, “due largely to delays beyond the 
control of the contractor inasmuch as specifications were inadequate, the 
design was not firm”? Are you saying that is not a correct statement? 
Mr. ARMSTRONG: I agree the delays were beyond the control of the con- 
tractor. } 
Mr. WincH: I am referring to the words, “specifications were inadequate, 
the design was not firm”. Are you saying that is a misstatement by the Auditor 
General? 
Mr. ARMSTRONG: I am saying that the primary reason for the delay was 
the separation of the contracts—and I am basing my statement on the con- 
clusions reached by the contract settlement committee—with the result that the 
prime contractor, who had the contract for the construction of the. ship, could 
not control the delivery of the machinery and other items that had to go into 
that ship. This resulted in lengthy delays and it also resulted in additional 
cost. 
Mr. CrousE: May I ask a supplementary question to Mr. Winch’s question? 
Are we in this committee to believe that, owing to delays in design, ap- 
proval of drawings and the delivery of machinery and equipment, the con- 
struction of one ammunition lighter was delayed for a period of three and 
one half years? The figure quoted here is that of 42 months. As one who comes 
from a shipbuilding area in Canada on the east coast, I find this very dif- 
ficult to believe. That is a period of time in which any piece of equipment, 
whether it be engines or generating systems or electrical equipment required 
in a barge or a lighter, should certainly be supplied. 
Mr. WINcH: In three years— 
Mr. CROUSE: and one half. 
Mr. Ryan: It sounds like the Toronto fire boats. 
Mr. Crouse: This I find very difficult to believe, Mr. Chairman. Certainly — 
there is something wrong in a department that issues plans and specifications 
when this happens. Someone should answer for an error of this kind which has_ 
cost the taxpayer an additional sum on one contract of $68,925 and, in another, 
$12,817. If this is the best that can be done by way of specifications, I submit 
that they should be thoroughly investigated in order to speed up the 
program. 
Mr. ARMSTRONG: When you say they should be thoroughly investigated, 
this, as you know by the top of the Auditor General’s comment, refers to a 
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e when both the Royal Canadian Navy and the contracting side of the 
martment of Defence Production were involved in substantial shipbuilding 
ograms as a result of the expansion that was taking place at that time. There 
“a vast difference today in the procedures that are used both on the con- 
racting side and on the planning side for these items. 


‘Translation) 
The VICE-CHAIRMAN: Mr. Choquette. 


_ Mr. CHOQUETTE: Respecting item 11, in 1961, a contract was awarded to | 
he Defence Construction Limited to the extent of $127,136. Two years later, 
; was announced that the radar station located at St-Sylvestre would be 
closed, after a contract for $127,000 had been awarded. When that contract 
wi s awarded, had it not been foreseen that the radar station at St-Sylvestre 


rould eventually be closed? } 
f...) 
a Mr. ARMSTRONG: No, sir, there was no plan to close this. This was two 


ears in advance of the closure. There was no plan at that time for closure of 
t. Sylvestre. 


(Translation) 

Mr. CHoquette: At that time, the closing of the radar station could not be 
f oreseen? Military science was not sufficiently developed, or had the higher 
nierarchy decided that the small radar stations would be closed immediately? 
(Text) 

_ Mr. ArmstrRonec: I do not know whether one attributes this to military 
‘science or not. All I can say is that in fact there was no decision to close that 
Station at that time. Hindsight is always a good thing. Whether, looking back 
now, one could come to the conclusion that perhaps a decision could have 
been made in 1962, I do not know. However, certainly it was not made at that 
ime and there was not a thought at that time, I think, of closing the station 
| 1964. 


(Translation ) 

Eo Mr. CHOQUETTE: In item 11, also, the contractor is mentioned. Who is 
hat contractor mentioned in the second paragraph of item 11? Is it Defence 

onstruction Limited, or is he one Nadeau of St-Sylvestre, county of Lot- 
biniere? 

Text) 

i . Mr. ArRMstTRONG: I do not have the contractor’s name. I am sure Mr. 

Henderson would have it there. 

rid Mr. HENDERSON: The contractor was Nadeau et Fréres. 


(Translation) 
Mr. CHOQUETTE: Nadeau et Fréres! They were the contractors? 
_ Mr. FRENETTE: That is correct. 


Mr. HENDERSON: Yes, they were the contractors. 


(Translation) 

Mr. CHOQUETTE: Then I see on the last line of section 11 that the Crown 
itted its responsibility respecting half the costs. Was this discussed exten- 
| ively, or was it not through the former minister of Defence Production who 


nded to show his magnanimity toward one of his subscribers? 
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(Text) 

Mr. Armstronc: As I mentioned earlier, contract settlements of thig? : 
are the responsibility of Defence Construction Limited not that of the Depar 
ment of National Defence. 

Mr. CHOQUETTE: You mean to say that is under the jurisdiction of the 
Department of Defence Production? as 

Mr. ARMSTRONG: The settlement is, yes. 

Mr. WincH: How about the plans and engineering? 

Mr. CHOQUETTE: If you do not mind, Mr. Winch, we will get through be 
now because it is very interesting. . 

The VicE-CHAIRMAN: First Mr. Choquette, then Mr. Rondeau, Mr. Hale 
and then you, Mr. Winch. ; 


(Translation) 
Mr. CHOQUETTE: Once more, Mr. Armstrong, how is it that in the first | 
paragraph it is said that the contract was awarded to Defence Construction v1), | 
Limited, and in the second paragraph the contractor is stated as being Nadeau wi 
et Freres? 
Mr. FRENETTE: That is not what is said there; Defence Construction sot 
awarded the contract. 
Mr. CHOQUETTE: Then Defence Construction awarded a contract to Nadeat 
et Fréres, who were the contractors. Then . 
Mr. FRENETTE: That is right; Defence Construction awarded the contraet 
to Nadeau et Fréres. 


(Text) 
Mr. HENDERSON: That is correct. 


a 


q 


(Translation) 

Mr. CHOQUETTE: Then the amount of $65,284 mentioned in the third para 
graph was paid as a supplement, apart from the sum of $127,136? Is that 
correct? 


(Text) 
Mr. HENDERSON: Yes. 
Mr. ARMSTRONG: Yes, I think that is right. 


(Translation) 
Mr. CHOoQUETTE: Have you any details concerning the agreement which 
was reached and which granted $65,284 to Nadeau et Fréres? q 


(Text) 
Mr. ARMSTRONG: I am not in a position to give you a detailed account of 
the various items that were included in that settlement. I could give you some | 
information in terms of the reasons for paying an additional amount. In the 
course of the work unforeseen soil conditions were encountered in various , 
sections of the project. The extent of those conditions was not detectable from — 
preliminary soil test data, nor was there any indication of the subsurface 
conditions on the contract drawings. In some of the areas sub-surface water | 
conditions were encountered resulting in the formation of soft silty soil ma- 
terial, underground springs with free flowing water presented further problems, © 
while in other areas substantial rock excavation was required over that which 
had been estimated. All of those unforeseen conditions both impeded the prog- 
ress of the contract and increased the cost. These are some of the rasons for | 
the resulting increased cost. I do not have that report here with me. ] 
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Na 3a 

| Mr. CHOQUETTE: The experts’ report, because it is mentioned that a com- 
mittee of experts investigated on site. Have you the report of those experts? 


(Text) 
_ Mr. Armstronc: I do not have the report. 
(Translation) 


Mr. CHOQUETTE: You do not have the report. Is it possible to obtain it 
“some way or other, or . 

; In other words, I will tell you exactly what I want, Mr. Deputy Minister; 
‘this will probably make you understand better. One ceuld not say that it is 
evident, but it may be suspected that if an amount of $65,000 was granted, 
\then the government admits its guilt respecting half the damages. There is 
jsomething strange in this, and one can suspect that it was through the former 
|Minister of Defence Production, who then was the member of Parliament for 
iLotbiniére, and also through some co-operation with the contractor Nadeau et 
Fréres, who is one of the ex-minister’s subscribers. Then, without a more de- 
tailed agreement, how can the government recognize its guilt respecting this 
‘amount of $65,000? There is something strange about this, and I would like to 
clear up this matter. 


The VicE-CHAIRMAN: Mr. Choquette, since that information is not avail- 
able at present, I wonder if Mr. Armstrong could not send it for the next 
‘meeting. 

: Mr. CHOQUETTE: Yes. 
The Vice-Cuarrman: Is this satisfactory? 


- Mr. CHOoQuETTE: Then, Mr. Deputy Minister, would it be possible to obtain, 
jat the next meeting of the Public Accounts Committee, the complete report of 
the engineers who investigated on site? Secondly, would it be possible to obtain 
‘a copy of the agreement, which produced the regulation referred to, that is, to 
the effect that the government and the contractor agreed to share equally ile 
damages which resulted from such works? Therefore, if it is possible, I would 
like to obtain the engineering report and the details of the agreement which 
‘was entered into between the government officials of that time and the con- 
tractors, Nadeau et Freres? 


(Text) 


i Mr. ARMSTRONG: I do not have that report but I should think it is possible ~ 
| to obtain it. 

4 Perhaps I could elaborate a little in the explanation I gave you regarding 
|! the unusual conditions which were found there. Because of those conditions it 
was in fact necessary to make certain design changes to meet the conditions of 
_ the subsoil surface. This resulted in the contractor having to work through the 
| winter, which, of course, involved some additional changes. 

ie After the thawing out period in the spring it was found in the course of 
| Pressure testing that the water line pipe had broken in many places. An inde- 
| pendent firm of consulting engineers, Piette, Andy, Lepinay and Bertrand. was 
employed to carry on an investigation to determine the cause of the failures. 
| Their report indicated that movement of the saturated and unstable foundation 
‘materials under freezing winter conditions had subjected the pipe to loads in 
| excess of its structural strength and the pipe was consequently broken. 
As a result of further engineering studies by the engineers of the depart- 
, Ment of construction and the department it was determined that the tolerance of 
| the design for underground surfaces could not be adapted to the unforeseen sub- 
| Surface soil conditions which existed on site. A number of design changes were 


therefore made calling for cast iron pipe on a crushed rock bedding with 
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mechanical joints in lieu of the original specified asbestos water sewer pip 
a bed of sand. That remedial work involved reopening the entire system, 
carried out during the summer of 1962 and finally was advanced sufficiently 
permit the prefabricated houses to be put on footings by the middle of August. 
That explains the rather major changes that did take place during the course of — 
the contract. F 


(Translation) 

Mr. CHOQUETTE: The government decided to pay $65,000, on the advice ¢ ofS 
the experts or upon the specific recommendation of the Minister of Defence 
Production. If it did so on the advice of the experts, would it be possible to ) 
obtain a copy of the letters or the correspondence addressed by the latter to | 
the government officials and which would show the reasons why the contractor 
shares equal responsibility with the government? Have you a copy of tha at 


correspondence? 


(Text) 
Mr. ARMSTRONG: The contract settlement was worked out by Defence Con \- 
struction Limited and not by the Department of National Defence. 
Mr. CHOQUETTE: It was not worked out by the Department of Nationa 
Defence? 
Mr. ARMSTRONG: I presume that material is in their files somewhere but: PI 
do not have it. 
Mr. CHOQUETTE: You would not have that information? 


(Translation) Z 

The VicE-CHAIRMAN: In that case, it might have to be asked on the Orders | 
of the Day. 

Mr. CHOQUETTE: The Orders of the Day of the House? 

The VICE-CHAIRMAN: Yes. 

Mr. CHOQUETTE: This is my last question, Mr. Armstrong. Can you state at 
categorically that in October 1961 it was not already contemplated to close 
the radar stations located at Parent, Edgar and St-Sylvestre? Was that question 
not already being studied in October 1961? 


(Text) 

Mr. ARMSTRONG: I am not aware of that and would have to go back an iy! 
check further to be absolutely certain. I am sure it had not been or we woul 
not obviously have done this construction. 


(Translation) 
The ViIcE-CHAIRMAN: Mr. Rondeau. 


Mr. RonpEAvu: Mr. Armstrong, in sections 8, 9, 10, 11 and 12, not to mentiil 
others, we always see the name of “Defence Construction Limited 1951”. I 
assume that it is a Crown corporation? q 


(Text) 
Mr. ARMSTRONG: Yes it is a Crown corporation. 
Mr. RonpeEauv: It is. I will now move to item No. 4. 


(Translation) : 
Section 4 states that in 1960-61 (without precise date) it was decided t to 
build a penitentiary at St-Pie, county of Bagot. 
(Text) 
Mr. HenpERSON: This is not the Department of National Defence, Mr 


Rondeau. Penitentiary construction is under the jurisdiction of the Departmen 
of Justice. a 
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~ Mr. Ronpeau: I realize that but I am permitted to ask questions in this 
gard at this time. 

Mr. HENDERSON: Indeed you are but I doubt whether Mr. Armstrong will 
able to reply. 


Translation) 

_-'The Vice-CHarirMAN: This does not fall under Mr. Armstrong’s department, 
-and he surely cannot answer that question. It falls under the Department of 
Justice. 

i Mr. Bercer: He is so able that we wish to ask him questions about every- 


ui Mr. HenpERSON: We could and will pick this subject up as we continue our 
work in respect of the 1963 report. We will pick up these paragraphs in respect 
of other departments, of which this is one, but we are now only picking up 
those which pertain to the Department of National Defence. . 
_ Mr. Ronpeau: I will defer my questions until we reach a consideration of 

those paragraphs. 

a Mr. Henperson: If I may say so, Mr. Chairman, that would be the right 
thing to do, if Mr. Rondeau does not mind. I can give him such information as 
we have in this regard but we may well have another witness at the time of 
our consideration of these paragraphs. 

The VICE-CHAIRMAN: I think we should wait until then, Mr. Rondeau. 

Mr. RonpEAv: That is fine. k 

Mr. Hates: In respect of most of the cases where the specifications were 
adequate, were late in being produced or where designs were not confirmed, 
ho prepared these specifications and designs? 

Mr. ArmMstronG: They were prepared by the Department of National 
fence. 

Mr. Hautes: They were prepared by the Department of National Defence. 
w many employees would there be in your department in the design, con- 
cuction, or whatever you call that department? 

Mr. Armstronc: Are you speaking of building construction. 

rt Mr. Hates: Yes. I am speaking of those who draw all these designs and 
specifications. 

Mr. ARMSTRONG: Yes. I think perhaps I ought to clarify this. The Depart- 
ment of National Defence is responsible for the design and specification of any 
1m that we request the Department of Defence Production or defence con- 
cuction to contract for us. Now, in building construction most of the design, 
fact, is done by contracts awarded to consulting firms. We do the basic design 
determine what we require but the detailed design is let out to contract. 
But, we in the Department of National Defence nevertheless are responsible 
for that design. 

Mr. Haues: So, these cases we run into here, where specifications were 
adequate and so on, are the responsibility of the Department of National 
lefence. 

Mr. ARMSTRONG: Yes. 

The VicE-CHAIRMAN: Or, some consulting firms? 


_ Mr. Armsrronc: Well, the responsibility for design and what we seek in 
> way of equipment and the specifications for it rest with the Department of 
ational Defence. 


644 STANDING COMMITTEE 1 a 


Mr. Hates: All right; that is what I want to establish. I wanted to esta 
where the responsibility lies for the specifications and designs, and — 
responsibility rests with your department if these are not ready in time or if 
they are wrong and incomplete. 

Mr. ARMSTRONG: Yes, I think I would agree that that is our response ty. 

Mr. Hates: All right. As you realize, this crops up very often in respect of 
these things and I just wanted to place the responsibility. I have one other 
question and then I am through. When a contract is let and there is an additional 
payment to be made and any additional payment is made by defence construc: - 
tion or defence production, who are doing the buying, do they consult your 
department by saying that they need some extra money and ask you to O. x. 
these payments? I asked this afternoon if you O.K’d these extra payments as 
deputy minister and you said no, that some other official in the departmer it 
did. Would you not agree with the committee that any amounts over and 
above the contract price—that is, any overpayment—should be O.K.’d by the 
deputy minister of the department. 

Mr. ARMSTRTONG: We have responsible men as assistant deputy ministers 
to do this job. I think you will agree with me, Mr. Hales, that if you ask a 
deputy minister to sign too many things he will not get the job as well done 
as would be the case if he had some experts who are able to do the work, are 
trained for the job, have the capability of doing it, and can handle the volume. 
There are a tremendous number of things, as you appreciate, that go on in th = 
Department of National Defence and the deputy minister just cannot see 
them all. It is not practicable. But, I would like to make the point again that the 
responsibility for settlement of a contract claim is the contracting department, 
not the Department of National Defence. 

Mr. Hautes: Well, these overpayments are such an important matter $0 
far as the taxpayer’s dollar is concerned. I think it would be the gene! al 
opinion of this committee, from what we have been told and what we have 
examined, that this is getting out of bounds and these overpayments ill 
have to be clamped down upon in some form or another, and I am just tye ng 
to establish which is the best way to do it. 

Mr. ARMSTRONG: Mr. Hales, the question of whether these types of pay- 
ments are out of bounds is a patter of judgment and a matter of standards. 
We have looked today at a number of contracts which have involved adjus t 
ments in respect of things which have gone wrong. But, we deal with 
expenditures on contracts of one kind and another in excess of $500 million 
in a year. When you look at the number of cases that are here in respect 
of the volume of the contracts, then I think there is some question whether 
or not they are out of bounds. I do not like to see these things any more th 
you do, or any more than do any of the other officers in the Department. 
National Defence. Certainly, we take all the measures of caution that we ¢ 
take to avoid these things. There are occasions when circumstances happen 
that are, in fact, quite unforeseen which you cannot avoid at all. In fact, 
there are occasions when new developments arise after a contract has been 
let, or after a specification has been provided where it would be uneconomical 1 
not to do something about it, even though it involves a change in that contract: 
this may be as a result of a change in information, a change in needs, 
other things. Therefore, these are not avoidable in their entirety. 

I am afraid, in a department such as ours, there will be some things 
happen which probably cannot be avoided. Many of the things which do happey 
really are not avoidable in a real sense of the word. 

Mr. Hates: As was said before, ever since I have been on the publi 
accounts committee, this has been going on and does not seem to be impro 
This is the point I am making. What is to be done to improve the situati Ls 
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We do not seem to have come to this point. At this hour in the evening it 
is too late to go into this; but our committee will have to come up with 
some pretty firm recommendation on this point. 


Mr. ARMSTRONG: I believe there are many things in this respect which 
have been improved. In the shipbuilding field the changes which have appeared 
since 1953 have resulted in real improvement in terms of the contracting 
and in terms of the method of doing business which brings us better value 
for our money. I am in a difficult position in appearing before the committee, 
because these things are complicated and take a good deal of explanation. 
However, I assure you there are improvements. 


Mr. WincH: Mr. Chairman, I was going to ask some question in respect 
of No. 12, but any questions I could ask in this regard and any answers I 
would receive I think would be almost identical to what has been going on 
all day; so, I will pass. 

Mr. CarpirF: I learn a little more by keeping quiet and listening than 
by asking questions. I have come to the conclusion that your biggest trouble 
lies in the fact that there is an overlapping in responsibility from the Depart- 
ment of National Defence to the Department of Defence Construction; there 
is no person on whom you can pin the responsibility. You shift from one 
place to another until we cannot find out who is responsible or who is not. 
That is my conclusion. However, it is the government which has to pay 
the bill. 
| A good deal of money is involved here. In five different items in the 
1962 report, I figured it up and there was an amount of $95,886 which was 
spent by way of negligence on the part of somebody. I am not blaming the 
deputy minister any more than the fact that there is some overlapping of 


responsibility; but it should be pinned down to somebody and should be 
corrected. 


(Translation) 
The VicE-CHAIRMAN: Mr. Frenette. 


Mr. FRENETTE: I would like to revert to paragraph 11 concerning the instal- 
lations at St. Sylvestre. You told us a while ago, Mr. Armstrong, that when. 
plans are designed by the Department of National Defence, they are sometimes 
prepared by the engineers of Defence Construction, and sometimes by a private 
firm. In the case of St. Sylvestre, were the plans and specifications prepared by 
the engineers of Defence Construction or by a private firm? 


(Text) 

_ Mr. ARMSTRONG: You may have misunderstood me. The plans are not pre- 
‘pared by defence construction engineers. They would let a contract to a private 
consulting firm for the preparation of the plans; they do not prepare the plans 
themselves. 

I do not think I have the information here with respect to the St. Sylvestre. 


f do not know if Mr. Henderson would have it or not. 
(Translation) 

Mr. CHOQUETTE: Could I ask, Mr. Chairman ... Were any public tenders 
called ror? 
(Text) 

Mr. ArMstTRONG: I think Mr. Henderson may have this information. I do 
Not have it here. 
__ Mr. Crouse: Shall we meet tomorrow? 
_ The VicE-CHAIRMAN: We are going to finish this tonight. We do not have 
any place to go anyway. 
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Mr. Crouse: We have: to get up and go to work in the morning. We a ¢ 
like you people. 
(Translation) 

Mr. CHOQUETTE: Would it be possible to have that contract transateaa 
Chairman, in view of the fact that I suspect a shady manoeuvre—I do not 
any punches—in the awarding of the contract to Nadeau et Fréres, for the 
building of the foundations at St. Sylvestre, two years before it was announced 
that the radar station would be closed, could I obtain leave to request prod 
tion of a copy of this contract? Is it possible to produce such documents, par. 
ticularly those which were signed by Defence Construction? y 

The VicE-CHAIRMAN: That would have to be tabled through the Orders o 
of day? 

Mr. CHOQUETTE: The Orders of the day? 

The VicE-CHAIRMAN: It must be produced if you request it through the 
Orders of the day. You may ask any question you wish of Mr. Armstrong. 

Mr. CHOQUETTE: Yes. 

The VICE-CHAIRMAN: He does not know the answers, anyway. 

Mr. CHOQUETTE: No. a 

The VICE-CHAIRMAN: This is what you will be told: have all document ts 
tabled in the Orders of the day. i 

Mr. CHOQUETTE: I trust Mr. Armstrong’s honesty and great ability. 

The VICE-CHAIRMAN: You are right. 

Mr. FRENETTE: Then, Mr. Chairman— 

The VIcE-CHAIRMAN: Yes, Mr. Frenette. 

Mr. FRENETTE: In order not to hold up any further the work of the con \- 
mittee, and if I request additional information, I can arrange with Mr. Che 
quette— 

Mr. CHOQUETTE: Certainly. : 

Mr. FRENETTE: And then we will consult one another. ‘ 

Mr. CHOQUETTE: Is it possible to obtain the number of that contract, tonight 
maybe? 4 
(Text) a 

The VicE-CHAIRMAN: Can you give him the number of the contract? | 

Mr. HENDERSON: I have the details here, Mr. Chairman. The contract 
for the construction of foundations and the installation of services for mo 
homes and two-storey units at St. Sylvestre. The contractor was Nadeau et 
Fréres Limités. The cost was a firm price one of $127,135.75, as stated in 
notes. Now, with regard to tenders, the information I have here indicates t 
as this was a classified project, tenders were invited from six Canadian fi 
considered best qualified to carry out this type of work, but only one ten 
was received, and that was a tender from Nadeau et Fréres Limités. This w 
the only firm that tendered for the work. Its tender has been carefully analyzed 
and has been considered as fair and reasonable and in keeping with the wor! 
to be undertaken. 

Mr. CHOQUETTE: Would you give us the names of the six firms? 

Mr. HENDERSON: I do not have that information here. 

The VICE-CHAIRMAN: You can get it after. 

Mr. CHOQUETTE: I can get it. Do you have the number of the contract? 

Mr. HENDERSON: The only reference I appear to have is a file number. I 


believe it may be pertinent to Defence Construction (1951) Limited. The | ba 
number is 122-7-12-S-13-24. a 


re to La Mr. sie oe 
Ne HENDERSON: This is the number of the file. Mr. ee and I believe 


- responsibility to the extent of $65,000, and I state again the suspicions I 
entertaining that there was a hidden manoeuvre in the awarding of the 


The VICE-CHAIRMAN: Now, Mr. Rondeau. 

Mr. RONDEAU: No. 

P The VICE-CHAIRMAN: Mr. Ryan? 

a Mr. RYAN: Mr. Armstrong, am I right in taking from what you said that 

the department has its own staff of architects and engineers, and that they is 

are used on most projects; but occasionally you have to bring in consultants? | i 

Mr. ARMSTRONG: I said we normally have our designs done by consultants. iis 

Mr. Ryan: Do I take it you do not have a large staff of architects and 

engineers? 

; Mr. ARMSTRONG: We have a considerable staff, I do not have the number 
here. They have to prepare the working drawings and plans before the con- 

sultant can proceed with the details. 

. Mr. Ryan: These would be the preliminary plans? 

Mr. ARMSTRONG: Yes, and of course our people do the detailed drawings on 

some projects. . 

_ Mr. Ryan: When you speak of a consultant, do you go outside to an archi- ae 

tect? But most architects employ their own engineers, and therefore you have 5 

a contract in each case with an architect as well as with the actual contractor 
who has the contract for your project. 

Mr. ArmstTRONG: Yes. 

_ The Vicr-CHarrMaN: If there are no further questions I wish to thank Mr. 

Armstrong, both in your name and mine, for having been an excellent witness. 

and for having given the committee a lot of information. 

Thank, you, ahead of time, for being on time on July 16 at 9:30 in the 

morning when we will have Mr. George Scott, the acting deputy minister of 

transport, to answer questions on the 1962 and the 1963 reports. . 

Mr. Hates: Further to what you said about Mr. Armstrong as our witness 

| t oday, I think we all realize it is a pretty tough job for him to be in and to 

have to answer for all those in his department who have made errors or mis- 

ta es, and so on. However, I would think—and I always try to put myself in 

the other fellow’s position—that tomorrow morning I would call in the heads © 

of my engineering department and say, “Gentlemen, if you get me into these ~ 

fixes next year, there will be some real trouble’’. ‘i 

. The VicE-CHAIRMAN: The meeting is adjourned. 
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D MOV BULLETIN NO 63/11 


MOVEMENT OF MOBILE TRAILER HOME 
(HOUSE TRAILER) 


1. The purpose of this bulletin is to outline the revised procedures for the 
Movement of a Mobile Trailer Home (House Trailer). Manual of Movement 
301.31 is cancelled. The procedure in this bulletin is effective 1 Oct 63. 


2. Definition—The term Mobile Trailer Home (house trailer) includes al 
types of mobile dwellings constructed for use as a residence and designed to be 
moved overland. They may be self-propelled or movable by towing. Baggage, 
utility, camping or farm trailers are not considered as mobile trailer homes or 
house trailers within the meaning of this Order. 


3. Application—This Order applies to members who are bona fide residents 
of a mobile trailer home and the benefits prescribed herein shall be applicable 
only to the move of a mobile home within Canada or the USA. The following 
certificate is to be completed by the Serviceman before leaving his SOS-ing 
unit and shall be attached to his claim for reimbursement. 


CERTIFICATE TO BE COMPLETED BY THE OWNER 
OF A MOBILE TRAILER HOME 


I certify that: 
a. I have resided permanently in mobile trailer home accom- 
modaation. for the past -2i47- 4.2cass months, 


b. such mobile trailer home is not ancillary to or maintained in 
conjunction with other permanent non-mobile accommodation. 

c. F&E for which claim for reimbursement is being made does 
not include any items NOT admissible such as in the list given 
me or exterior items acquired as a result of residence in a 
mobile trailer home but not essentially furniture and effects. 


(Date) (Signature of service member) 


Orel) 6a. "a Se, “ee! feo, 06.6 eet re Pee (nr. 0 50 ice 0, fe" 6! 0 6 me boleh er ase; (e '6:)6) 0 anne 


Note: A list of non-admissible items is to be reproduced locally and gives 
to the claimant. 


4, DND 522—An Order for Carriage or Storage of Furniture and Effect: S 
(DND 522) will NOT be issued for the movement of a mobile trailer home. 


5. When a member tows his own mobile trailer home with his private 
motor car or truck, or drives it, if self-propelled, reimbursement shall not 
made for the F&E carried therein. Reimbursement may, however, be made for 
that portion moved under para 6 b. of this order. 


ie 
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_ . 6. Subject to QR(Army) 209.84(2), a member who owns and occupies a 
1obile trailer home and who is authorized to move his F&E to his new place 
of duty shall be reimbursed for: 


- a. the actual amount paid for moving the vehicle and contents by 
commercial road tow or rail and 


b. the actual amount paid for moving that part of his F&E by com- 
mercial road or rail carrier which cannot be carried in the mobile 
trailer home due to weight or space limitations. 


“3 c. packing and unpacking, not in excess of the CWA rate (for the 
me weight packed), when it is certified by the CO of the SOS-ing unit 
(or an officer delegated to make such examination) that these ser- 
ts vices were necessary for the preparing and securing of those items 
which require protection during the movement. Claims for reim- 
bursement shall include the following certification: 


CERTIFICATE OF NECESSITY FOR PACKING/UNPACKING SERVICES 


ia I certify that packing and unpacking services performed—(name of 
* mover) 


ay, 


1S ie a a ee er Peer cea tomy eine ome oOo 


were essential for the safe movement and protection of the admissible 
contents of the mobile trailer home, property of: 


(Service No) (Rank) (Surname and Initials) (Unit) 


aps telteiheteidat fol e0le. co kelnel tel ef eral. site's) ¢! aie) a #01 6, O10, ©. eis: (6). @) 0) ORO 0761 1810) oye! 00) Rvieitetet sites) ies One geu a Sle ieee ae 


and that it contains only such items as are on the list of admissible items 
published in service regulations for the (CA(R)) and does not include 
any items that are built-in in the mobile trailer home. I estimate the 
weight of the items actually packed to be .... lbs. 


(date) 


(Signature of SOS-ing Unit CO) 


d. additional charges for provincial, state or federal road, bridge and 
n ferry tolls including any special transit permits. 


ca 
Le 
ef 


te 7. Total reimbursement under para 6 above shall not exceed the hypo- 
_ thetical cost which would have been incurred had the entire quantity of admis- 
sible F&E been shipped by the most economical means. 


8. Claims for reimbursement for interim lodging shall be limited to the 
‘number of days that a serviceman and his family are unavoidably separated 
from their mobile trailer home. Transit time for the move of the mobile trailer 
home normally shall not exceed the time allowed for travel by private motor 
car. 


9. The member shall be entitled to the benefits of QR(Army) 209.85— 
Moving Allowance. 


a 10. A member and his dependents shall be entitled to transportation and 
travelling expenses which would be applicable had they not been residents 
of a mobile trailer home. 
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11. Where an entitlement exists for storage of furniture and effets at 
public expense, F&E must be removed from the mobile trailer home and sto 
with a recognized storage company. Storage in transit charges are not allow- 
able. No authority exists for the payment at public expense of the costs of 
storage of a mobile trailer home with or without its contents. 


12. Claim for reimbursement shall be supported by: 
a. When a move is by commercial road tow— co 


(1) A copy of a haulers invoice supported by his published tariff 
or scale of rates; 
(2) The original receipt for provincial, state or federal road, bridge 
or ferry tolls including any special transit permits. Where <¢ 
receipt is not obtainable, a member’s certification of the amounts 
paid; 
(3) If the trailer is weighed separately, a weigh scale ticket showing 
the gross weight of the mobile trailer home; or 
(4) If the tractor is weighed with the trailer, a separate weigh 
scale ticket showing the gross weight of the tractor alone; — 
(5) A weigh scale ticket or other documentary evidence fro m 
the manufacturer which establishes the tare weight of the 
mobile trailer home (tare weight is shell weight which ex 
cludes the built-in furniture and other contents) ; 
(6) A paid invoice for moving that portion of F&E allowed in pa: ra 
6 b supported by a weigh scale ticket (or railway waybill); 
(7) Certificate of necessity for packing/unpacking services together 
with a detailed list of the items which required packing. 
b. When a move is by rail— 


(1) A railway freight bill showing scaling particulars; 3 
(2) A weigh scale ticket or other documentary evidence from the 
manufacturer which established the tare weight of the mobile 
trailer home (tare weight is shell weight which excludes the e 
built-in furniture and other contents); F 
(3) A paid invoice for moving that portion of F&E allowed in pa : 
6 b supported by a weigh scale ticket (or railway waybill); — 
(4) Certificate of necessity for packing/unpacking services together 
with a detailed list of the items which required packing. 


13. For the purpose. of establishing entitlement to reimbursement, t : 
hypothetical weight of F&E which could be moved at public expense sha 
consist of: 


a. the difference between the gross and tare weight of the mobile trailer 
and 


b. the actual weight of any additional F&E moved by commercial roa ad 
or rail carrier. 


14. If the contents of the mobile home, as determined DY cia ci, above, 
exceeds 3,000 Ibs., the claim is to be supported by an itemized list of the 
contents including built-in furniture. The Commanding officer of the destina- 
tion unit or an officer delegated by him, shall determine whether the individual 
items listed are admissible and consistent with the total weight claimed. Where 
the itemized list appears so large as to be unreasonable in relation to the s ize 
of the trailer, the CO of the destination unit or his delegated officer shou ld 
make such further checks as appear necessary. 


5) Fuel, solid or liquid 
(6) Fuel drums 
Patio stones, cement blocks 
Outdoor barbecues (brick, stone or cement) 
Lumber, building materials 
Empty bottles, exclusive of preserving jars 
Portable buildings, knocked down 
Porches, fences. 


b. SERVICES 

Extra pick-up and delivery 

Waiting time, delays 

Insurance | bi 

Connecting or disconnecting to public nage ive. light, heat, water, ; 

im sewer. Fe 

16. This Order shall not be interpreted as either an additional pena 
nded to assist a member in moving his mobile trailer home, which is his Nr 


Bt 


wn responsibility, or an entitlement to storage of excess F&E; to which he 
NOT be entitled were he resident in other than a mobile trailer home. | i 


(M. W. Lawrence), 
Colonel, 
Director of Movements. 
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WITNESSES: 


Minister; R. W. Goodwin, Director of Civil Aviation; H. J. Willia 
son, Chief, Technical & Policy Co-ordination, Telecommunication 
ee and W. os . Pa uer Chief Architect, ak and Mr. a 


ROGER DUHAMEL, F.R.S.C. 
Sieur S PRINTER AND CONTROLLER OF STATIONERY 
OTTAWA, 1964 


Bt STANDING COMMITTEE ON PUBLIC ACCOUNTS 


a 


a Chairman: Mr. G. W. Baldwin 


eo ae Vice-Chairman: Mr. P. Tardif 


and Messrs. 


Biaciaer. Grégoire, Prittie, 
Agee Cameron (High Park), Gray, Regan, 
f fie enna, Harkness, Rinfret, 
_ Choquette, 1Horner (Acadia), Rock, ‘ 
: San Coté (Chicoutimi), Leblanc, Rondeau, 
CRs - Crouse, Legault, Ryan, 
' Oe “8Danforth, Lessard (Saint-Henri), Smith, 
af Drouin, Loiselle, Southam, ( 
fae == Ibe, Mandziuk, Stefanson, 
Fane, McLean (Charlotte), 2Stenson 
> Fisher, McMillan, Stewart, 
fx) \Porbes, Muir (Lisgar), Tucker, 
xt § _ Francis, Nowlan, Wahn, 
-. Frenette, O’Keefe, Whelan, 
Gendron, Pigeon, Winch—50. j 
 Grafftey, Pilon, 5 
M. Slack, 


Clerk of the Committee. — 


se i - 1Replaced Mr. Ricard on Wednesdey, July 15. 
2Replaced Mr. Chaplin on Wednesday, July 15. 
8Replaced Mr. Valade on Wednesday, July 15. 


ORDER OF REFERENCE 


HOUSE OF COMMONS, 
Wednesday, July 15, 1964. 


Order,—That the names of Messrs. Horner (Acadia) Stenson and Danforth 
be substituted for those of Messrs. Ricard, Chaplin and Valade on the Standing 
Committee on Public Accounts. 

Attest. 


LEON-J. RAYMOND, 
The Clerk of the House. 
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MINUTES OF PROCEEDINGS 


THURSDAY, July 16, 1964 
(22) 


_ The Standing Committee on Public Accounts met this day at 9.40 a.m. a 
ce -Chairman, Mr. Paul Tardif, presided. 


_ Members present: Messrs. Berger, Cameron (High Park), Cardiff, Crouse, 
Fane, Francis, Frenette, Hales, Leblanc, Legault, McLean (Charlotte), McMillan, 
O'Keefe, Nowlan, Pilon, Stefancon, Stenson. Stewart, Tardif, Tucker, Wahn, 
Winch (22). 


In attendance: Mr. A. M. Henderson, Auditor General of Canada; and er 
From the Department of Transport: Messrs. G. A. Scott, Acting Deputy Minister, if 


. W. Goodwin, Director of Civil Aviation, H. J. Williamson, Chief, Technical ae 
Policy Coordination, Telecommunications Branch, and W. A. Ramsay, Chief Kei 
rehitect, Air; and Messrs. Smith, Hayes and Laroche of the Auditor General’s a 


The Committee resumed its consideration of the 1962 carryover items and. : ca 
the 1963 Report of the Auditor General. ie 
= 


4 The Vice-Chairman introduced Mr. Scott, who in turn, introduced Messrs, : 
Ramsay, Goodwin and Williamson of his Department. 


Paragraph 100, 101 and sub-paragraphs 20, 21 and 22 of paragraph 115. ee 
of the 1962 Report, and paragraph 84 and 85 of the 1963 Report, relating to the Bs 
Department of Transport, were reviewed by Mr. Henderson. ; 


Mr. Scott was examined, assisted by Messrs. Ramsay, Goodwin and Wil- 
liamson. 


_ The examination of the witnesses still continuing, at 10.50 a.m., the Com- 
mittee adjourned until 3.30 p.m. this afternoon. 


AFTERNOON SITTING 
(23) 


‘The Committee resumed at 3.40 p.m. The Vice-Chairman Mr. Paul Tardif, 


presided. 
_ Members present: Messrs, Berger, Cameron (High Park), Cardiff, Crouse, 
Danforth, Fane, Frenette, Hales, Harkness, Leblanc, Legault, Lessard (Saint- 
denri), Meter (Charlotte), O'Keefe, Nowlan, Ryan, Stefanson, Stenson, 
Ta: gait, Tucker, Whelan, Winch (22). 4 


_In attendance: Same as at morning sitting. 
; ‘The Committee resumed consideration of the 1963 Report of the Auditor Ea as 
rer neral. anda 
, On paragraph 86, Montreal International Airport construction costs, Mr. 
nderson commented briefly. Mr. Ramsay was then examined and explained 
e design changes. 
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The Vice-Chairman tabled a report from the Minister of Finance on the 
Exchange Fund Account, which will be considered at the next sitting on 
Tuesday, July 21; copies of this report were distributed to members of the 
Committee. 


On paragraph 87, Catering contract, Montreal International Airport, Mr. 
Henderson commented briefly, and was examined thereon, assisted by Mr. 
Smith. : 


Messrs. Scott, Ramsay and Goodwin were examined and supplied additiona i 
information. j 


Mr. Winch suggested that the steering subcommittee consider whether the 
Minister of Transport of that day should be requested to appear before the 
Committee. The Vice-Chairman advised that the suggestion of Mr. Winch 
would be considered by the steering subcommittee. bY 


On paragraph 98, Non-productive payments, relating to the Departmen | 
of Transport, Mr. Henderson commented on these payments and was examined 
thereon, together with Mr. Scott. 4 


At 5.15 p.m., the Committee adjourned until 9.30 a.m. on Tuesday, July 21 | 
1964. : 


The questioning of the witnesses from the Department of Transport bein 
concluded, the Vice-Chairman thanked them for the information supplied t 
the Committee. 


M. Slack, 
Clerk of the Committee. 


Note—The evidence, adduced in French and translated into English» 
printed in this issue, was recorded by an electronic recording apparatus, pur 
suant to a recommendation contained in the Seventh Report of the Special 
Committee on Procedure and Organization, presented and concurred in, on 
May 20, 1964. 


EVIDENCE 


EE THURSDAY, July 16, 1964 
_ (Text) 
Re The Vice-CHAIRMAN: Gentlemen, we have a quorum. Would you please 
come to order. 

li First of all, I would like to welcome Mr. Stenson, who has been appointed 
a new member on the committee. 

by Second, I would like to introduce to you Mr. Scott, the acting deputy 
“minister of transport, who is going to be the main witness this morning. 

b I would ask Mr. Scott if he would be kind enough to introduce the officials 
he brought with him in order to make his task and ours easier. 

bi Mr. G. A. Scott (Acting Deputy Minister, Department of Transport): Mr. 

‘Chairman, I would like to introduce Mr. Goodwin, director of civil aviation; 

‘Mr. Ramsay, who is the chief architect of the department, and Mr. Williamson 
from the telecommunication branch of the department. 

The Vice-CHAIRMAN: Thank you very much. 

For the information of those who are going to use the simultaneous trans- 
lation system may I say that the tables are wired but the chairs are not, so if 
you plug into the table you will know what is going on. 
ty We are going to sit until 11 o’clock this morning and then again at 3.30 
this afternoon. We will have to leave this room at 11 o’clock because the 
defence committee is sitting here. 

7 The first item on the agenda this morning is paragraph 100 of the 1962 
‘report. 

Fe I would ask Mr. Henderson at this time to make his comments in respect 
q that paragraph. 

ie Mr. A. N. HENDERSON (Auditor General of Canada): Mr. Chairman, we 
have several paragraphs left in the 1962 report before we move over to the 
1963 report. 

1 As the Chairman stated, the first paragraph is number 100, entitled route 
facility fees receivable from air lines. Now, we discussed this subject in com- - 
“mittee on June 16, and the evidence is available in the minutes of proceedings 
vat pages 146 and 147. You may recall that I told you that subsequent to this 
i ‘paragraph appearing in my 1962 report the unpaid accounts had increased to 
i $54 milion up to March 31, 1963 when 22 air lines were involved. Some months 
later the Department of Justice expressed doubts concerning the legal validity 
“of the regulation under which these fees were being assessed and in October, 
last year, the governor in council authorized the remission or return of fees 
paid or payable. 

Perhaps you may recall that in December last year the Minister of Trans- 
Bort introduced a measure, Bill No. C-117, entitled an act to amend the 
Aeronautics Act which, in part, was intended to provide authority for the 
charging of such fees. However, to date this legislation has not been dealt with 
in the House. 


| 


| graph? 
| . Mr. McMriuuan: Mr. Chairman, I would like to put this question. Are our 
fees which we have been charging comparable to those of other countries? 
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Mr. HENDERSON: Dea. Mr. Scott cuonta’ answer frend questighe 
Mr. Scort: Well, this was a particular type of fee which normally i 
applied by countries in respect of aircraft. It had to do with aircraft 
were operating across the north Atlantic and which, in fact, were ove 
Gander. But, they were using the Gander facilities other than landing. Ni 
quite some few years ago the landing fees were based on the cost of provid 
the landing facilities plus the provision of facilities for area navigation. 
course, if the aircraft does not land you do not collect and as the government 
of Canada was supplying a very expensive facility and we were not recover 
through the landing fee for the provision of these services, then this overfii 
charge was put into effect, and this was the $64 fee. { 
Mr. McMituan: Is there any corresponding fee for planes going the other 
way across the Atlantic? 
Mr. Scott: Do you mean transatlantic flights westbound? 
Mr. McMrI.uan: I mean on the European side. 
Mr. Scott: No, there is no similar fee. 
The VIcE-CHAIRMAN: Gentlemen, are there any further questions on para \- 
graph 100? 
Mr. Hates: Do you feel there is anything further which can be done ix 1 
respect of this until the necessary legislation is passed? 
Mr. HENDERSON: I would think not, Mr. Hales. The bill is coming befoil 
the house for discussion which, presumably is, as I say, to provide authority for 
charging of such fees. I have been informed by Mr. Scott that there was a re 0- 
lution put forward in parliament to introduce the bill but it has not proceeded 
any farther in the house. I understand it provides, in part, authority for the 
charging of such fees. 
Mr. Hates: Would we be able to make these fees retroactive? 


Mr. HENDERSON: I am not sufficiently familar with the proposed legislation 
Perhaps Mr. Scott would say a word in that connection. 


Mr. Scott: I do not think that would be possible, sir. 


The VicE-CHAIRMAN: We will now proceed to the next paragraph, whig q 
is number 101, which deals with expenditure incurred without treasury boai 
approval. : 

Mr. Henderson, would you care to make your comment on this paragraph 


Mr. HENDERSON: Mr. Chairman, we discussed this matter in committee on 

June 16 and the evidence is available in the minutes of proceedings at page 148 

The comment here explains how a $35,000 saving by the Department of 

Transport on sculpture planned for the lobby of the new Montreal international 

airport was subsequently expended on additional drapes and other furnishings 

not originally provided for in the original specifications. This was done without 

obtaining further treasury board approval. I was later informed by the secre- 

tary of the board that the saving should not have been used without prior 

reference to the board. However, the department felt they were entitled to d o 

this without obtaining any further treasury board approval, having achieved 

a saving in the first instance. Hence, an important principle is involved hoe 

as several of the members will recall when we discussed it on June 16. There- 

y fore, the committee might like to discuss the point with Mr. Scott. 4 

‘ Before Mr. Scott speaks I might remind you we shall be discussing the 

over-all costs of construction of the new Montreal international airport today 

with Mr. Scott under paragraph 86 in my 1963 report. 

/ The VicE-CHAIRMAN: Does the committee feel that this paragraph should be — 
left over until we discuss the construction of the Montreal international airp 

at a later time today? 4 


rex) 


f 


: 
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“Mr. WINCH: Mr. Chairman, could we have the explanation from Mr. Scott. 


approval of a program, which included the furnishings and the completion of 


should be treated differently from the items of furnishings, fixtures or drapes. 
ecause these all had been in the program we put up and we were given 
approval for that program. Therefore, within the limits of the approval given 


fact we were going to need additional fixtures and furnishings, this money 
ing available and the fact it was in the over-all approval, it appeared odd 


ve considered a general approval. Treasury board felt the item of sculpture was 


ne back to them. It was just the difference between the way the department 
nsidered it and the way treasury board looked upon it. 


The ViIcE-CHAIRMAN: As Mr. Nowlan was on treasury board at this time 

I wonder whether he would be familiar with this particular paragraph. 

Mr. Nowtan: I do not recall it, Mr. Chairman. 

le The VicE-CHAIRMAN: I presume the Chairman is not supposed to ask ques- 
tions but I am a little curious in this connection. I am wondering whether that 

| $35,000 was earmarked for this particular purpose. 


~ 


Mr. Scott: I am advised not. 

_ Mr. WincH: In a situation such as has been outlined when there is a 
lifference of opinion between the department and treasury board which has. 
‘the authority as to the opinion? 

The VICE-CHAIRMAN: I do not think this opinion actually was submitted to 

treasury board for approval. 

Mr. WincH: But treasury board said they should have obtained er 
Mr. NOWLAN: Yes, afterward. 

Mr. WINCH: Yes, I realize that, and it seems to be a bad habit ett some 


thing that is done. 
The ViIcE-CHAIRMAN: Have you a question, Mr. Hales? 


ot a figure of $35,000 for sculpture work. 


o4 15, 000, which is the approval we asked of treasury board. 


ert or sculpture? 
a Mir: Scott: I do not think we list any of the particular items that go in, 
but within our own planning within the department— 

- r. HALES: If I may interrupt, how did you arrive at the figure of $475, 000? 


Be Nir Scorn: Well, Mr. Chairman, we, in the department, felt we had secured — 


e interior of the terminal building. We did not feel that the item of sculpture 


Seat te 


rn tn SER ee a 


hen it was decided not to go ahead eal the item of sculpture, in view of the © 


o us to have to go back to treasury board to ask for additional money for addi- 4 
tional furnishings in the building when we were sitting with $35,000 under what — 


a particular item and if there was any change in respect of this we should have 


partments to tee us with a vat accompli, and then get approval of some- | 


a Mr. Hates: Mr. Scott, no doubt your department would estimate your chan 
fu nishings and so on which this $475,000 was to be made up of, so you would 
ave all the furnishings, and so on, listed. You say in this estimate there was — mai 


Mr. Scott: Subject to confirmation, I believe an estimate was made of the hae ih 
t of furnishings and fixtures that would be put in, and this would come to 


Mr. Hates: Was there an item in this estimate you prepared for $35, 000 Me Ay: 
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Mr. Scott: Because the architect made up an estimate based on what was 
to go into the building and, therefore, in their own figures in the departmen it 
they would have the item of sculpture listed. 

Mr. Haues: The architects have the item of sculpture listed. 

Mr. Scott: Yes. a 


Mr. HALES: Well then, this sculpture was singled out as $35,000 by the 
architect? D 


Mr. Scott: This is right, yes. 
Mr. HAuLEs: I thought we were just told that it was not. 


Mr. Scott: Not when it was put up to treasury board, sir. It was put un 
to treasury board on the basis of the approval of the expenditure contemplated. 


Mr. HALEes: There would appear to be a pretty fine line drawn here. 


Mr. Scott: Well, this is it; we feel, being responsible for the carrying out 
of these projects, that we should have freedom of management within the 
authority given by treasury board, and that if $475,000 was approved for fur- 
nishing the building, then we should have some leeway in here to change and 
to do certain things as best we see fit but still staying within the limits of 
approval. If you carried this to a ridiculous extreme it would mean that if we 
changed the type of chairs that we were putting in we would be required to go 
back to treasury board for approval, and this would seem a rather difficult way 
to administer a project like this. 


i 


Mr. Haues: Did you accept the architect’s suggestions in respect of 
furnishings? 4 


Mr. Scott: The department did, yes. 

Mr. Hautes: And, in that list the architect suggested a figure of $35, 000 
approximately for the sculpture? 

Mr. Scott: Yes. 

The VICE-CHAIRMAN: You are next, Mr. Wahn. 


Mr. WaAuHN: I would like to be entirely clear on this. As I understand 
from the evidence the accepted tender included $35,000 for sculpture. It 
says here: 


The accepted tender included $35,000 for a work of sculpture to be 
located in the lobby of the building. 


Mr. Scott: I am advised there was no tender called on the sculpture. 4 


Mr. WAuN: In any event, I gather from the preceeding answers, whether 
or not a tender was called, the architect listed this particular item at $35,000. 
Am I right in this assumption? 


Mr. Scott: Yes, in the estimates. 


Mr. WauN: Was there any reference whatsoever to the item of sculpture, 
not necessarily specifying the amount, in the submission to treasury board. 


Wits COLT: ayes: 


Mr. WAHN: So, there was a reference to the item of sculpture in the 
submission to treasury board but a price tag merely was not put on it? 


Mr ocorr: That is right. 


Mr. Wann: Mr. Chairman, I could see quite clearly that if the departmell 
wanted to change the colour of the drapes from blue to gold, or to red, quite 
obviously they should be allowed to do so, or if they wanted to change one | 
type of door to another type of door this is surely something in which they y 
should exercise some discretion; but, an item of sculpture is something which 
presumably lasts indefinitely, whereas drapes and other furnishings are more 
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temporary in nature. So, I think there is quite a difference between an item 
of sculpture and items of drapes and furnishings. On the other hand, two 
types of drapes are in the same category. 
7 In the Toronto airport there are many items of sculpture, paintings and 
welded objects hanging from the ceiling, some of which are attractive and 
interesting and others which may not be; nevertheless, they represent quite a 
substantial investment. I realize the amount here is $35,000, whereas in 
respect of the Toronto airport half a million dollars might have been spent. 
Is it suggested that you could delete all these paintings and sculpture in 
the Toronto airport, these murals and so on, and replace them by additional 
drapes, chairs, tables and furnishings? 
: It seems to me there must have been some discussion within the depart- 
ment in respect of treasury board’s authority before they made this decision. 
This did not concern a switch from one drape to another but a change of 
"category. I think perhaps the department decided they would run the risk 
of making the switch. This might be an unfair statement to make but it 
would appear to me that this must have been discussed by your officials in 
the department. 
The VICE-CHAIRMAN: If I understand what you mean, Mr. Wahn, you 
_ are suggesting that this type of leeway should not Roe existed in this 
Bparticular case or in similar cases. 
Mr. WAHN: Well, I think there certainly is a difference between ordinary 
items such as drapes and so on and a piece of sculpture. 
a “Mr. Scott: You must remember this was the first case. You made 
reference to art in the other terminal buildings. At that time we had no 
general policy approval whatsoever from treasury board in respect of artistic 
work and, as I say, at the time we looked upon this purely as part of the 
furnishings. At least, this was the department’s view. However, since that 
time treasury board has looked upon the art aspect separately and has given 
4 a general policy in respect of it. So, the situation today is certainly different 
nl what it was before, and it affirms what you have stated. But, this case 
in Montreal was the first. 
4 The VICE-CHAIRMAN: Would you proceed, Mr. Winch. 
: Mr. WINCH: Mr. Chairman, I have one question. Would I be correct in 
a that your idea was to drop the $35,000 in respect of sculpture and 
_ apply it to other furnishings because there was that amount unestimated in 
"respect of drapes and other furnishings and, in view of that fact, you spent the 
$35, 000? 
d Mr. Scott: No. 
fe Mr. WincH: Then, why did you need the extra $35,000 for drapes? 
Mr. Scott: It was decided not to go ahead with the sculpture. 


Mr. WINcH: Then why did you use the money on drapes and other furnish- 
ings when under the architect’s estimate he must have included the cost of 
_ drapes and furnishings. 


) Mr. Scott: I am not sure what the additional money was spent on. It 
_could have been because the cost of the other items being put in was somewhat 
More than the estimate. 

Mr. WINCH: This is exactly what I was referring to. But, a clear decision 
“was made not to go ahead with the item of sculpture and it was not on the 


basis of a saving. 


i _ The Vick-CHarirman: It is the difference in cost between ordinary furniture 
and prestige furniture. 


ts 
he 


with the sculpture we would have had to go back to treasury board for some 
_additional money in order to cover the cost of the other items of equipment. 


BAe ae pee: 
Mr. Wate 1 am | wondering why thew spent nie ae 000 which they did nc 
need for the sculpture. to Posh sagas 


The V1IcE-CHAIRMAN: It was the difference between ordinarh furniture ¢ ano 
prestige furniture. 


Mr. WINcH: Well, obviously either they put in more expensive things 0 
they underestimated what it was going to cost. 


The VIcE-CHAIRMAN: You are next, Mr. Cameron. 


Mr. CAMERON (High Park): Between Mr. Wahn’s and Mr. Winch’s ques- 
tioning and your ability to condense a large problem into a nutshell my questions 
have been pretty well answered. It would strike me, however, that they did not 
take a hard enough look at this item of $35,000. They just found this extra 
amount of $35,000 to spend and they went ahead and spent it. I do not think 
you really could have spent very much time thinking out the problem when you 
went ahead and used this $35,000 for other items when the item of sculpt re 
was cancelled. I think this would be outside the leeway which should be given 
to anyone who is furnishing a building. In my opinion, this is something 
special. I think this is a matter of not thinking the problem through to a logica i 
conclusion. 


Mr. Scort: If I might comment on this, I think if we had gone ahaa 


The decision had been taken not to go ahead with the sculpture and when v re 
found we needed the additional money to complete the furnishings we did 
so because we felt this money was included in an approved program. ~4 


Mr. CAMERON (High Park): But I think you are bypassing the issue. | It 
might have been so that you would have had to go back to treasury board. You 
might have had to do that in any event. But, in my opinion, it would have been 
much better if you had gone back and obtained their approval than to say: “ ve 
have $35,000 normally allotted for an item; as we are not going to put that it 
item in we will use that extra money to keep us within our estimate.” 


Mr. Scott: Well, there is a policy in existence now which takes care of 
this. if 

Mr. CAMERON (High Park): The general public will get the idea that as 
had $35,000 on our hands which was covered by treasury board approval » 
just went ahead and spent it and there is no control over it. ; 

The VicE-CHAIRMAN: Would you proceed, Mr. Hales. ia 


Mr. Hates: I think my question has been answered, Mr. Chairman. If] 
may sum up, it would appear that in the first place the department did get 
permission to spend $35,000 on a piece of sculpture. 


Mr. Scott: Not as a separate item. 
Mr. HAueEs: Well, the architect gave you a list of furnishings, include 


sculpture to the extent of $35,000, and you or the department accepted the 
architect’s recommendations. 


Mr. Scott: Yes. . 
Mr. Hautes: Then there was $35,000 included in his recommendations far x 
a piece of sculpture? q 
Mr. Scott: Yes. a 
Mr. HaLEs: We have established that the department then decided not to 
spend the money on sculpture so your department then took it upon itself 
to spend it for something else. I think this is where the committee feels that 


a rather dangerous precedent is being set. It is our job as members of this 
public accounts committee to see that this does not occur too often or, in f 
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e VICE-CHAIRMAN: Have you a question, Mr. Pilon? i ne 
Mr. Prton: My question has just been answered, Mr. Chairman Be 


The VicE-CHAIRMAN: Would you proceed, Mr. Nowlan. ; 
Mr. Nowian: Mr. Chairman, I was going to ask’ if the department 
roached treasury board only once for the over-all amount in respect of the © 
Iding or if, in fact, they approached it on several occasions with increased — 


Mr. Scott: Just once for the furnishings. ane 
' Mr. NowLan: But, I am referring to the over-all building, the building ariel i 
furnishings. cite 
_ Mr. Scott: Oh, there were changes in the building and other costs in 
espect of which we had to go back to treasury board. 
a . NOWLAN: You had to go back to treasury board? 
Mr. Scott: Yes. 
. NOWLAN: And, on more than one occasion. 
. . SCOTT: Yes. 
_ The Vicr-CHAIRMAN: You are next, Mr. Stewart. Bey 
- Mr. Stewart: Would it be relevant at this time to ask what the present 
pI ee sures are. How would the present procedures have applied if they had 
been in effect when this particular instance came to. the attention of the 
d Jepartment? 
The Vice-CHAIRMAN: Would you care to answer that question, Mr. Scott. 
_ I do not know whether or not your question is clear to Mr. Scott; it 
certainly is not clear to me. ; 
_ Mr. Stewart: Mr. Scott has told us that certain changes have been made Ha 
and I am asking him now what, in fact, in practice, would have been the result = 
if the present procedures had been in effect at the time this particular instance ~ 
took place. i 
Mr. Scott: Well, this definitely would have been a separate item, for 
which we would have had approval, to begin with, and it would not be included ok. 
in the other items. alee 
_ Mr. Stewart: In other words, you are telling the committee that when you _ 
went initially to treasury board you would have given them a much more 
Specific breakdown of the items being authorized by treasury board? 
Mr. Scott: Yes. There certainly would be a division between furniture 
ind drapery and things like this on the one hand and works of art, if you like, 
br the other hand. | 
_ The Vicr-CHAIRMAN: If I may, I would like to ask a question. If the treas- 
uw: y board had been requested to change the amount of $35,000 from an item 
of sculpture to drapes, or other furnishings, and they had said no, would the 
\ fontreal airport have had the sculpture, or would the $35,000 have been re- 
turned to treasury board? Bs 
Mr. Scorr: I think the practical answer must be that only part of the 
$35,000 would have been returned to the treasury board, because if you take : 
the $35,000 out of the program which was approved, we were short the funds 
to complete the inside furnishings. | } 
The VICE-CHAIRMAN: Are there any further questions on paragraph 101? 
Mr. CarpirF: Do you intend to ask for the money for this work of sculp- 
ture, or has the matter been dropped? 
Mr. Scott: It has been dropped. 
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Mr. CarpirF: You do not intend iG have it? Cn Sea” 
Mr. Scott: No. 


Mr. CarDirF: The amount of $475,000, including $35,000 for sculpture, was 
approved, and then the department decided it was not going to spend this on 
sculpture, but spend it on something else without approval. As I see it, that 
is the only point. They did not spend more money than was approved by 
treasury board, but they spent it in a different way without approval? 


Mr. Scott: Yes, sir; it was without specific approval, but as I say this was 
the first case we had had where an item of art of any type was involved and 
we considered this to be part of the interior furnishings of the building. 
When it was decided within the department not to go ahead with the scuba 
we shifted the interior decorations, and this is the result. We felt that so long a 
we kept within the over-all amount authorized by treasury board we were 
all right. ; 

Mr. WINCH: What is important is that it does not happen again. 


Mr. STENSON: Mr. Scott said that he felt they would have had to go bac c | 
for some more money. Would you have gone back for $35,000? i, 


Mr. Scott: It was less than $35,000. 
Mr. STENSON: It would have been less than $35,000. 
Mr. Scott: At that time, yes. 


Mr. STENSON: Where did the remainder of the $35,000 disappear to; did 
it go into some furnishings which probably you did not need? 


Mr. Scott: In total we spent the $475,000. 


The VICE-CHAIRMAN: We will turn now to paragraph 115 dealing with © 
non-productive payments. 


Mr. HENDERSON: We now turn to the listing, non-productive payments, 
which is paragraph 115 on page 54 in the 1962 report, which you will recognize 
is the listing we were discussing the other night. 

We might now deal with the three items on page 60, items 20, 21 and 22, 
which are the three cases involving a total of $52,140 paid out by the depart- 
ment, arising from deficiencies in plans and specifications at Kenora, a re- 
assessment of space requirements at Victoria, British Columbia air terminal 
and postponement of original installation plans at the Halifax air terminal. 


Mr. WINCH: Mr. Chairman, in view of the fact that these all appear to be 
based on what the contractors maintain were faulty plans and specifications, 
might we hear from Mr. Scott in respect of why the plans were wrong and he 
might tell us who does the drafting of them. Do you have a department which 
does this, or do you hire outside architects? 


Mr. Scott: We have architects within the department. With regard to 
standard buildings or other buildings which we need at airports, our own 
architects do this, and we have so-called general plans which can be modified 
or changed slightly for different circumstances. When it concerns a major 
terminal building, preliminary plans are drawn up by the architects of the 
department and an outside architect is brought in to further develop plans, 
working along with the architects of the department. 

Mr. WINcH: It is alleged that the plans here were faulty. 

Mr. Scott: I think the circumstances are a little different in each case. 
In respect of Kenora, item 20, this is a case where some double houses and 
some other small things were concerned. The plans, as drawn up by the depart- 
ment, showed facilities on one side of the double houses, which would be stand- 
ard, Py rise on double houses they must be duplicated on the other side. 
Tenders were called. One tenderer bid substantially lower than the other three. 


i 
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n, before the contract was signed he claimed he did not understand that 
re would have to be plumbing facilities put in both sides of the double 
es, and therefore he wanted to renegotiate. It was proposed that this might 
. at somewhat more than he had tendered, but nevertheless less than the 
cond lowest tender. 

Now, on this point the department is very careful, because obviously at 
is stage the tenders have been opened and everyone knows the bids. If you 
negotiate on a basis like this, then, of course, the other higher tenderers feel 
they have been prejudiced and are at an extreme disadvantage. When we 
oked at the tendered bids, it was obvious that the lowest tender was con- 
siderably lower than the others. Therefore, rather than negotiate, the depart- 
ment thought it would be prudent to call again for tenders; this was done. The 
result of the tender call was that a new price was obtained which was higher 
than the first very low tender, which was not accepted, but was less than the 
| second lowest tender of he first group of bids. 


Mr. WiINcH: Do I understand what seems to be an entirely extraordinary 
situation. By the way, my trade is in the construction industry. Do you mean 
that when your department sets out the plans and specification for a duplex 
i building, you show only the plumbing installation in one of the units and that 
you do not have a complete set of plans for a duplex house? 


Mr. Scorr: I understand this has been the practice. 

The Vice-CHAIRMAN: I never heard of that before. 

Mr. Waun: My question is on item 1. Is it in order to switch? 

13 The Vice-CHAIRMAN: Yes. 

| 4 Mr. Stewart: May I ask a question on this item first? 

ie The Vice-CHAIRMAN: Yes. 

| Mr. Stewart: Am I to understand that all the other tenderers understood 
‘that the facilities were to be those suitable for a double dwelling? 

| Mr. Scott: Yes, sir. 

| Mr. Stewart: It is just this one bidder who did not understand your plans? 
Wit SCOTT: Yes, Sir. 


ie Mr. HAueEs: Mr. Scott, if it is a fact that all the other contractors under- 
| we the plans and specifications included both sides of the houses, why then 
‘could you not hold the tenderer to his tender which was accepted? 


| Mr. Scott: Well, looking at the difference in the tendered bid and the 
| other three tenders, there was such a difference here that it was felt this man 
i ‘certainly had bid ed aeaclicy low and would not be able to complete the con- 
| ‘tract at that price. He, himself, was the one who wanted to renegotiate and 
escalate it into a higher price. 


| Mr. WINcH: I have a supplementary question. I think this is something 
1s hich must be in the minds of all members of the committee. What kind of 
"contractors do you deal with if they think they can put up a duplex house and 
only have the plumbing in one unit? 


Mr. Scott: We try to deal with very few like that. 
Mr. Stenson: It seems that there was a loophole here so that the people 
‘could get out of it; the plans did not specify plumbing in the other side which 


| let this fellow out. Do you not think this is a fault in your own department 
| or in the department which drew up the plans? 


\ 
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We Mr. Scott: We certainly will not allow the same thing to take place again. 


The VicE-CHAIRMAN: Was the deposit confiscated or was it returned to 


e lowest bidder who asked to be let out? 
LY 


Ly SCOTT ; 


Mr. HALES: Wize. drew the Meee plans and eyeciieatiane? . 

Mr. Scott: The architects of the department. ts 

Mr. Hates: Of the Department of Transport? 

Dir eCOTT: ORS, SIP: 

Mr. HALES: Who was responsible for that department? 

Mr. Scotr: I beg your pardon? 

Mr. Hautes: Who is chief of that department? 

Mr. Scort: My Ramsay, who is here, is our chief architect. 

Mr, HALES: Would Mr. Ramsay like to speak to this subject? 

Mr. W. A. Ramsay (Chief Architect, Air, Department of Transport): Mr 
Chairman, I do not have anything to add further to Mr. Scott’s comments; the e} 
were to Hie point. 

Mr. HALES: You agree that the plans and specifications were in such | a 
form that this original tenderer could get out of his contract? 

Mr. Ramsay: Yes, I do. The architect in charge of this work was a 
elderly gentleman. He is no longer with the department. He did not check it 
It should have been checked, but was not. ; 


Mr. HALES: As chief of the department, do you feel that he should hav ve 
checked these plans? 


Mr. Ramsay: Yes, he should have checked them. 


Mr. WaHN: May I query an item which I do not quite understand? Ir 
the first paragraph it says that the department entered into an agreement te 
supply natural gas to take effect on November 1, 1960— 


Mr. HENDERSON: May I point out that I think you are referring to an iten 


which we discussed the other evening, which had to do with the pipe line com- 


pany at Cold Lake. This is with reference to the Department of National Defence 
and not the Department of Transport. We are now dealing with the Depart 
ment of Transport an items 20, 21 and 22 on page 60. 


Mr. CAMERON (High Park): I notice a slight discrepancy between Mr 
Scott’s statement and the statement made by Mr. Ramsay. I understood Mr 
Scott to say that they prepare the plans showing the facilities on one side only 
on the assumption that any tenderer would know that you have to duplicate 
them on the other side. Mr. Ramsay, however, said that it was the arhitect’s 
fault. If it is as Mr. Scott has stated it, then I would say that the department 
was not at all at fault; they prepared he plans, sent them out, and the ma ; 
should have known that facilities had to be provided on both sides. However} ] 
understand from Mr. Ramsay that it should have been pointed out on the plan 
that the plumbing was required for the two houses, and that this had not beer : 
done. On one theory I would say the department was not to blame, and, on Mr 
Ramsay’s explanation, I would say you were to blame. 

Mr. Scott: While the plans always were drawn up in this way and mos st 
contractors understand them, the prudent thing is to have a notation right or 
there stating that this is to be in duplicate. 

The Vice-CHaArRMAN: Is it not the policy in your profession that when any: 
thing is not marked on the specifications, plans, or both, it becomes an extra 2? | 

Mr. Ramsay: Yes, indeed. 

The VicE-CHAIRMAN: If there are no further questions on paragraph 115 
we will go on to the 1963 report. 

Mr. Carpirr: After the second tender had been called, a tender was 
accepted at $141,712 and it cost $142,096. The contractor claims this is becas Ise 
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f deficiencies in the specifications. This is the second time, then, in one contract 
where there have been deficiencies. Why is this? 


Mr. Ramsay: I do not understand the question. 
The VicE-CHAIRMAN: Would you rephrase your question? 


__ Mr. Carpirr: The second time the contractor tendered for $141,712 and the 
work was completed at a figure of $142,096, and he claimed the difference is 


owing to deficiencies in the specifications. hy did this happen in the second 
ease? 


Mr. Ramsay: The difference between the tendered price and the final pay- 
“ment was owing to the fact that some additional work was added on at unit 
‘prices. This was included in the contract. 


Mr. LEGAULT: Perhaps I should direct my remarks to Mr. Winch who told 
us that this was his particular line of business in life. I think the department 
certainly made a good move in retendering because otherwise the error would 
have been much more serious had the contractor started work on the original 
‘contract. Definitely, as Mr. Winch has indicated, the specifications should have 
indicated that the plumbing was to be in the two units. Therefore, I do believe 
‘it was quite normal to readjust. However, the error was not very serious and is 
something which was corrected; Bice it could have been much more 
serious. 

The VIcE-CHAIRMAN: Mr. Francis. 
Mr. FRANCIS: I would like to speak to item 21. 


_ Mr. WIncH: Over the years, on a great many occasions, I have had to deal 
with plans in which there was a duplication, but on the actual blueprint there 
always was a notation in the specifications that there had to be a duplication. 
I take it from what Mr. Ramsay has said that this was not indicated on the 
plans or in the specifications. 
The Vice-CHAIRMAN: I think Mr. Ramsay already has told us that once. 
Mr. LeGautt: I would like to ask Mr. Winch— 


The Vice-CHAIRMAN: I do not wish to interrupt you, but you must direct 
your question to the witness. Mr. Winch is a member of the committee and 
not a witness. 


fae 


_ Mr. Lecautt: It is a very normal procedure to have these adjustments as 
you go along; I am referring to the difference between the $141,712 and the 
$142,096. That would be very normal? 


Mr. Scott: Yes. 


_ Mr. Francis: My questions have to do with item 21 in paragraph 115, in 
respect of the Victoria international airport. The firm of architects which was 
engaged to design and supervise construction apparently worked on three sets 
of plans for which they were paid $29,660. Were there any negotiations? I am 
commenting on the Auditor General’s statement: 


k At the year-end the same architects had been engaged to prepare plans 
‘ for a still more modest project. 


Was there any modification of the usual terms in the later re- engagement, 
faking into consideration the fact that already they had been paid $30,000 
and presumably might have been in possession of information concerning this 
project which might have permitted them to proceed at a rate slightly less than 
the usual rate for the third and final version. Was there any negotiation with 
tegard to a reduction in the scale of fees? 


Mr. Ramsay: When an architect is engaged to prepare plans, he has a 
tontract which pays him a proportion of his total fee for the preparation of 


study plans and sketch plans to start with. When the scheme was changed, 
: 211822 
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this proportion of the total cost was auidied and pence Bpandsh the 
spent by the staff of the architect, and the costs, and the settlement was 
on that basis, having in mind that the settlement would carry through int 
reduced fee on the succeeding work. iat 


Mr. FRANCIS: You anticipated a fee on the succeeding work which wot ld 
be less than the full scale of fees had the firm been engaged anew? 


Mr. Ramsay: Yes. 


Mr. Francis: I think it is normal that when there has been an abandon: - 
ment and further plans are prepared, it is slightly less. 


Mr. Ramsay: Yes. 


Mr. Wrncu: I think the logical question here on which we would like to 
have a definitive answer is what type of planning goes on in your department 
when you draft a set of plans and then discard them, and draft another set o: 
plans, discard them, and then have a third set of plans. What kind of original 
thinking is done in your department when a situation like this occurs? 3 

Mr. Scott: Mr. Chairman, the planning for the Victoria terminal building 
began about 1958-59. At that time there was a tremendous volume of air 
traffic moving between Vancouver and Victoria. The trend indicated that in al 
likelihood this was going to increase. Therefore, estimates were made on the 
basis that this air traffic was increasing. I believe there were flights in the order 
of 18 and 20 a day, and the load factor was very high. This is a basic factor 
which must be taken into account in your planning, because you have to consider 
how many customers you are catering to, the facilities you will provide, and 
how you will route the customers through the terminal building. If you have 
a large number, you have an entirely different problem than if you have a 
small number. 4 

At this time, the ferry services between Vancouver and Victoria were 
almost going out of business. There was no indication whatsoever of any 
change taking place in the direct Vancouver-Victoria service. There were other 
ferry operations there, but not directly into Victoria. However, when we were 
part way through the plans the service between Vancouver and the island 
did change and there was a drop in the air traffic. This immediately meant that 
if we continued with the first plan, we would substantially overbuild. A re- 
assessment was made, and this led to the second plan. The ferry service which 
was put in was an extremely good one and was very well patronized. The 
amount of air traffic dropped considerably. Over a period of two to three 
years the traffic dropped as much as 68 per cent. Therefore, it was quite 
evident, even on the second plan, that we should no go ahead on that basis 
Just because there was some sort of a commitment it would be foolish to go 
ahead, and it would be a waste of funds. The terminal building plan had to 
scaled back again and re-scheduled to handle the lesser volume of traffic. This 
basically is it. 

Mr. McLEAN (Charlotte): Well then, you saved the taxpayer quite a lot 
of money by wasting a little with the architects. 

Mr. Scott: Yes, that is correct. 


Mr. FrAnNcIs: I understand that the airport is quite a substantial distance 
away; it is at the other side of the island. ; 


Mr. Scott: Yes. 

Mr. FRANCIS: Then it does not compete with the ferry? 
Mr. Scott: It is an excellent ferry service. 

The VIcE-CHAIRMAN: Have you a question, Mr. Stenson? 


Mr. STENSoN: Yes. I would like to ask Mr. Ramsay if this was a fair | fee 
to pay to an architect when you withdraw plans in a case like this? 


: 
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_ Mr. Ramsay: Yes. This is a general arrangement not only within the gov- 
ment service but outside of the government service. 


_ Mr. HALeEs: Mr. Scott, what is the present situation? Where do we stand 
at the present time in respect of this terminal building? 


Mr. Scott: It is just about completed, sir. 


Mr. HaLeEs: I do not suppose you could give any thought to discontinuing 
entirely. We still have to have it. 


_ Mr. Scott: There is still a fair volume of traffic there. 


The VIcE-CHaIRMAN: If there are no further questions in respect of this 
paragraph we will proceed to paragraph 84 in the 1963 report, which reads: 
| 84. Radar equipment acquired but not put into service. In 1958-59, 
ts airway and airport surveillance radar systems were placed in commission 
at 15 Canadian airports in order to provide improved facilities for air 
3 traffic control. The individual installations required considerable con- 
__. struction at some airports in order to provide accommodation for the 
bs radar terminal equipment in the control towers, and related facilities. 
ae At the lakehead airport, due to the nature of the terrain, it was found 
| necessary to instal the surveillance system on a height of land about 12 
en nautical miles from the airport and to have a communication link to relay 
| the radar information from there to the airport control tower. In March 
| 1959 the Department of Transport acquired a microwave radar relay 
Re system at a cost of $182,000 to provide the necessary link between the 
| q surveillance system and the airport control tower. As space in the ter- 
| ; minal building was not available to house all the airport radar equipment, 
it was decided to construct a temporary building at the remote site to 
accommodate some of the equipment and to provide a link to the airport 
control tower by radio circuit until such time as the terminal building 
facilities were enlarged to accommodate all the radar terminal equipment. 
It was regarded as impracticable to put the microwave link into service 
1 ese until this had been done. 
hee: At March 31, 1963, four years after acquisition of the microwave 
| 4q radar relay system, it was still in storage, and the preparation of working 
t- drawings and tender documents for enlarged terminal facilities had not 
ie yet reached the final stage. It would now appear that at least five years 
1 will have elapsed between the time of acquisition of the microwave — 
system and its being put into service. Thus, equipment valued at $182,000 
and of a kind subject to rapid technological improvement will have 
remained in storage for five years because of failure to provide necessary 
equipment accommodation. 


Mr. STEWART: There is subparagraph 22 here. In connection with this para- 
graph, I would like to know why it was decided to modify the design for the 

| conditioning system. I am sure the climate did not change. What was the 

factor that led to this change in planning? 

The VicE-CHAIRMAN: Mr. Scott, would you answer that question. Perhaps 

it would be better answered by Mr. Ramsay. 


Mr. Ramsay: Mr. Chairman, the Halifax terminal building was designed 
th what is known as a split system of ventilation and heating. The ducts 
ich carry the air through the building were designed to carry either hot air 
or cooling. In the original tender call the cooling coils were not included; it 
was designed so that the cooling coils could be subsequently installed. Part way 
rough the construction of the building the department decided that in line 
th installations of air conditioning at the Montreal terminal building and the 
wa terminal building we also should instal air conditioning at Halifax. 
l€ consultants were advised to complete the plans and designs for air con- 
21182—23 
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ditioning at Halifax. But, a further study indicated that at that time it was | 
absolutely necessary and the department saved the money in respect of the 
conditioning installation. However, this represents the fee to the consultants for 
the design which was subsequently abandoned. a 
The VicE-CHAIRMAN: If ther are no further questions we will go to para 1 
graph 84 at page 52 of the 1963 report, which deals with radar equipma it 
acquired but not put into service. 
Would you make a comment in respect of this paragraph, Mr. Henderson. 

Mr. HenpERSON: Paragraph 84 in the 1963 report outlines the circumstances 
under which a microwave radar relay system costing $182,000 remained in 
storage for five years because lack of accommodation for associated faciilties at 
the lakehead airport prevented its being placed in operation. : 


Mr. McMuinutan: Has this been placed in operation yet? 


Mr. H. J. Wrt1amson (Chief, Technical and Policy Co-Ordination, Tele- 
communications Branch, Department of Transport): Mr. Chairman, in reply to 
Dr. McMillan’s question, the equipment is in the process of being installed at 
the present time. It was related to the completion of the modifications to the 
terminal building which had been delayed for various reasons, as mentioned 
in the report. 

I would like to correct what is perhaps a misinterpretation of phraseology 
in that it is not radar equipment but only the remote link, which is a microwave 
connection from the remote point to the airport which had not been used, and 
this particular equipment was purchased in anticipation of the building havi 
been completed earlier than has been the case. Also, it was to take advantage 
of a mass production price, which we were able to use, by getting one of a larga 
production of similar type of equipment which was manufactured for the 
F.A.A. in the United States. We felt there was considerable economy in pur- 
chasing the equipment at the time it was purchased because if we had boug nt 
one of a kind it would have cost us more. . 

The Vicr-CHAIRMAN: When you speak of economy, do you constes the 
cost of carying that in respect of the capital investment? After all, it is being 
carried for five years. In this case was there still an economy? 


Mr. WILLIAMSON: Yes. 

The VicE-CHAIRMAN: Was it large? 

Mr. McMinuan: Did any of the equipment become obsolete in the meantime? 

Mr. Wiuuiamson: No, sir. It is being utilized now. 

Mr. Hates: Is it usable? 

Mr. WiLu1amMson: It is being installed and is quite satisfactory. 

Mr. Haues: I do not believe it is unusual to be four years out since there 
is normally four years between the buying of the equipment and getting the 
building to put it in. 

Mr. WILLIAMSON: This is partly answered by the discussion on the previ- 
ous item in respect of the delays and changes that have to be effected in termi-— 
nal buildings and the question of when they can be implemented. But, when it | 
was bought we did not anticipate any delay in the completion of the terminal — 
building. ves 

Mr. HALES: Where have you been storing it? 

Mr. WILLIAMSON: On the site. 

Mr. HALES: Did you pay storage? 

Mr. WiLLIamMson: No, sir, not that I am aware. 


‘: 
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Mr. HALES: This was not a matter of accelerated buying in respect of the 
stimates of your department, that this money was allotted to the department 
n the estimates and you went ahead and bought it because the money had 
been allotted? 

¢ Mr. WILLIAMSON: No, sir. It was part of the regular thing, and also to take 
_ advantage of the fact there was a chance to buy at a good price because of the 

_ large F.A.A. order. But, at the same time, it was anticipated what our needs 
_ would be in the normal lead time in respect of the procurement of equipment 
because we needed the other radar equipment which was put in use, and the 

actual radar equipment was utilized by operating it without the remote facil- 

_ ity. The staff were located at a point some distance from the airport and oper- 
ated the facility on that basis during the interim. ahaa 

‘ Mr. Hates: Perhaps Mr. Scott could tell the committee why we delayed 
- four years in this building? What were the factors involved? 

he Mr. Scott: I think maybe Mr. Ramsay knows the situation better than I do. 
Iam not too familiar with the terminal building problem there. 

a Mr. Ramsay: A new terminal building had been completed in 1953 or 1954 
and just following that the air lines moved into an era of a newer type of 
_ aircraft and there was no indication whether or not this type of aircraft was 
_ going to overfly the lakehead area, and until the operation of newer type of 
_ aircraft became clarified the planning of the terminal building was deferred 
until we knew what the traffic load was going to be. 

; Mr. WauN: Mr. Chairman, I am not entirely clear in respect of the amount 
_ of $182,000. I gather there was a piece of equipment that was in use for a period 
of time. Was the cost of that $182,000? 
ie «Mr. Scorr: Yes. 
ae _ Mr. Waun: So, the actual piece of equipment that was not used at all cost 
- $182,000? 

: Mr. WILLIAMSON: Yes. 
Mr. Wann: If you had bought that as a single item at that time what would 
_ the cost of that piece of equipment have been? 


L- Mr. WILLIAMSON: Approximately twice that. 
be Mr. WAuHN: And, by ordering at that time you saved $182,000? 
Mr. WILLIAMSON: Somewhere in that neighbourhood. 
Mr. WAHN: Well, then, that purchase seemed to make sense because the 
interest on the money at 5 per cent would amount to $10,000 a year for a total 
of about $50,000 for interest charges, and you saved $180,000? 
| Mr. WILLIAMSON: Yes. 
ie Mr. Wann: And the equipment is still useful? 
a Mr. WILLIAMSON: Yes. 


H Mr. WAuHN: Then, the question is what were you using there in the mean- 
time if you did not use this piece of equipment. How did you carry on with- 
out it? 

| Mr. W1LL1amMson: As I mentioned, the mode of operation was entirely dif- 
ferent. The purpose of this particular piece of apparatus is to provide a con- 
“nection between the airport terminal and the radar equipment which is 
_Mounted on the mountain which is at the back of the cities there, and during 
the interim the staff, who normally would be controlling traffic from a point on 
the airport and performing other traffic control functions, were split so they 
_ Could put some of them at the site on the mountain, and they operated from 
there using equipment which now will be moved from the mountain as the 
-Temote control apparatus can be connected by this stored equipment to the 
equipment on the mountain. 
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Mr. WaHN: And, that will effect an economy in the future, will it? 

Mr. WILLIAMSON: Yes, from a staff point of view and general operatic ns 
It is a type which is used in standard practice across the country. 

The VICE-CHAIRMAN: Have you a question, Mr. Stenson? 


Mr. STENSON: Yes, Mr. Chairman. Did I understand Mr. Williamson a 
say that this piece of equipment is worth twice as much today as when yo 1 
purchased it? 


Mr. WILLIAMSON: No, sir. I said it would have cost us approximately twice 
the price we paid had we bought it as one, even at that time. 


The VIcE-CHAIRMAN: Does that answer your question. If so, are thel 
any further questions on this particular paragraph. If not, we will proceed 
paragraph 85 which appears on page 53 expenditure arising out of an accident t 
resulting from improper installation of air traffic control equipment. . 

85. Expenditure arising out of accident resulting from improper 
installation of air traffic control equipment. On March 26, 1962 a Trans- 
Canada Air Lines airplane, while taxiing at the Montreal international 
airport, came into contact with a precision approach radar reflecto: 
which had been recently installed close to the edge of the holding area 
beside the runway. Subsequently the airline presented a claim to th 
Department of Transport for costs of $82,552 ‘‘attributable to engine in 
gestion of temporary P.A.R. aluminum reflector and post”. Payment of 
the claim was authorized by the governor in council on an ex gratia 
basis, the charge being to the transport appropriation for “airport and 
other ground services—operation and maintenance” (vote 145). 4 

An investigation by the department revealed that the reflecto1 
giving rise to the accident had, with other reflectors, been installed at 
a distance of only 25 feet from the side of the runway instead of at the : 
distance of 50 feet recommended by the equipment manufacturer and | 
approved by departmental headquarters. Furthermore, the poles sup 
porting the reflectors had been temporarily installed with their bases 
above the prescribed height because the surface of the ground was frozen 
at the time. The accident occurred because the outboard engines of the 
aircraft involved in the accident, which were lower than the reflect 
projected about 33 feet from the side of the runway when its wheels 
were on the edge of the paved area. 


Mr. HENDERSON: This paragraph explains the circumstances under whi ck 
a claim of $82,552 had to be paid by the department as a result of an accident 
at the Montreal international airport in March 1962. q 


The VICE-CHAIRMAN: Are there any questions on this paragraph? 

Mr. Hates: Mr. Chairman, it would appear that this large sum of $82,552 
was paid out by the taxpayers of this country because of a faulty installatio 
at this airport. I do not know whether or not Mr. Scott can answer this ques 
tion but I would like to know who installed this and who would give oe 
instructions as to how and where it should be installed. 

Mr. Scott: Perhaps Mr. Goodwin would answer this question. 


Mr. R. W. Goopwin (Director of Civil Aviation, Department of Tronsceai 
Mr. Chairman, I do not know how much detail the members would like me» 
to make available to them. P 

The VicE-CHAIRMAN: As much as possible, in brief form. . 

Mr. GoopDWIn: Well, it might be well to give some background informatic or 
to indicate to the committee what the purpose of this installation was. 
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terms of ground control approach or G.C.A., had been installed by the tele- 
mmunications branch for use by air traffic control at Montreal. There were 
me deficiencies in its performance. The electronic engineers decided that a 
tem of reflectors which would provide good targets for the radar should be 
nstalled along the edges of the runway so that the radar operator bringing 
he aircraft in under instrument conditions clearly could pinpoint the extremi- 
les and design of the runway. Of course, the design of the reflectors was a 
; matter for the electronic branch. When it came to installation the plan was 
submitted by the manufacturer of the equipment and it was approved in so 
far as the distance out from the edges of the runway and the height ie the poles 
vere concerned. 

Subsequent to the approval of this plan the engineer in charge poo this 
_ plan, which was not related to any specific runway at any specific airport, 
and overlaid the plan on runway 24 left of Montreal. Now, the plan was still 
good except at the extremity of this particular runway there is a turning 
y. The plan was given to a works foreman at the airport directly by the 
mgineer in charge and the foreman was told to instal according to the plan. 
eing a good foreman he followed the engineer’s plans exactly. The main rea- 
on that this was not picked up by airport management was that there was no 
o-ordination service between the installers and the airport operators. 


Leg Mr. Hates: Mr. Goodwin, did the Department of Transport and the manu- 
facturer both agree on the plan of installation? 


Mr. Goodwin: Yes, but not related directly to that particular runway. 
Ui his was a case of approving the sighting suggestion by the manufacturer in so 
ig r as the distance out from the edge of the runway is concerned or, in other 
words, down wind from the end. That was approved in Ottawa by our airways 
people from a safety and zoning point of view. Had this been a straight runway 
this would not have happened. It was a case of following instructions to the 
etter without applying practical considerations to it on the part of a mainte- 
‘nance foreman. 


| Mr. Hautes: Did your department realize that there was this curve in the 
runway? Did they know that it existed? 


Mr. Goopwin: Oh, yes, indeed, sir. 


Vs ingly? 
Mr. Goopwin: Well, as the investigation revealed—and, there was a very 
ntensive and exhaustive investigation in this particular instance-—the people 
Bho approved the plan approved it from a zoning point of view without rela- 
lon to any specific runway. In other words, the approved plan was quite satis- 
ctory from the edges of the runway for these reflectors, which are made up 
af a hole with a disc fan on them, but when it was sent back to the Montreal 
region there was a lack of co-ordination at that point between the airport opera- 
tors and the telecommunications engineers carrying out this installation. The 
|g ain break in the chain occurred when the installation, which was a tem- 
ey one, was not co-ordinated with airport management and air traffic 


aw. at a large airport there are continual operations going on and we 

| fave not been able to account for the breakdown in the line of communication 
| 

light the pilots would have seen this pole, which is six feet above the ground 

is either a four by four or six by six, which was supplied by the manufac- 


urer. But, there was definitely a breakdown in the communications. 


Precision approach radar, which is probably more familiar to the committee 


Mr. Hautes: Well, knowing that why were instructions not given accord-— 


at this particular time. The job was finished just before dusk. Had it been day- 
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The Vice-CHaiRMAN: Gentlemen, because it is nearly five minutes to 
eleven o’clock and the defence committee wishes to use this room, may I ask 
you to return at 3.30 this afternoon, when we will take up the expenditures in 
respect of the Montreal air terminal, which should prove to be very interesting. 


AFTERNOON SITTING 
Thursday, July 16, 1964. 


The VIcE-CHAIRMAN: Gentlemen, we have a quorum. Before taking up 
clause 86 which deals with the Montreal international airport cost, I take time 
out to welcome Mr. Danforth who has been appointed a member of this com- 
mittee. I am sure he will make a valuable contribution to our work. We are 
now on paragraph 86. 

86. Montreal international airport construction costs. In 1953 pre- 
liminary planning by the Department of Transport indicated that expen= 
diture of about $6 million would be required for the construction of an 
air terminal building and a separate “finger” building at the Montreal 
international airport. The concept of a separate “finger” building was 
abandoned in the face of adverse criticism by prospective commercial 
users of the facilities, some of whom also criticized the inadequacy of 
space provided for their use. a 

In July 1954 two firms of architects were engaged to work jointly on 
the project and were instructed to have specifications for the new ter-_ 
minal building ready for tender by March 1955, considerably in advance 
of what would have been expected normally in connection with a project 
of this magnitude. The revised plans prepared by the architects differed | 
materially from those originally contemplated and the cost of the project 
was estimated at $11 million, including $1.5 million for the “fingers” 
which were now to be extensions of the terminal building itself. 

In order that the work could proceed with a minimum of delay, and 


notwithstanding the fact that final decisions had not been reached with 


for each stage. It was felt that this approach, rather than having a con- 
tract for the entire project placed with one contractor who would sub- 
contract for a number of construction stages, would enable the archi-_ 


proceeding on the previous one. It was also hoped that a saving could 
be effected through the placing of individual contracts. The contract for 
the first construction stage was authorized in August 1955; and the 
terminal building was substantially completed and opened to the public 
in December 1960. 

Total costs actually incurred in the construction of the terminal 
building and related facilities had amounted to $30,591,000 at March 
31, 1963, as follows: | 


Terminal: DULG eee creche tc sere eae $22,348,000 
Hingers ANG aeronuay es te ey ao tints 6,048,000 
Kurnishingsiete.cn teins ata lens hiaee 676,000 
Architects’ fees and expenses ........ 1,519,000 


$30,591,000 
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Reasons underlying these heavy costs, far in excess of those esti- 
mated, have been reviewed by the department with us, the principal 
reasons advanced being: 

(a) the undertaking was the first of such magnitude undertaken by the 
department and raised a number of problems which were either 
under-estimated or unforeseen in the planning stage because of the 
size and complexity of the project; 

(b) it was considered necessary to proceed with the various stages of 
the work as rapidly as possible without, in some cases, having com- 
plete plans available (a result was that prices covering much of the 
work had to be obtained through negotiation with the contractors 
already on the job, rather than through tendering); 

i - (c) construction took place during the period when the first major 

NG thinking was going into the planning of terminal buildings to be 

oy used by jet aircraft, and this was responsible for a great many 

changes in the planning as work proceeded, making advance cost 
estimates unrealistic; and 

=. (d) the architects fell behind schedule in their preparation of plans. 

i Mr. Henderson. 

bigs Mr. HENDERSON: The purpose of this note is to explain the factors which 

carried the cost of this construction from the estimate of $6 million in 1953 

to an actual outlay of over $30 million in the ensuing ten years. It must, of 

' course, be recognized that the job was the first of its type undertaken by the 

_ department. I think a discussion with Mr. Scott and his associates concerning 

_ the underlying reasons causing these heavy costs may assist the committee 

' to understand situations where the government undertakes construction work 

| of this magnitude. That is all I have to say in introducing this subject. 

: The VICE-CHAIRMAN: Are there any questions from members of the com- 

' mittee pertaining to this paragraph? 

_ (Translation) 

‘Mr, Lepianc: In French. 

The VIcE-CHAIRMAN: Mr. Leblanc. 

: We will take a few minutes off to see if the sound system is working. 

}S Mr. LEBLANC: Mr. Chairman, being from Montreal, what strikes me 

' most in this is that the works, or at least... 

The VICE-CHAIRMAN: Mr. Leblanc, one moment please. 

Mr. LEBLANC: I was saying, Mr. Chairman, that the works, or at least the 

preliminary plans, were started in 1953, and finally the airport was opened to 

the public in 1960, which means a lapse of seven years. 

At the beginning, the preliminary estimates were $6,000,000, and they 

ended by being $30,591,000. We were given all sorts of reasons. That was not 

the first airport built by the department of Transport, and the reasons they 

' gave do not entirely satisfy me. Could we elaborate further on all the explana- 

| tions given on this point? 

a The CHAIRMAN: Mr. Leblanc, in order to save time, it might be preferable 

that you ask questions you wish to be answered, questions you are interested in. 
Mr. LEBLANC: Firstly, are the architects who were hired at the beginning, 

the same who handled the contract from 1953 until 1960? 


(Text) 
i The VicE-CHAIRMAN: Do you wish +o answer that, Mr. Scott? 
Mr. Scott: No. Mr. Ramsay will answer. 
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Mr. Ramsay: Yes, thes? were. 


(Translation) 


Mr. LEBLANC: When the contractors began the work, after the architea ts 
had called for tenders, did they obtain the contract upon the first call for 
tenders and were they the same until completion, or were the contractors 
subsequently changed? 


(Text) 


The CHAIRMAN: Mr. Ramsay? 


Mr. Ramsay: In answer to that question there were numerous tenders S 
and numerous contractors from the commencement of the construction until 
the completion. 


(Translation) 


Mr. LEBLANC: According to the explanations given at page 54 of the English | 
version, it seems that many contracts were awarded without the calling of 


tenders. What is the amount of contracts you awarded without tenders being | 
called? | 


(Text) 


The VICE-CHAIRMAN: Would Mr. Scott care to answer? 
Mr. Scott: No, Mr. Ramsay. 


Mr. Ramsay: Mr. Chairman, we had contractors on site who were complet- 
ing one phase of the work and it was found to be expeditious and economical 
to have the same contracting company’s contract expanded to include the addi- 
tional work, provided it came below our estimate, and it did in each case. 

The VIcE-CHAIRMAN: Now, Mr. Hales. 


Mr. HALES: Maybe if we went back to the start of this it would be better 
because I am addressing my question to Mr. Ramsay. The preliminary plan- 
ning and so on was done by the Department of Transport and was estimate d 
at $6 million. Yet one year later—mind you, just one year later—the architects 
who were called in estimated it to be $11 million; so there is a difference of 
$5 million between the estimate of the Department of Transport and the esti- 
mate of the architects who were called in within a space of just one year. Maybe 
Mr. Ramsay could enlarge on this difference. 


Mr. Ramsay: The planning of the Montreal terminal building was co 
menced in 1951. It was some years later before consulting architects were 
engaged in order to establish a financial account for the building arbitrarily. 
This sum of $6 million was put in the estimates. There were no plans completed 
at the time. This $6 million was an arbitrary figure. The first estimate was 
made on preliminary sketch plans and was in the neighbourhood of $12 million. 
This did not include the central heating plan, the heating lines, the tunnels, 
the furnishings, and so on which were outside of that, and which go to make up | 
the $30 million. 

There were some 200 to 300 extra work orders for changes in the buildial 
during construction owing to the fact that the air lines, when they were setting 
up these preliminary designs, did not anticipate that in the life of some 
the executives they would be operating jet aircraft as a civil operation. It was 
their opinion that jet operation would remain with the military at least until 
1970. But jet aircraft came into operation and plans of the building had te 
be modified in order to accommodate this type of aircraft operation. 

Neither did the air lines consider at the time of planning of the original u 
building that automation was something with which they were too much con- 
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ed. But during construction they became more aware of the importance of 
omation, and this required further changes. I could give you one or two 
more examples. The original building was planned for a type of customs 
in nspection that required the baggage to be brought in behind the counter from 
‘the customer, placed on the counter, cleared by customs and taken over the 
- counter, out the door. 

This was the way the building was first designed at the request of the 
air lines that this was the only way it could work. 

‘a But on the opening of the New York international airport is was proven 
- that international air line operations could be done with a cafeteria style, 
so the building was subsequently changed and additional baggage equipment 
i Dristalled to accomodate this cafeteria style or function. These were some 
examples. 

: Mr. Hares: It would appear that the estimate of $6 million that was 
equested in 1953 by the department was just in order to get the project started 
d that it was not really a true figure. 


Mr. Ramsay: That is right. 
The VIcE-CHAIRMAN: Now, Mr. Frenette. 


| (Translation) 

4 Mr. FRENETTE: Mr. Ramsay, do you think that all the work is done and 
‘that the construction is completed? In your opinion, was the method used in 
warding the contracts or for the achievement of the work the right one 
nd the most economical one in the circumstances? 


(Text) 
ie The Vice-CHariRMAN: Mr. Ramsay? 


Mr. Ramsay: Mr. Chairman, under the circumstances of attempting to 
i rect a building for specialized tenants who had not at that time been convinced 
f the kind of operation they were going to be involved with, the method of 
construction under the conditions that existed was certainly the best thing 
that could be done. 


The VicE-CHAIRMAN: Are there any further questions? 


Mr. Harkness: Mr. Chairman, it does not seem to me that if we start out 
with the first estimate actually made which was $12 million, and you add 
nother $3 million, for the heating which was not included in that short time, 
it still seems to me that we have not had any real explanation or any satisfactory 
explanation why the final cost was 100 per cent more than that, that is, $30 
illion instead of the maximum of the original estimate which was $15 million. 
You mention changes that would be required, because you are going to handle 
jet aircraft rather than piston aircraft. You as the man who would be responsible 
for very much of this cost would handle passengers just the same from a 
_ terminal building. Your terminal building does not need to be very much 
different because of the use of jet aircraft rather than of piston aircraft, of 
vhich you are still handling a large number. 
_ _-Mr. Ramsay: When I gave you one or two examples, I did not give you the 
omplete details. The estimate of $12 million for the terminal building did not 
|| include the heating plant, and it did not include the fingers. The heating plant 
‘cost somewhere near $2 million with the underground distribution tunnels, 
but it did not include the fingers which finally came out to $64 million. It 
did not include the approach roads, the aprons surrounding the building, the 
furnishings and the other items which would add up to the $30 million. The 
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fingers; 
sequently. 


of the restaurant and other dining facilities in the new terminal building 
at the Montreal international airport, on the basis of a percentage of gross 
revenue from sales of food and beverages. Three of the bids received — 
were given serious consideration, two being from large, well-established — 
concerns in the catering field. The third, which contained a slightly better — 
offer than the other two, came from a group of Montreal citizens with — 
varied backgrounds, including some experience in restaurant operations, 
who proposed to incorporate a company to operate the facilities if they 
were successful in obtaining the concessions. 

Executive approval was given in August 1960 for entry into an agree- — 
ment with this group but only on condition that it, at its own expense, 
furnish, equip, and decorate the cocktail lounge and bar and spend a 
minimum of $350,000 as the initial cost of furnishing, equipping and 
decorating the several concessions. The condition was agreed to by the 
group. 

The group thereupon formed themselves into a limited company and 
signed a lease indenture dated January 31, 1961. The indenture con-= 
tained the condition referred to previously and in addition required that 
the specified amount of at least $350,000 to be spent on furnishings, etc., 
was to be evidenced by certified copies of receipted vouchers furnished 
to the department within 60 days of the effective date of the lease. This 
requirement was not met and the department later explained to the audit — 
office that a general awareness of what had been installed made it 
seem unnecessary to invoke the relevant clause. | 

Financial statements produced by the company to the department | 
in May 1961, giving the financial position at the date of the lease inden- 
ture, revealed that the company was proceeding to make commitments — 
for expenditures called for in the lease, but it was also revealed that the | 
company was under-capitalized in that only $150,000 equity capital had 
been introduced. Interim financial statements provided to the depart- | 
ment by the lessee as at July 31, 1961, ie., after six months operation 
under the lease, revealed that: a 


(a) no further equity capital had been introduced, 

(b) $73,000 had been borrowed by the company, 

(c) there was a deficiency of working capital, and 

(d) furniture and fixtures had been largely obtained on credit. 


QL 


Although partially reorganized in July 1961, the financial positio 1 
of the company continued to deteriorate. Operations for the first eight 
months to September 30, 1961 resulted in a loss which was in excess of 
the paid-in equity capital. Financial statements prepared as at June 30, 
1962 revealed that further losses had occurred without any additional 
equity capital having been introduced. ¥ 

On October 1, 1961 the company ceased to make the rental payments 
to the department called for by the lease indenture and these were not 
resumed until almost a year later. Following a general assessment of — 
the situation in February 1962, the department decided that a proposal 
made by the company for a major re-writing of the lease and a substan- 
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tial reduction in the operation of the facilities was unacceptable and that 
the only solution to the situation was to seek a successor by direct negoti- 
ation. The department therefore invited proposals from the two well 
established catering concerns whose bids had also received consideration 
in March 1960. One of these concerns showed interest in taking over the 


af catering company provided that ‘“‘the department would make some ad- 
Lay justments both with respect to the financial crisis which had developed 
ie and the fee formula for continued operation of the restaurant’. With the 
wee department’s approval the concern entered into discussions with the 
ee directors of the company holding the catering contract. However, before 
ro much progress could be made by this concern, the directors and princi- 
art pal shareholders of the company holding the catering contract suddenly 


sold out their interest in the company to a fresh group of local citizens 
in October 1962. 
In November 1962, after current rental payments had been resumed, 
‘ but without reducing the backlog of indebtedness, the new directors of 
Pe the company holding the catering contract came forward with a pro- 
posal that the basis for the payment of rental in so far as food sales were 
ts concerned be substantially adjusted downward and made retroactive 
to February 1, 1961, the effective date of the basic lease indenture. 
Notwithstanding the unsatisfactory performance of the lessee com- 
Pe pany over the two years of its operation, the treasury board early in 1963 
% approved the financial reductions sought by the new directors and the 
ex department was authorized to amend the lease indenture retroactively on 
; that basis. Although it is obvious that this will result in a substantial 
reduction of the company’s unpaid indebtedness to the department, 
which amounted to $167,400 at March 31, 1963, the actual amount of the 
reduction has not yet been finally determined by officers of the 
department. 


This has to do with the extra catering contract for the Montreal interna- 
tional airport. Before we get to the questioning I would like to advise the com- 
mittee that a report from the Minister of Finance in connection with the 
exchange fund account is ready today and is being tabled. It will be up for dis- 
-Cussion at the next meeting of the committee. But the minister and Mr. Hen- 
| son were of the opinion that the members of the committee should receive 
it now so that they might peruse it before the next meeting, and that this- 
would make for speedier action in the questions. Only English copies are 
available today because the report was not finished until late yesterday. But 
| French copies will be made available on Monday and will be distributed to 
' those who wish to have them in French. 


(Translation) 


The VicE-CHAIRMAN: Today, the report of the minister of Finance will be 
| tabled. It is printed in English only, but the French version of the report 
_ will be available Monday and will then be distributed to the French-speaking 
} members of the committee. That is why this report is handed to you today, 
So as to facilitate your work, because it will be examined at our next meeting. 


(Text) 

Mr. Henderson. 

; Mr. HENDERSON: The sequence of the unfortunate findings is set out here 
on pages 54, 55, and 56. Members may want to put a number of questions to 
| Mr. Scott and his associates. We discussed and reviewed this matter in some 


} considerable detail last year with Mr. Baldwin the deputy minister, who was 
mest co-operative in furnishing me with full details. I nderctand that the 


i 
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company’s unpaid indebtedness to the department was reduced from $167 40¢ 
at March 31, 1963, as mentioned on page 56, to $107, 921 by the amendment 
to the lease that is referred to. The amount has since been further reduced t 
$31,568 by applying against it the value of certain installations, which I nde - 
stand have since been acquired by the Department of Transport. That is all 
I have to say. ’ 

The VICE-CHAIRMAN: Are there any questions on clause 87? 

Mr. LEBLANC: We note here that the first group who tendered was com- 
prised of two well known catering companies. When they got the initial tender 
for themselves, they formed a limited company and they then signed a lease or 
an indenture with the Minister of Transport. Now, was the lease signed by the 
limited company under the name of the limited company, and were the dired) 
tors held responsible with the company for the lease itself? 

Mr. HENDERSON: I shall ask Mr. Smith to speak to this. 

Mr. D. A. SmirH (Audit Director, Office of the Auditor General): The 
lease was with the limited company. 

Mr. LEBLANC: The directors were not involved personally with financial ! 
responsibilities? 

Mr. HENDERSON: The lease was signed by the limited company which the y 
formed. 

Mr. LEBLANC: What was the percentage that they gave in order to get the 
tender? You have in your notes that you asked for tenders on the basis of a 
percentage of the revenue from the sale of food and beverages. 

Mr. HENDERSON: I am afraid I do not understand. 

Mr. LEBLANC: When the tender was asked for you mentioned here that 
the Department of Transport invited public tenders for the rental of the 
restaurant and other dining facilities on the basis of a percentage of the gross 
revenue from the sale of food and beverages. Now, the question is, what was 
that percentage? 

Mr. HENDERSON: Mr. Smith, I think you have that information. 

Mr. SmITH: The percentage was the greater of 11.5 per cent of the gross 
food sales or a minimum of $100,000 per annum. Later arrangements were made 
for the percentage of 15 per cent to apply to bar sales. 

Mr. LEBLANC: I understand they did not receive a licence for the sale of 
beverages for quite some time; is that right? 


Mr. HENDERSON: That is right. 


Mr. LEBLANC: When was the licence granted originally? Was it granted 
when the group changed? 


Mr. Scott: It was granted in the fall of 1961. 
Mr. LEBLANC: Thank you. 


Mr. Hates: Mr. Scott, I presume tenders were called for operating the 
food facilities? 


Mr. Scott: Yes. 

Mr. HauLes: You received three tenders? 

Mr. Scott: Yes. 

Mr. Hates: The lowest tender was accepted? 

Mr. Scott: It is really the highest tender, sir, in these cases. 


Mr. Hates: The highest tender was accepted in this case. Who recom- 
mended that that tender be accepted? 
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r. Scott: In all these cases the decision is made on the basis of a recom- 
dation of the minister to treasury board. 

_ Mr. Hates: Who would advise the minister? 

Mr. Scott: The department. 

_ Mr. Hates: There is an indication in this paragraph that executive approval 
was given. What does that mean? 

_ Mr. Scott: That means that treasury board approval was given to an 
entering into an agreement. 

_ Mr. Hates: Who made the recommendation that this tender be accepted? 

Mr. Scott: The minister. 

_ Mr. Hautes: He made that on the advice of whom? 

Mr. Scott: In making a decision in respect of a concession like this there is 
a great deal more taken into account than just the percentage of the gross 
offered, or the minimum floor that might be suggested. One of the considerations, 
of course, is the experience of the company and the initiative one might expect 
tt ae company to put into the business. There are many other intangible factors 
which really cannot be assessed, such as standards of food the company 
proposes to provide and things of that sort. 

Mr. Hates: The minister was advised by the department to accept this 
ender and those who gave the advice knew that this company tendering was 
not a recognized company, is that right? 

Mr. Scott: The department’s advice was really in respect of the other two 
enders. 

. Mr. Hates: Was there any consideration given to requiring this firm to 
but up a bond in view of the fact it was being asked to equip and decorate 
0 o the extent of a minimum of $350,000? 

Mr. Scott: Not that I am aware of, no. 


| Mr. Hates: Do you not think that would have been something the firm 
should have been asked to do? 


Mr. Scott: I do not think such a thing has ever been done, sir. 


Mr. HALeEs: In view of the fact you were dealing with a company that 
lad no previous experience in this business whereas the other two firms did 


xtent of $350,000, did it not occur to the department that a bond should be 


Mr. Scott: Apparently not. 


Mr. WincH: Mr. Chairman, perhaps I should apologize at the outset for 
the question I intend to ask, because in all the years I have been a member 


k a question of this kind. In view of what the Auditor General has stated 

his report to the House of Commons in paragraph 87, considering the 

tricacies and implications involved, I feel I must pose the following question. 

As Mr. Hales suggested a moment ago this paragraph in part states: 
Three of the bids received were given serious consideration, two being 
from large, well-established concerns in the catering field. The third, 
which contained a slightly better offer than the other two, came from 
a group of Montreal citizens— 


_ That group until that time apparently had not had any experience in the 
catering business. The contract involved a major catering job. We are told by 
Auditor General that two of the bids were received from well established 
oncerns in the catering field but the contract was given to a group of Montreal 


lave experience, and in view of the fact you were taking a gamble to the © 


Mf the public accounts committee I do not think I have found it necessary to 
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citizens who at that time had not even been incorporated as a company, who 
proposed to be incorporated as a company as indicated by the information con- 
tained in paragraph 87 but who, as indicated by further information in this. 
paragraph, were completely unable to meet their obligations. 4 
I think I have two logical questions to be asked by members of this com- 
mittee. P 
The first is, why was a decision made not to give the contract to a concern 
which had experience in the business but rather to a group of citizens who had 
not even at that time been incorporated? : 
Second, and this question I think naturally follows the question just asked, 3 
was there political pressure or implication in the granting of this contract in 
respect of catering facilities at the Montreal airport? Can we receive a defini- 
tive answer to that question? 
The VicE-CHAIRMAN: Mr. Winch, I suggest your first question is in order 
but that your second question is out of order. If you intend to ask the second 
question, then you should ask it of that individual who was the minister of 
transport and responsible at that time. Certainly you should not direct it to 
an employee of the government. 
Mr. WINcH: I am directing the question to the deputy minister of transport, 
and I should like to know how far he can go in an attempt to obtain that 
information in regard to what I maintain is an absolutely extraordinary situa- 
tion for this committee. 
The VICE-CHAIRMAN: You may maintain that, and I have no objection, 
but I do not think your second question should be asked of an employee of the 
government, and it is definitely out of order. 
Mr. Wincu: Perhaps we could have an answer to my first question. 
Mr. Scott: In respect of your first question, sir, the company claimed it 
would have no problem in respect of the operation of hiring a competent 
manager. 
Mr. WiNcH: To which company are you referring? 
Mr. Scott: I am referring to this company. 3 
Mr. WINcH: According to the information we have, at the time the contract 
was let the group only proposed to incorporate as a company and there was 
actually no company in existence. 


Mr. Scott: I should refer to the group, if you like. 
Mr. WINcH: Is that information incorrect? 


Mr. Scott: There is nothing wrong with the information, Mr. Winch. As 
it is stated here, it is quite correct. ‘ 


Mr. WINcH: There was no company in existence at that time? 
Mr. Scott: That is right. 
Mr. WINCH: I refer to the time the contract was let. 


Mr. Scott: That is right. The proposal was that the group could hire 
adequate management and make this operation a success. 


Mr. WincuH: Is it your usual practice or policy as a deputy minister in a 
situation like this, where a catering operation of this kind is to be let by con- 
tract, to turn down two tenders sent in by concerns in the catering business 
and award the contract to a group not in the business and which proposes t 
form a company if they receive the contract? Is that a fair question to ask youll 
Is that how you normally proceed in letting your contracts? 


Mr. Scott: No, that is not how we proceed. The department normally 
makes an assessment of any submission that is received and refers that assess 


the ino ‘It is up a the Hee to decide in a ese of the ee 
s on the basis of the departments’ assessment that he makes a recom-_ 
dation or ee 


Mr. Scott: I am only acting deputy minister sir. 


Mr. WincH: Did you make a recommendation to the minister in respect 


these tenders? 


_ The VIcE-CHAIRMAN: I must correct you, Mr. Winch. Mr. Scott is the acting . 


uty minister and he should not appear on the record as the deputy arabe 
il he is promoted to that job. 


Mr. Wiwncu: As the result of observing how he conducts himself, sir, 1 fe 

e he will make a good deputy minister. 

_ The VicE-CHAIRMAN:I am sure your contribution is accepted with pleasure. 
Mr. WINCH: Did you yourself, the department or the deputy minister make 


ay recommendations to the minister in respect of the awarding of this 
contract? 
| Mr. Scott: We did not make any recommendation other than the assess- 
ment. 

R Mr. WincH: May I ask what your assessment was? 


_ Mr. Scott: I believe the majority opinion in the department favoured the 
Hilton bid. 


Mr. Scott: That is right. 


Mr. Wincu: That assessment was not accepted by the minister and he, 
( mn his own responsibility, made the decision to grant the contract to a firm not. 
yet in existence? 
_ Mr. Scort: The final decision really is made by the treasury board. 


_ The Vice-CHairMAN: Mr. Winch, I do not want to interrupt your cua 
ing but a civil servant cannot answer for an elected representative. 

Mr. WincuH: Mr. Chairman, I am trying to find out the procedure followed, 
'I think I have the answer at this time. The three tenders were received by _ 
he deputy minister or yourself, or the department? 

Mr. Scott: Yes. 


_ Mr. WincH: You received three tenders. The department made a recom- 
endation to the minister, recommending a firm which was in the catering 


he treasury board; is that right? 
Mr. Scott: That is quite correct. 


er rather than the assessment of the department; is that right? 
Mr. Scort: Yes. 


a Mr. WincuH: Mr. Chairman, you are ruling that I cannot ask a question in — ‘ 
spect of the basis upon which the minister made such a recommendation; 


Mendation was made on a political basis; is that right? 


, it is not possible for a civil servant to explain the action of a minister who 
elected representative. 


' Mr. WincH: I think we have the answer at this time. 
211823 


oy 


iness. The minister thecatard made the decision, or made a recommendation shi, 


Mr. WincH: The treasury board accepted the recommendation of the min-— BW 


hat right? You are going to rule me out of order if I ask whether the recom- _ ‘ 


The Vice-CuHarrman: I do not wish to stop you from asking that question, mgt 
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The VicE-CHAIRMAN: I think you do have the answer. 

Mr. WincuH: The responsibility for the decision was not the responsibility 
of the department, the deputy minister or the acting deputy minister. The deci- 
sion was made by the minister himself that the contract should be granted 
a firm not yet in existence. 

The VICE-CHAIRMAN: I think that fact has been established. 

Mr. LEBLANC: The other question I wanted to ask follows along the subject 
involved in questions asked by the previous speaker. 

What were the names of the directors of that company? 


Mr. WincH: Are you referring to a time after the company received the 
contract? 


(Translation) 
The VIcE-CHAIRMAN: The firm to which the contract was awarded? 
(Text) 


Mr. LEBLANC: I am referring to the first group which entered a tender in: 
cluding that form of incorporation proposition. 


Mr. SMITH: I have the names of the officers of the company as given by. 
the deputy minister of transport in April of 1963. The names are: Mr. David 
Belhumeur, president and a chartered accountant; Mr. Jean P. Dionne, vice 
president and sales director of Dionne Limited, retail chain stores, Montreal, 
and Mr. Paul O. Parent, the secretary treasurer and general manager of AF. e 
Limited the company with which we are concerned here. 


Mr. LEBLANC: According to the information I have, the group would not 
be made up of those individuals. I am referring to the first group which received 
the favour of the tender, and that is the group that bid on the tender as a 
group and not as a company. You probably have the names of that group. 


Mr. SMITH: The answer to your question would have to be obtained, sir. 
Mr. LEBLANC: Thank you. 


The VicE-CHAIRMAN: Presumably you will be willing to obtain that infor-- 
mation and send it to this committee for the next meeting, or send it to Mr. 
Leblanc so that he has the information he is seeking? 


Mr. HENDERSON: Mr. Chairman, I think the information is contained i 
the pean acen's records because Mr. Smith was quoting from a letter I 


obtained from the records of the department. 
Mr. Scott: That is possible. 


The VICE-CHAIRMAN: If that is the case, Mr. Leblanc, that question must 
be asked on the Orders of the Day in order that the documents relating to 
that transaction may be produced. The same thing would apply to Mr. Winch’s 
question. | 


Mr. WINCH: Mr. Chairman, if I may now, I should like to make a request 
of this committee and then will not say any more. wt 

I should like to ask that the steering committee, in view of the importance 
of this situation and the implications, consider making a request that the min- 
ister of that day appear before this committee and explain why he made a 
recommendation to the treasury board in respect of granting this most signif- 
icant contract involving catering at the Montreal airport, against the recom- 
mendation of his departmental officials, that the contract should be granted 
to a group not yet incorporated and not in the business. I request that you refer 
this suggestion to the steering committee. 
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The VICE-CHAIRMAN: You are requesting that we refer this to the steering 
committee? 
. Mr. WINCH: I suggest we refer the suggestion to the steering committee 


nation. 

The VICE-CHAIRMAN: Your request will be taken into consideration by the 
steering committee, I can assure you of that. 
. Are there any further questions in respect of paragraph 87? 


oo Mr. DANFORTH: I should like to ask two questions, Mr. Chairman. The 

est question has reference to a statement in paragraph 87 to the effect that 
_ the third tender contained a slightly better offer. I wonder whether it is pos- 
"sible for this committee to obtain some explanation of the meaning of that 

phrase, “slightly better offer’. 

* Mr. HENDERSON: Mr. Danforth, I think Mr. Smith mentioned the figures 
but perhaps he could elaborate on them. You have that information there, 

Mr. Smith. 


i Mr. SMITH: I said that the tender of the successful group was, the greater 
of 11.5 per cent of the gross food sales or a minimum of $100,000 per annum. 
ae The offer of the second company was, the greater of 11.15 per cent of gross 
food sales up to $2 million and 12 per cent of the gross revenue over $2 million, 
or a minimum of $130,000 per annum. 
oN The third company, and this was an amended bid by the way, was, the 
greater of ten per cent of the gross food sales except staff cafeteria sales, plus 
five per cent of the gross staff cafeteria sales, or a minimum of $100,000 per 
annum. 
: The first two I have mentioned offered a percentage of 15 per cent of the 
_ gross liquor sales, and the third offered 16 per cent. 
Mr. DANFORTH: I have one further question, Mr. Chairman. In the second 
paragraph of paragraph 87 there is reference to the fact that executive appro- 
val was given but only on the condition that at its own expenses an expenditure 
of $350,000 had to be made in respect of furnishings, equipment and decora- 
tion. Was this condition a part of the original tender or was it in addition to 
the qualifications of the original tender? 


The VICE-CHAIRMAN: Mr. Smith, can you answer that question? 


ir 


Mr. Ramsay: The answer to the question is that the original tender called 
for the successful contractor to furnish the areas to the approval of the depart- 
“ment, but there was not a specific sum mentioned. Subsequently there was a 
‘Specific sum determined, which is the $350,000. 


Mr. WincH: May I ask a supplementary question in that regard? 
The VICE-CHARMAN: Yes, Mr. Winch. 


Mr. WINCH: Was the basis upon which the Auditor General made this 
Yeport to the House of Commons, that the original contractual tender stated 
that the furnishings and equipment should be provided on an ownership basis 
and not a credit basis? I understand from my reading of this that it was done 
on credit. What is the actual cash delinquency of this group which finally be- 
came a cost to the federal treasury? 
le Mr. HENDERSON: That is a rather tall order. In this paragraph you will 
“notice that the department required the group to undertake at its own expense 
to spend a minimum of $$350,000 immediately on furnishings, equipping and 
decorating for the several concessions. 
Re Mr. WincH: Is that cash or credit? 


| Mr. HENDERSON: I am going on to explain that. When the agreement was 
Signed, the agreement or indenture contained the condition requiring that at 


least $350,000 be spent on ee ai and so on, ee Hae it wae ot ae 
denced by certified copies of receipted vouchers furnished to the depart 
within 60 days of the effective date of the lease. 3 

I then go on to point out that this requirement was not met and the dene 1 
ment later explained to the audit office that a general awareness of wha ha 
been installed made it seem unnecessary to invoke the relevant clause. Hov ‘ 
ever, I go on to say that financial statements produced by the company to the 
department in May, 1961, giving the financial position at the date of the lea: 
indenture, revealed that ‘the company was proceeding to make commitments 
for expenditures called for in the lease—that is the $350,000—but it was alsa 
revealed that the company was undercapitalized in that only $$150,000 equa y 
capital had been introduced. 


Mr. WINCH: May I stop you at this point? I think this will help. May 1% ask 
the meaning of “certified copies of receipted vouchers’? 

Mr. HENDERSON: Evidence that they had spent the money and productiag 
of receipts to show they had spent the money on the furnishings— 

Mr. Wincu: And that they had paid for them. a 

Mr. HENDERSON: Yes. In this paragraph I go on to say that interim financial 
statements provided to the department by the lessee as at July 31, 1961—that 
is after six months operation under the lease—revealed—and then I list the 
items. First of all, no equity capital had been introduced; second, they had 
borowed $73,000; third, there was a deficiency of working capital and, fourth: 
and this is your point—furniture and fixtures had been largely obtained on 
credit. 

Mr. WincH: How did they get it by vouchers? 


Mr. HenpEerson: They did not get them; that is why at the top of page 
55 I show that we had asked the department why that requirement was not 
met. 


The VicE-CHAIRMAN: Why was that requirement necessary? 


“a 


Mr. Henperson: I think the department was very wise in making a 
stipulation that they spend a sum of money like this on furnishing, equippin: 
and decorating the concessions, if only as evidence of the seriousness of the 
intent to perform under the indenture. This is a very logical businesslike 
requirement to have made. 


Mr. WINCH: Had the original tender contract agreement been lived up ta 
what would you say is the amount they are delinquent to the federal treasug y 
or the department? R 


Mr. Henpderson: I think the best way to answer that question is invite you 
to read the balance of the comment on pages 55 and 56 where you will see 
there were a number of changes made, and in point of fact a new contract was 
entered into; this group packed up and a new group was formed. " 


Mr. WincH: Was this new group composed basically of the same members 
as in the old group? d 


Mr. HENDERSON: No. I believe it was a new group of local citizens. They 
said, in effect, “we will take it on provided you give us a better deal”. At the 
top of page 56 I point out that this new arrangement with the new group was 
made in 1963, but in the meantime the company at March 31, 1963—t 1e 
original company—stood indebted to the department for $167,400. As I 
mentioned in my opening remarks, this $167,400 has since been reduced to 
$31,568 as a result of the amendment to the lease and certain installations 
made by the company having been taken over by the department. This 
a compromise situation which had to be made in order to keep the fa 
going at the Montreal international airport. 
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r. WINCH: When the second group took over, did they accept the debt of 
st group or who paid off that indebtedness? 

Mr. HENDERSON: Mr. Scott may correct me, but it is my understanding that 
e second group were prepared only to accept the debt and to operate the 


_ Mr. HENDERSON: That is described on page 55. You will see a paragraph 
ere I say on October 1, 1961, the company—the original company—ceased 
make the rental penene to ke department called for by the lease indenture, 
d these were not resumed until almost a year later. Following a general 
essment of the situation in February 1962, the department decided that a 
proposal made by the company—the original company—for a major re-writing 
f the lease, and a substantial reduction in the operation of the facilities was 
unacceptable and that the only solution to the situation was to seek a suc- 
sor by direct negotiation. The department, therefore, invited proposals from 
he two well established catering concerns whose bids had also received con- 
eration in March, 1960. Those are the two to which Mr. Scott referred. One 
these concerns showed interest in taking over the catering company provided 
at the department would make some adjustments, both with respect to the 
ancial crisis which had developed and the fee formula for continued operation 
the restaurant. With the department’s approval, the concern entered into 
cussions with the directors of the company holding the catering contract 
lowever, before much progress could be made by this concern, the directors 


Mr. WINcH: May I ask one question now? I have read this most carefully, 
id that is why I am so interested. Has the Auditor General anything to say 


Mr. HENDERSON: Well, it is a very regrettable state of affairs. I know 
r. Scott and Mr. Baldwin share the same view. However, this type of thing 


Mr. Wincu: If it were a well organized business in free enterprise, I would 
ay they would be broke in two months. 


The VICE-CHAIRMAN: In private enterprise they would not be there. 
Mr. Cameron (High Park): At the inception did you make any inquiries 


‘ Mr. Scott: Well, this became part of their Re Ea 
_ Mr. Cameron (High Park): But you took no precautions to see that they 


Mr. Scott: This is hard for me to answer, because I was not involved in 
at that time. 


Mr. Goopwin: Mr. Chairman, I recall the meetings on the various particulars 


indeed the original four or five citizens did provide excellent bank references, 
what they were worth; mind you, it was not a guarantee from the bank. 


Ei; pe ond what is contained in paragraph 87 with reference to how this committee 
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one of whom—lI believe the president—was, in fact, a very well established 
restaurant operator in the city of Montreal. The other gentlemen concerned a 
were very highly regarded citizens in business in Montreal. So, at the time 
the bids were reviewed, and subsequent to the original review, the original 
group did present what the department at that time considered to be satisfactory | 
bank references, but not a bond or anything of that nature. 


Mr. CAMERON (High Park): Then you relied on these bank statements a d 
the reputations of the individuals who were proposing to enter into this conta 
in your assessment of their tender? 


Mr. Goopwin: I would not agree with that. I think Mr. Scott has made: 
quite clear the official stand. 


Mr. CAMERON (High Park): There must be something on which you reliel 
The only thing you have presented so far are statements in respect of the 
banking reputations of the people who made the tender. You relied on that 
to establish it was a bona fide solid, substantial group of persons who were 
behind this, and in dealing with them you believed you were not dealing 
with any fly by night sort of organization. Is that right? 


The VICE-CHAIRMAN: I think I should point out that the recommendation) 
made by the department was not the recommendation that was made by the 
minister to the treasury board. 


Mr. WIincuH: It should be noted on the record that the recommendation 
of the department was not that which was accepted by the minister. 


Mr. CAMERON (High Park): When they entered into the contract with 
this group they had bank statements and knowledge of the character and 
reputation of these men. Probably, if they had not had the bank statements 
and if the men were not of the character as indicated, they would have givel 


it a much closer look. 
Mr. Scott: I think that is right, sir. 


Mr. CAMERON (High Park): Having got that far, why did the depart it 
waive the requirements calling for certified copies of the vouchers for the 
equipment, and so on, that under the contract they were required to deliver? 
Was that a decision of the department, or was it a decision made outside your 
scope? Mr. Henderson, in his statement, says the general awareness of what had 
been installed made it seem unnecessary to invoke the relevant clause. as 
that a decision of the department, or whose decision was it? 


Mr. Scott: I really would not put that on the basis of a decision, sir. I 
think the fact was that these people were putting in the facilities in accordance 
with their undertaking, and the local people at the airport watched this and 
saw it going in. This seemed to be evidence of the good faith of the caterer. 


Mr. CAMERON (High Park): They were putting in the equipment which) 
indicated a value to you of something approaching $350,000; but, why did you 
waive the condition that they produce receipts to show this equipment was 
being paid for? 

Mr. WincH: That is a top notch question. 


Mr. Scott: This way only over a relatively short period, because during that 
period the company started getting into difficulties, and we had our financial 
service people audit their operations. 


Mr. CAMERON (High Park): The effective date of the contract was Febru- 
ary 1, 1961? 

Mr. Scott: Yes. 

Mr. CAMERON (High Park): And these receipts were to be produced within. 
60 days after the goods were put on the premises. By May 1 you knew that 
the company was proceeding to make expenditures called for in the lease, but 
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4 that the company was undercapitalized, and the interim financial statement 
‘provided to the department as of July 31 indicated that no further equity 
capital had been introduced, that $73,000 had been borrowed by the company, 
_ that there was a deficiency of working capital, and furniture and fixtures had 
| _ been largely obtained on credit. What did the department do under these cir- 
| cumstances? 
is ; Mr. Scott: I am advised that during this 60-day period the facilities actu- 
| ally were not put in. They did not have a licence. 

Mr. CAMERON (High Park): So they still did not operate as of the first 
of February? 

Mr. Scott: Not the bar; the food concession was in operation. 


Mr. CAMERON (High Park): Then their position apparently continued to 
worsen. Did the department do anything at all about it? 


Mr. Scott: Oh, yes; we were very much concerned with this, because 
I basically it was turning out that the patronage that the concessionaire was 
L getting was not what had been anticipated. 


| Mr. NOWLAN: Why? 
) Mr. Scott: One of the reasons was that it did not have a liquor licence. 
| 


) Mr. CAMERON (High Park): Under the tender did you not have the right 
! to cancel their contract? 


Mr. Scott: This could have been done. 
Mr. Cameron (High Park): Was that ever considered? 


| ‘Mr. Scott: Yes; I think it was considered, but there was also the problem 
| of maintaining facilities in operation during a period of time. Even the food 
side of this was not turning in the revenue which had been anticipated. It 
| was becoming evident to the department that new terms would have to be 
| negotiated with whoever came in. 


Mr. CaMERON (High Park): You made a general assessment of the situa- 
| tion in February, 1962, and at that time decided the only solution was to bring 
/ in someone else to operate the concession. Why did you not follow through with 
| that? It seems to me it was a very wise assessment. 


Mr. Scott: At this time the original group came back. Prior to this they 
were thinking of withdrawing and it was the thought of their withdrawal 
| which prompted us, with treasury board’s approval, to go and talk to the other 
| two bidders to see whether we could bring them back, but then the operation 
' changed hands and it became a practically new question. 


| Mr. CAMERON (High Park): Do you not think it was a rather peculiar 
| thing that this first company sold out at that time without any warning at all 
| to the department? 


Mr. Scott: You have no control over transfer of shares in the company. 
| Mr. CAMERON (High Park): I am not asking about the question of having 
| any control; I am asking whether you did not think it was a peculiar thing 
| 4 them to do. , 

i Mr. Scott: It was not a very viable undertaking at that time. 


ie Mr. CAMERON (High Park): Notwithstanding that, you continued to nego- 
. tiate with this new group that was taking it over. 


| Mr. Scott: It was considered that the new group might be more expe- 
| Tienced and have better financing. 


Mr. CAMERON (High Park): In what way were they considered to be 
more experienced and to be more financially sound? In what way were they 


going to manage this concession in a manner satisfactory to the department? 
21182—43 
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Did you get a bank statement? Did you get biographies? Did you get charac T 
references behind these people to show whether they were eminent business- 
men or not? : 2, 
Mr. Scott: Well, when they came back with another proposal, it was a 
somewhat different group. They were prepared to continue if they got a rene- 
gotiation of the undertaking. The minister considered that this would be al L 
right. F 
Mr. CAMERON (High Park): Then the minister is back in the picture again’ ? 
Mr. Scott: The minister is always in the picture. ; a 


Mr. CAMERON (High Park): With all these different discussions, and 
there must have been very many of them, the minister was fully informed 
about them? 


Mr. Scott: Yes, sir. 
Mr. CAMERON (High Park): He knew about the fact I assume, and that 

they were interested to come back a second time? 
Mr. Scott: You mean Aero caterers? 


Mr. CAMERON (High Park): Yes, Aero caterers, and he knew about the 
fact that they were negotiating with the original tenderers? 


Mr. Scott: He knew that the department had the approval of the treastim 
board to go back to the original tenderers to see if they were interested to 
come back and take over the operation. 


Mr. CAMERON (High Park): Who made the recommendation to the treasu : 
board? 


Mr. Scott: It was done on the basis of the discussions we were having at 
the time. This was put up to the treasury board at the time. 


Mr. CAMERON (High Park): What was the position of the department itself 
in the matter? What was their solution to the problem? Did they go along with 
it, or did they have a different solution? 


Mr. Scott: I think on the whole the view of the department was in favour 
of another firm. We have had experience with this one, we knew Aero caterers 
and that they were able operators, and we felt that they might be the ones 
who could go in and do something about getting more patronage for these 
facilities. 


Mr. CAMERON (High Park): The opinion of the department was passed on 
to the minister? 


Mr. Scott: When this was being discussed with Aero caterers, that is when 
the change took place in the other company. The view was that the other co 
pany would be on a better financial basis, and that they were going to have a 
new deal to start with, and that they were not going to have the same obligata™ 
of expense. 


Mr. CAMERON (High Park): The fact that a new group of persons took over 
the existing contract would not enter into your decision about the qualifications 
of Aero carrying on the contract? 


Mr. Scott: No. a 


Mr. CAMERON (High Park): What inquiries did you make about the 
qualifications of the new group to carry it out? 


Mr. Scort: I certainly presume that inquiries were made. 
Mr. Cameron (High Park): I do not think it is a matter of presumption. © 
Mr. Scott: I did not make them myself. ™ 
Mr. CAMERON (High Park): Probably someone else can tell us. a 
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- Mr. Scott: I think it can be accepted that they) would be assessed on the 
ame basis as the original ones. 

Mr. CAMERON (High Park): I would like to know what the assessment was. 
would like to have a statement. Is there anyone here from your department 
~ who can give us that information? 

' Mr. Scott: Iam sorry but we have no one here from property management. 


| Mr. CAMERON (High Park): Who recommended it? Was there an assess- _ 
‘ment made in making the authorizations that were made in the contract to 
_reduce the liability? 


rf Mr. ScotT: Yes, there was on the basis of the department’s ha of 
the difficulties of the rere | 


Mr. CAMERON (High auey: What about the financial responsibility of 


Mr. ee That they would meet it. 
Mr. CAMERON (High Park): Did you set any standard of what that financial 


Mr. Scott: No, there was no fixed standard. They are meeting it now, as 
Mr. Goodwin has pointed out. 


Mr. CAMERON (High Park): Perhaps we should have it in a little more 
detail. I mean the form as to how the new organization is carrying on. 


Mr. Goopwin: The statement indicates that the indebtedness has been 


Mr. CAMERON (High Park): That would be by reason of the change in the 
Bencerers, and the department absorbed the loss, or the money which it might 
, ave got, and set it out to reduce the amount. 


The VicE-CHAIRMAN: Is it to be an adjustment or a payment? Is that what 
ou want to find out? 


Mr. Goopwin: I am under the impression that both entered into it. 


Mr. HENDERSON: At March 31 the indebtedness was $167,400; that would be 
under the original indenture. 


Mr. SmitH: That is right. 


[ Mr. HENDERSON: I understand that figure of indebtedness to the depart- 
‘ment has been reduced by $60,000 to $107,921 by the amendment to the lease, 
that is to say, the new lease that was entered into with the new group. It is an 
‘adjustment. They wrote down the amount of the fees that they would charge 
the new group, and accordingly credited it to reduce the amount of indebted- 
ness. Since then that $107,921 has been further reduced by the value of certain 
installations which had been made by the company. They presumably consist 
of furnishings, which the department has taken over; that is, they took over 

ae They took it over from the company and applied it against the 
Indebtedness which is now only $30,000 odd. 


Mr. FRENETTE: Was it done by adjustment or by cash? 

Mr. HENDERSON: That is what I have said—by adjustment. 
Mr. Wincu: In other words they have not paid a cent. 

Mr. Now.an: If you take their property, do they not then pay? 
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Mr. CAMERON (High Park): I have one concluding question. In your opin- 
ion, and in that of the department, is this new organization carrying on, doing 
a satisfactory job, and living up to the contract in every respect, or have yo ft 
any complaints whatsoever? 

Mr. Scott: So far as I am aware they are doing quite well. 
(Translation) 

The VICE-CHAIRMAN: Mr. Leblanc. 

Mr. LEBLANC: I would like to speak in French, Mr. Chairman, because it 
is easier for me. What was the duration of the lease between the minister and 
the first group, signed on January 3, 1961? 


(Text) 
The VicE-CHAIRMAN: Mr. Smith? 


Mr. SMITH: The lease is supposed to be for a period of five years with Prog 
vision for an opportunity for two further renewals of five years each. . 


(Translation) 


Mr. LEBLANC: Did that lease contain provisions granting more protection 
to the Department of Transport than to the first group which obtained the con-— 
tract? So far, it seems that all the advantages were in favour of the first group 
and not in favour of the Department of Transport. 


(Text) 
The VICE-CHAIRMAN: Mr. Smith. 


Mr. SMITH: I think that is a question which might more advantageously 
be answered by the department. 


Mr. Lesuanc: Is that your attitude? 
The VICE-CHAIRMAN: Do you have an answer to that, Mr. Scott? 


Mr. HENDERSON: We have the lease here. It would be very easy to answe 
any specific question. Actually I read the lease and I thought that the depart- 
ment had made a pretty good watertight lease. In fact, it was as a result o 
seeing the clause which had to do with responsibility in reference to the furnish- 
ings, which required invoices to be furnished within 60 days that my officer 
called for the receipts; and there was the standard cancellation clause of non- 
performance. It is a very long document, but I thought it was a good lease 
that they made. 


Mr. WIncH: But you did not receive the invoices? 


Mr. HENDERSON: We did not receive the invoices, as I say here. We had a 
number of other questions in connection with the lack of performance in the 
matter. 


Mr. CAMERON (High Park): You make the statement that the legal form 
of the contract was good? 


Mr. HENDERSON: I recognized the clauses to be the standard ones you would 
expect. 


Mr. CAMERON (High Park): The contract then was a good one, formally. 


Mr. HENDERSON: That is right. I do not presume to be a lawyer, but I 
thought that they had endeavoured to foresee every possible contingency pretty 
effectively. 


(Translation) 


Mr. LEBLANC: Then, the financial difficulties experienced by the first group, 
which subsequently formed itself into a corporation, are not attributable to the 
fact that the Department of Transport would have charged them an excessive 
amount for the lease? I believe they themselves set the amount of the lease they 
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capital to start the work and to foresee the possible losses, as is usually done in 


private enterprise. 


Mr. HENDERSON: Are you addressing that question to me? 

Mr. LEBLANC: Well, it might be to you. 

The VICE-CHAIRMAN: Mr. Henderson? 

Mr. HENDERSON: Well, my own general impression of the performance of 
‘the first group is that they did not seek to organize themselves very effectively. 
‘Mr. Scott can say what views the department had on the competence of. their 
staff, but as you will see from what I say on page 55 they did not put any more 
‘than $150,000 into the undertaking. Nevertheless they signed a lease to say 
‘that they would spend $350,000 on furnishings alone. Then they apparently 


|went to the bank and borrowed $73,000. I suggest to you that they did not take 
this very seriously. 


| (Translation) 


___ Mr. LEBLanc: It seems that the initial capital did not amount to the $350,- 
pa which they had pledged themselves? 


(Text) 
_ Mr. HENDERSON: No, it was not. 
(Translation) 


Mr. LEBLANC: In order that this group prove their good faith, should not 
‘the Department, before it signed the lease, have asked it to deposit an amount 


‘of $$350,000 in a bank, in order to show that it could meet at least its first 
‘commitments? 


| (Text) 


se Mr. HENDERSON: Yes, that was one of the first points that occurred to my 
‘Officers and to me. I put that question to Mr. Baldwin. 


(Translation) 
_ Mr. Lesuanc: If I understood well the explanations given by Mr. Scott a 


while ago, it seems that the financial standing and the experience of the second 
\group are much higher than those of the first group? 


(Text) 
“ 
Mr. HENDERSON: I am not too aware of the competence of the second group. 
I did ask the deputy minister what experience the second group might have 
had in the restaurant business. As I recollect it I do not think we have that 


information. Have we got it, Mr. Smith? I recall asking the question of Mr. 


Baldwin, who the contractors were and what their experience had been gen- 
‘erally. 

Ws The VICE-CHAIRMAN: Mr. Baldwin is the deputy minister of transport. He 
| not present today. 

F Mr. LEBLANC: Did you ask the same question of the first group? If so, 
‘could we have the answer right now? 


_ Mr. HENDERSON: Yes, I did ask that question. That was why Mr. Baldwin 
told me who the president was. But as auditor I naturally only look at these 
things after the event and not before. 


_ Mr. LeBLtanc: Why can we not have that? Will it be produced to the audi- 
\tor? 


he 
eh Mr. HENDERSON: Mr. Smith has the names of these people on record. 
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Mr. LEBLANC: We know the names of the second group but we never 
the names of the first group, or the name of the company until they | 
incorporated, and we do not know what the capital stock is either. iy 


Mr. HENDERSON: I think we have that information. You have the name of 
the first group. Would you see if you have the amount? 4 

Mr. LEBLANC: While we are waiting, I have another question of the Auditor 
General. Was the department organized to make a real audit of the gross 
revenues. The rental was paid under the gross revenue. Did the department 
ever look at the gross revenue of the company to see exactly if the revenues 
declared were the exact ones? Not that I doubt that they did not introduce 
the right figure, but I think as a matter of audit it is very good to have a strict 
control. | 

Mr. HENDERSON: That is correct, sir. The department has a competent 
internal audit staff. As I recall, Mr. Smith and I examined the financial state-) 
ment of this first group when it was produced. I think I said here on July 
1961, that they were presented to the department by a firm of accountan 
in Montreal, and the internal auditors of the Department of Transport h 
themselves gone over them in detail and reported on them to the officers 
the department. As far as I recall it they had raised a great many questions 
about the situation that this statement disclosed when of course, for the rea= 
sons Mr. Scott has stated, they became increasingly concerned with what 
they had on their hands. 


Mr. SMITH: The only information we have with regard to the personnel 
is that this group was incorporated under the presidency of Mr. J. Lionel 
Paquette. 

Mr. LEBLANC: So that in a group of 10 or 15 they were all shareholders of 
the new company? 

Mr. Goopwin: Speaking from memory I would assume there were five 
gentlemen who at least took the main lead in the negotiations with the 
department. I could not say whether there were more shareholders. But I 
am quite certain there would be not more than the five that I know of. 

Mr. WINCH: Do you know their names? 


Mr. Goopwin: No, but I do know Mr. Paquette who runs a restaurant i in 
Montreal and has done so for many years. 


Mr. LEBLANC: Do you remember offhand if there was the name of one 
Charles Paquette who was interested in this company? 


Mr. Goopwin: I do not recall that name. 


Mr. LEBLANC: Could we get the information about the first group that 
was formed with whom the department dealt? I am sure they know them all 
and they must have all their names on record. 


Mr. GoopwIwn: I guess we must have. It was decided earlier that we wo ld 
produce them in answer to a question. 


Mr. Lessard (Saint-Henri): I think that most of my questions have been 
asked by Mr. Cameron, and I shall wait until we get some information about 
the first group. 


Mr. McLEan (Charlotte): Is it not true that the first group were respons 
people, and they went into the restaurant business with the idea that t 
would secure a liquor licence, but somebody interfered and they did not 
their liquor licence, so they could not possibly make their revenue. They we 
good businessmen, and they did not want to throw good money after ba 
So they would not put any more money into the operation. Then it went | 
to a second group who took it over. They were given a liquor licence and were 
able to make money. ¥ 
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‘Mr. LESSARD (Saint-Henri): I think that a licence was given to the first 
oup under Mr. Paquette. I do not know the names of the others, but I 
| lieve that a licence was given to Mr. Paquette and the first group. 

_ Mr. LEBLANC: Would it not be more regular to obtain a licence before 
signing an indenture involving $350,000? I am sure that they would have had 
a licence before they got themselves involved in a business of this proportion. 
4 The VICE-CHAIRMAN: You are saying that we should verify the fact 
whether the first group got a licence or not. Are you able to answer it? 

Mr. HENDERSON: Are you aware of that? 

Mr. SMITH: What I have seems to contradict that information. I have a 
note to the effect that the company received a liquor licence on February 24, 
—:1961; but this is at odds with earlier testimony. 


fod Mr. LEssarp (Saint-Henri): Did they not sign a lease in 1961, on Jan- 


i? cuary 31? If so, would they not get a licence right off the bat? 


Mr. WincH: The Auditor General and a member of his staff say that the 
record shows that they did have a liquor licence in 1961. 


. Mr. HENDERSON: Mr. Smith said there was a liquor licence obtained in 
February, 1961, which would have been shortly after the indenture was signed. 
It was stated earlier that it was thought the licence was not obtained until 
962. 

Mr. LESsAarRD (Saint-Henri): The licence was obtained earlier than that. 


Mr. HENDERSON: The licence was obtained in the later part of 1961. I have 
| a recollection that the interim financial statement, which I mentioned, did in 
fact show some revenue from that source at the time. 


Mr. WincuH: If they did not have a liquor licence how did they show 
‘revenue unless they were bootlegging? 


i. Mr. HENDERSON: They were running the restaurant and the eating facilities 
at the airport. 
a Mr. WINcH: I thought you referred to the lounge. 
| Mr. HENDERSON: I am referring to the restaurant at the Montreal airport. 
The VICE-CHAIRMAN: There was no revenue received from liquor. 
Mr. HENDERSON: There was a little delay in obtaining a liquor licence. 
The fact that a restaurant can serve liquor helps the receipts from food. 
ea ir. STENSON: I should like to ask a supplementary question on this liquor 
; licence subject. Why was a licence denied these people? 
: The Vice-CHAIRMAN: Mr. Stenson, I believe Mr. McLean has a further 
‘question. 
p Mr. McLean (Charlotte): I should like to know whether they did obtain a 
licence and whether the licence was cancelled. 


Mr. HENDERSON: That is not the case to my knowledge, Mr. McLean. I 
+ do not know whether Mr. Scott has that information, but I think there was 
_ just a normal application made. 


Mr. Scott: That is my understanding. 


up or cancelled. 


Mr. HENDERSON: The licence may have been held up for some time. We 
will have to get further information in that regard. 


a Mr. McLean (Charlotte): There may well have been a licence although 
they may just not have been operating under the licence for various reasons. 


aa that the situation Mr. Chairman? 


Mr. McLEAN (Charlotte): It is my understanding that the licence was held. 
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The VicE-CHAIRMAN: I do not know the answer to that question. I am n 
familiar with liquor licences. 


Mr. McLean (Charlotte): You say that, not having had one. 


The VIcE-CHAIRMAN: I guess some of my friends who regularly attend 
the cocktail meetings might be able to give you a better answer, but I do not 
know who that is. 


Mr. McLean (Charlotte): It is now five o’clock. Do we get a liquor 
licence now? 


The VicE-CHAIRMAN: We have one more item to deal with and I think we 
should complete this at this meeting so that it will not be necessary to bring 
these present witnesses back to our next meeting, and that we may at that 
time proceed with our regular agenda. 


Mr. STENSON: I have a question in respect of the liquor licence subject. Why 
did this company not obtain a liquor licence? 


The VICE-CHAIRMAN: As a result of an answer given previously I would 
suggest they did obtain one. 


Mr. LeEssarp (Saint-Henri): The company did obtain a liquor licence. 
The VicE-CHAIRMAN: Further information in that regard will be Oban 
and presented to this committee at its next meeting. 
If there are no further questions I think we should now turn toa considera- 
tion of paragraph 98. 
Mr. Lessard (Saint-Henri): Will it be permissible for us to ask further 
questions in respect of this paragraph? 
The VICE-CHAIRMAN: You are going to receive further information in 
respect of this subject and if at that time you wish to ask further questions you 


will then have your regular Chairman who I am sure will give you permission 
to do so. 


Mr. Lressarp (Saint-Henri): Our present Chairman is doing very well. 
The VICE-CHAIRMAN: I wish we had not talked about this liquor licence 

subject because I am afraid we are going to lose our quorum. 
Mr. McLean (Charlotte): It is now five o’clock. 


‘The VICE-CHAIRMAN: May we now deal with paragraph 98 in respect of 
non-productive payments. 


98. Non-productive payments. Paragraph 71 of the fifth report 1968 
of the public accounts committee reads: 


The committee gave consideration to the extent to which it felt it 
would wish to be informed regarding non-productive payments in 
future. Although it recognized the difficulty that would be involved 
in defining a ‘non-productive payment’, it came to the conclusion 
that information regarding such payments would be of value, and it 
accordingly requests the Auditor General, in his future annual 
reports to the House of Commons, to include listings of any such 
payments that might have come to his notice in the course of his 
audit. 


In accordance with the request contained in the foregoing observa- 
tion, a listing is given, as appendix 1 to this report, of the payments that, 
in the absence of a precise definition, might be regarded as non-productive 


in character which were observed in the course of the audit of expendi- 
tures for the fiscal year 1962-63. 


Mr. HENDERSON: At page 148 there is an indication that the Department 
of Transport is responsible for five of the 37 shown in appendix I. The numbers 
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are, item 30, consultants’ fees, Sault Ste. Marie; item 31, consultants’ fees, 
‘Winnipeg; item 32, cost of delays, Montreal; item 33, cost of landline circuit, 
‘Val d’Or, and item 36, cost of delays, Edmonton. 

The non-productive expenditures in respect of which these cases totalled 
$209,323. 
. The VICE-CHAIRMAN: That is the total in respect of all the paragraph you 


have listed? 


Mr. HENDERSON: That is right, sir. 

The VICE-CHAIRMAN: Are there any questions in respect of this paragraph 
or do you wish me to deal with this clause by clause? 

Are there any questions in respect of clause 30? 

Mr.-HENDERSON: Item 30 is the first item. 


Mr. WincH: I am wondering whether you have made this comment because 
of the fact these amounts were not to be exceeded? 
_ Mr. HENDERSON: That is right. The treasury board granted approval in 
principle to the construction of an air terminal building at Sault Ste. Marie at 
the same time stipulating the estimated total cost of $610,000 was not to be 
exceeded. Consultants prepared sketch plans, work drawings and specifications 
prior to the tenders being invited, and when the last tender was received, and 
the revised tender based on modified plans, both in excess of the prescribed 
ceiling the department was instructed by the treasury board to cancel the 


tender and redesign the building at a lower cost. During the year a final 


payment of $12,363 was made to the consultants in respect of their abandoned 
work, and this brought the total non-productive cost of the consulting services 


and expenditures to $26,608. 


Mr. WincH: May I ask a general question, Mr. Chairman. 
The VICE-CHAIRMAN: Yes. 
Mr. WincH: As far as I am concerned the problem in respect of all these 


_ things reverts to what we have discussed at previous meetings. I am very sorry 


to say that other departments run into this same kind of problem. One will 


generally notice, in going through these items, that the increased costs are 
fundamentally caused by changes in plans, wrong specifications and other similar 
reasons. This committee has a responsibility to check into these matters. Is it 
_ possible for Mr. Scott to tell us whether there is any means, for instance, with 


a little more foresight or co-ordination between the various departments, to 
cut down on the number of faulty plans and changes in plans before these 
contracts are let? I am just asking that question in a general way in an attempt 
to be co-operative and of some assistance. 


Mr. Scott: I think perhaps I should make two observations in this regard. 


_ Firstly, I should suggest that this situation existed as far back as the Montreal 


airport which certainly was the first large undertaking. From that point on we 
were faced with a succession of large terminal buildings, secondary terminal 


‘buildings, and small terminal buildings. As every member of the committee 


knows, this situation developed in a relatively short period of time. Not very 


| many years ago if one were travelling across Canada and stopped in almost 


any city he would find not much more than a leanto. The department was not 
geared to deal with items of this magnitude. We did not have the men or 


| experience necessary. All these factors are involved. In many cases in respect 


of some of the major buildings the time was very limited and usually involved 
a target date. That is one side of the problem. 

Along with that side of the problem there existed a difficulty in respect 
of the practice of air lines. Ever since the first plans were drawn up in respect 


of the Montreal terminal we have faced this problem. Air lines, such as Air 
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Canada, for example, have gone through at least five different types of equip: 
ment. For instance, if one week you are designing a terminal, knowing t 1a 
aircraft to be used will carry 50 passengers, and the following day, almost, 
you find out the air line is not going to use that type of aircraft but a dif- 
ferent kind designed to carry 150 passengers, it is obvious you are going to be 
in real trouble. 
There are other problems inherent to this area in that Air Canada at one 
time was operating with Viscounts on secondary routes. Air Canada then sup- 
plemented these routes with Vanguards. Again the size of the passenger load 
increased. This was done by Air Canada with the idea of giving better service. 
We have no control over these factors and certainly do not want to have any 
control, but these are difficult things to foresee. ] 
Also involved in this problem is the fact that the scheduling of flights is 
in the hands of the air lines. While we work very closely with the air lines and 
know their plans in respect of what their flight operations and frequencies will 
be, if they change this for any operational reason we run into difficulty. If 
for example we have planned on two Viscounts, if you like, meeting at a rela 
tively small city at the same time we will expect to have to provide accommo- 
dation, in respect of passengers, visitors and friends, in the building for per - 
haps 150 people. If suddenly you are confronted with four Vanguards meeting 
at the same time you will be looking at a crowd of some 400 or 450 people. 
There has been a departmental problem involved in attempting to meet 
these situations. We had very little experience when we began the Montreal 
terminal. One could look anywhere practically in the world without finding the 
same problem with which we were faced in that connection. Air lines in the 
United States at that time were just beginning to move into large terminal 
buildings. Furthermore, we just could not look to any country to find a prece- 
dent, if you like, for our problems, because we are confronted with a number 
of cities scattered right along and across the border carrying on operations on 
a different basis than the normal international operations. We also have 
domestic service to contend with. 
A great many things have happened in respect of the air operation indus- 
try on the air side which have been extremely difficult to keep abreast of, and 
one must remember that plans must be made in advance. There was no one 
really that we could turn to, and certainly the department consulted everybody 
available. This was another of the problems in respect of designing the terminal 
buildings. Many factors were involved. 


Mr. WINCH: Mr. Chairman, I am very grateful for the statement just now 
made by Mr. Scott. The statement intrigues me and is of interest to me. Over 
the last two or three years I have had the opportunity of speaking with the top 
executives of T.C.A. and also last year with two top executives of B.O.A.C. 
They told me that when they are planning for the purchase of new aircraft 
they have to calculate anywhere from three to seven years in advance of order- 
ing the aircraft. 


Applying this experience in respect of Trans-Canada Air Lines or Air 
Canada, the officials must have had some idea regarding the utilization of those 
aircraft, landing strips and terminal facilities required. I am sure I am correct 
in what I am saying because of my information in respect of B.O.A.C., Air 
France and the Scandinavian Air Lines which fly into Canada. In respect of our 
own Canadian operations the officials must have known three to seven years 
in advance of ordering, the type of aircraft to be used and the routes to be 
travelled as well as the landing facilities required. Why was it not possible 
through co-operation between the departments and the air lines to forecast the 
type of difficulty you eventually ran into? 


Mr. Scott: What you suggest in respect of planning ahead for the purchase 
of aircraft is quite true, as I understand the situation, but I can assure you that 


air.) 
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epartment has and does work very closely with the air lines companies in 
pect of planned schedules. 


Mr. WincH: I understand they must plan three to seven years ahead. 


Mr. Scott: Yes. Five years ahead we can tell you what Air Canada pro- 
es for Toronto, but that was not the case a few years ago. What happened 
that time was that the air lines operators did not themselves really foresee 
ng into large jets as quickly as they did. However, in the air transportation 
dustry once a better type of equipment is available competitors have to obtain 
otherwise they will have no traffic. 

What happened as far as we were concerned is that all at once there was 
large inflow of entirely new and large types of equipment. This situation was 
aken into account in respect of the design of airports, terminal plans and: other 
1ings. However, if you look around at this moment you will see that we are 
oncerned with what is going to be a smart jet aircraft but we do not know 
ich one. We cannot operate on that basis regardless of staying on top of 
ngs, because they make their decisions on a scientific basis bearing in mind 
he schedules they are going to operate and traffic they are going to carry. We are 
aware of air lines planning regarding their intention in respect of co-ordinat- 
ing their schedules, but within two years if they change the load factor, change 
the frequency or something of that nature we have an entirely different num- 


ber of aircraft arriving at a terminal at one time. 
Woe 


The VICE-CHAIRMAN: Are there any other questions? 

- Mr. Wauwn: I should just like to ask whether, in view of the expressions of 
opinion by members of this committee at today’s meeting, there is any intention 
of tightening up the situation in respect of plans and specifications? 

‘ Mr. Scott: I think we are doing a lot better right now in this regard. 

_ Mr. WincH: And you intend to do better yet in the future; is that right? 
Wir SCOTT: iY es,-Sir, 

_ The Vice-CHarrMAN: Are there any further questions in respect of para- 
graph 31? 

Paragraph 33 is next. 

Some hon. MEMBERS: Carried. 

The VICE-CHAIRMAN: I think the next paragraph for consideration is 36. 
Some hon. MEMBERS: Carried. 


The VIcE-CHAIRMAN: I know that the members of this committee are very 
xious to sit tonight but there are very important reasons why perhaps we 
nould not. In the first place the House of Commons will be in session and we 
aust look after the country’s business. The Prime Minister is arriving back 
onight and somebody should go to meet him. There is a football game taking 
lace as well. We will not sit until next Tuesday at which time we will meet 
ain in this room, I understand at 9.30 in the morning. 


May I request for the benefit of those of you who arrived late that the 
eport of the Minister of Finance on the exchange fund account which was 
istributed to you should be brought to the next meeting because that is the 
item we will then be discussing. 

_ May I also take this opportunity of thanking the witnesses today who have 
done a very excellent job and given a great deal of valuable information to 
the members of this committee. They have promised that even though they 
ee in the process of tightening things up at the present time they will make 
lese things even tighter yet. 


Mr. Lessarp (Saint-Henri): We should give a hand to our president. 
. The ViceE-CHAIRMAN: Thank you very much. 
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TUESDAY, July 21, 1964 
(24) 

_ The Standing Committee on Public Accounts met this day at 9.40 a.m. 

> Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Crouse, Fane, 
‘bes, Francis, Hales, Harkness, Leblanc, Legault, McLean (Charlotte), Me 
[cMillan, Nowlan, Pilon, Rinfret, Rock, Ryan, Stefanson, Stenson, Tardif, 
-ker, Wahn, Winch (23). 


In attendance: From the Department of Finance: Mr. R. B. Bryce, Deputy 
ister; Mr. A. B. Hockin, Director Financial Affairs and Economic Analysis | 
sion; Mr. H. D. Clark, Director Pensions and Social Insurance Division; | 
1D; W. Franklin, Director Programme Analysis Division; Mr. M. H. Wilson, 
cial Affairs Bats Economic Analysis Division; Mr. H. W. Johnson, Director 
ounting Services Branch, Comptroller of the Treasury, Mr. Scott Robertson, 
horities Branch, Comptroller of the Treasury; From the Bank of Canada: 
A. C. Lord, Assistant Chief, Foreign Exchange Department; and Mr. A. M. 
enderson, peedieae General of Canada, and Messrs. Long, Crowley, Chapman 
d Laroche of the Auditor General’s office. 


Mr. Baldwin thanked the Vice-Chairman, Mr. Tardif, for presiding at 
ngs last week. 


_ The Chairman announced sittings for tomorrow of the steering subcom- 
ee and the Main Committee to consider “draft”? reports to the House. 


The Committee resumed consideration of the 1962 carryover items and the — 
19¢ 963 } Report of the Auditor General. 


- On “Advances to Exchange Fund Account”, (paragraphs 141 and 194 of the 
62 Report and 175 of the 1963 Report), Mr. Henderson commented briefly and — 
examined thereon. 


_ Mr. Bryce was called, and after introducing Messrs. Hockin, Wilson and ~ i : 
rd, commented on the Report of the Exchange Fund Account by the Minister 
Hinance, tabled in the Committee on July 16, and was examined thereon. 


The Committee agreed that the Exchange Fund Account Report of the 
ister of Finance be printed as an Appendix to the Minutes of Proceedings 
Evidence of this day. (See Appendix). 


AFTERNOON SITTING 
(25) 


"The Committee resumed at 3.40 p.m. The Chairman, Mr. G. W. Baldwin, — 
Members present: Messrs. Baldwin, Cameron (High Park), Crouse, Dan- 


Fane, Forbes, Francis, Gendron, Hales, Harkness, Legault, McMillan, 
am, Stenson, Tardiff, Tucker, Winch (17). 


~of 


Re 701 
21232—13 


‘hal 
' Tied 


ae 


702 STANDING COMMITTEE Ps oe 


In Attendance: same as at morning sitting, with the exception of Messrs 
Hockin, Wilson and Lord. a 


1963 Report, relating to superannuation matters, Mr. Henderson made a lengthy 
statement explaining their background. He referred to previous recommenda- 
tions of the Committee, and also the statement of the Minister of Finance to the 
House on March 6, 1964, and was examined thereon, assisted by Mr. Long. 


Mr. Bryce commented on Mr. Henderson’s statement, supplied additional 
information and was examined thereon. 


On paragraphs 53 and 54 of the 1963 Report, dealing with additional supe 
annuation items, Messrs. Bryce and Henderson reviewed these paragraphs and 
were examined thereon, assisted by Messrs. Long and Clark. 


The questioning of the witnesses still continuing, at 5.25 p.m., the Com- 
mittee adjourned until 8.00 p.m. this evening. 


EVENING SITTING 
(26) 


The Committee resumed at 8.10 p.m. The Chairman, Mr. G. W. Baldwin, 
presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Dan- 
forth, Fane, Forbes, Francis, Hales, Leblanc, Pilon, Rock, Southam, Stefansg 1, 
Stenson, Winch (15). 


In attendance: (same as at afternoon sitting). 


Mr. Henderson clarified information given at afternoon sitting on para- 
graph 54 of the 1963 Report. 


On paragraphs 55, 56, 57, 58, 59, 45, 60, 61, 110 and 123 of the 1963 Report 
and 66, 140 and 142 of the 1962 Report, which included, amongst other items 
interest charges on loans to the National Capital Commission, and Governo 
General’s Warrants, Messrs. Henderson and Bryce commented on these para 
graphs, supplied additional information to the Committee, and were examined 
thereon. 


The questioning of Mr. Bryce being concluded, the Chairman thanked him 
on behalf of the Committee. 
At 10.10 p.m., the Committee adjourned until 3.30 p.m. on Wednesday, 
July 22, 1964. | 


M. Slack, 
Clerk of the Committee 


4 EVIDENCE 
TUESDAY, July 21, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum. The meeting will come to order. 

I want to express my appreciation to the Vice Chairman, Mr. Tardif, who 

presided at the last meeting and at the tag end of the meeting a week ago. 
I understood you had a fruitful and profitable meeting with the Department 
of Transport. 
I hope that, if time permits, we will be able to submit to the main com- 
mittee at an in camera meeting the third interim report which, you may recall, 
I spoke to you about some time ago and which will deal Fs all the matters 
we had before us from the time of the inception of the committee until June 30. 
If time permits I would hope that possibly tomorrow we might meet and con- 
sider this report before its submission. I hope that the steering committee will 
meet to consider a draft for the fifth interim report which will deal with the 
Canadian Broadcasting Corporation so that this too can be submitted to the main 
committee for its approval or change, as the case may be. It may be before the 
end of this week. 

Now, gentlemen, you have all received, I think, notices which indicate the 
Matters which are going to be dealt with today and which involve the appear- 
ance here of officials of the Department of Finance. 

There are a number of items in both the 1962 and the 1963 reports, and I 
think some of these will probably be dealt with together as they deal with 
the same subject matter. 

First, let me introduce to you Mr. Robert Bryce, deputy minister of finance, 
who, of course, is well known to all of us here. He has had a very long and 
distinguished career in the public service in many fields. He was before the 
committee last year briefly, and it was understood that some of the matters 
which we then dealt with would be the subject of further discussion at this 


particular meeting. Before calling on him, however, at which time he will . 


introduce his officials, I shall ask Mr. Henderson to make an opening statement 
from the viewpoint of the various matters which we will be discussing during 
the day. Mr. Henderson? 


Mr. A. M. HENDERSON (Auditor General of Canada): Mr. Chairman, we 
have a number of paragraphs regarding matters affecting Mr. Bryce’s depart- 
ment, and referred to in my 1962 and 1963 reports, and we perhaps will deal 
with them on the subject basis in order to reduce the number of paragraphs 
a to keep the subject matter together. It will be necessary to explain the back- 
ground of some of these items to you, because, as you know, we have been 
jumping around a little in our meetings, and moreover a number of the matters 
are carried forward from your sessions last December. At that time they were, 
in several cases, the subject of recommendations you made in your report at 
that time. Therefore, if you will bear with me, I may sound a little lengthy 
in the way of details on the subject matter, because of the importance of the 
figures and the principles. We are most anxious to get it across to you as 
broadly as possible. 
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; The CHAIRMAN: Let us now deal with poreereah No. 62 of the 1962. 

Ng and paragraph No. 52 of the 1963 report: yy 

i 62. Government contributions not made to Le A TaREOR acco 
In last year’s report (paragraph 59) attention was drawn to subsec 
(2) of section 32 of the Public Service Superannuation Act, 1952-53, 
c.47, which reads: q 


There shall be credited to the superannuation account, as soon 
as possible following the authorization of any salary increase of 
general application to the public service, such amount as, in the 
opinion of the Minister, is necessary to provide for the increase in. 
the cost to Her Majesty in right of Canada of the benefits payabl e 


under this act, as a result of such salary increase. 
My 


Similar provisions are contained in the Canadian Forces Superannuation 
Act, 1959, ¢c.21, and the Royal Canadian Mounted Police Superannuation 
Act, 1959, ¢.34. 


It was stated last year that no special credits were given to the publ ‘ic 
service superannuation account, the Canadian forces superannuation 
account or the royal Canadian mounted police superannuation account 
(with offsetting charges to expenditure) to provide for the increases in 
benefits payable as a result of the salary and pay increases granted to the 
members of the public service, the armed forces and the Royal Canadian 
Mounted Police during the year ended March 31, 1961—although 
additional liabilities resulting from these increases were estimated E: it 
4 $80,700,000, $79,050,000 and $1,760,000, respectively. 


; It was also mentioned in last year’s report as being understood that 
so far as the public service superannuation account was concerned, the 

Department of Finance took the view that, since the salary increases, 
during 1960-61 had been granted to different groups of civil service) 
i at intervals over a period of several months, they did not represent 
“salary increase of general application” for the purposes of the above: 
Sica statutory requirement. 


No contribution was made to the public service superannuation | 
account during the year under review in respect of the salary increases, 
ranging up to $1,000 per annum, granted to approximately 7,000 em- 
ployees in certain classes in the civil service, approved by the trea 
board on February 15, 1962 retroactively to July 1, 1961. We we 
informed by the department that no estimate was available of the adds 
tional liability that was thereby imposed upon the account, and that no 
request had been made to the department of insurance for the makin ng 
of such an estimate. { 


If this practice is continued, and the special credits referred to in sub 
section (2) of section 32 of the act are not given to the public service 
superannuation account (with offsetting charges to expenditure) when in= 
creases are granted during a fiscal year to one or more substantial groups 
of civil service classes, the subsection in question will be rendered it 
operative. To the extent that the practice is continued, the present con- 

. siderable actuarial deficiency in the Account will continue to mount. — 


52. Government contributions not made to the public service sunelad 
annuation account. subsection (2) of section 32 of the public servic Ce’ 
superannuation Act, 1952-53, c. 47, reads: 


There shall be credited to the superannuation account, as soo 
possible following the authorization of any salary increase of gen 
application to the public service, such amount as, in the Opinio! 
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af the minister, is Wereecary to erate for the increase in the cost to 
Her Majesty in right of Canada of the eneny. payable under this 
act, as a result of such salary increase. 


: In paragraph 62 of last year’s report, reference was made to the es 
~ increase in the actuarial deficiency in the superannuation account when no 
special contributions were made to provide for the increased cost of 
benefits payable under the act as the result of salary increases that aha 
been granted to substantial groups of civil service classes. 


i It had been announced in 1961 that future pay adjustments would be 
ij based on a program of cyclical salary reviews, and the civil service classes 
: had been divided into four large groups for review purposes. | 4 
b In December 1962 the treasury board approved of salary increases _ ae 
‘with effect from October 1, 1961 for the group which includes the admin- a 
; istrative, clerical and related classes with about 70,000 employees. 
Increases were also approved in December 1962 for nurses and hospital 
ia staff with effect from January 1, 1962 and for the penetentiary service 
r with effect from April 1, 1962. Increases similar to those given civil 
_ servants were given to employees of certain crown corporations, including 
many if not all of those that are under the Public Service Superannuation 
i Act. As was the case when salary increases were approved in the two 
He previous years, no special contribution was made to the superannuation 
account with respect to the increases granted in 1962-63. 
Salary revisions for another large group of employees were approved 
on July 9, 1963 with effect from October 1, 1962. 


‘a Thus salary increases have been approved for practically the whole 
P public service since 1960 without any special credits having been given to 
the superannuation account as required by subsection (2) of section 32 of 
the act quoted above. The view taken by the Department of Finance that 
the granting of increases on a cyclical basis does not result in a “salary 
‘ increase of general application” has rendered subsection (2) of section 32 
‘ of the act inoperative, with a consequent significant increase in the actu- 
1 arial deficiency in the account. 

In paragraph 124 of this report comments are made regarding the 
balance at credit of the account at March 31, 1963 and the basis of report- 
ing the actuarial deficiency. ‘ 


_ Mr. Henperson: The first of these, to which we have referred is paragraph 
I No. 62 in my 1962 report. No government contributions were made to the public ; 
rvice superannuation account. While considering this we could also consider 
agraph 52 in my 1963 report. You might like to have it open before you. qt is 
we 25 of the 1963 report. 
_ This matter was first discussed in the committee—that is, of course, para- 
aph 62 of my 1962 report—last November. I explained how I first brought it 
in my 1961 report when following the granting of salary increases to different 
oups in the public service over a period of several months, any credits, that is 
Say, credits with offsetting charges to budgetary expenditure, were made to oh 
U is superannuation account as is required by section 32 of the Public Service _ 
Superannuation Act which I quote in my report. 2 
_ The Public Service Superannuation Act called for credits in respect of 
alary increases in 1960 and 1961—which is the first year that this was not | 
1e—amounting to over $160,000,000. a 
The next year, 1961-1962 with respect to salary increases, they ranged up 

to $1,000 per annum granted to approximately 7,000 employees in certain classes 
I e civil service and approved by the treasury board on February 15, 1962, 
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retroactively to July 1, 1961. No estimate was available of the additional pension 
liability cost this year because no request was made to the department | of 
insurance to make such an estimate. 
Mr. Bryce appeared before the committee on December 6 last and ae 
lengthy statement which is to be found in the evidence at pages 225 to 230. 
The CHAIRMAN: I am sorry to interrupt you Mr. Henderson, but Mr. Bryce 
has indicated to me that he had been under the impression that the exchange 
fund would be discussed this morning, and the officials he has brought with 
him are those who will deal with it. 4 
Mr. R. B. Bryce (Deputy Minister, Department of Finance): The clerk 
told me that we would be dealing first with the exchange fund. 
Mr. HENDERSON: I was following the order that we have before us. 
The CHAIRMAN: The exchange fund does appear to be at the beginning 
of it. 
Mr. HENDERSON: Under our present procedure the exchange fund will be 
the third item. If you wish to switch over to the exchange fund, it is all right 
with me. 
Mr. Bryce: I do not mind. I just would ask for a moment of time in order 
to change teams. That is all. 
The CHAIRMAN: If we could, it might expedite matters, simply because we 
have officials from the Department of Finance who are prepared to deal with 
the exchange fund. If this is satisfactory to the committee it would save the 
delay of Mr. Bryce having to have other officials here. 
Mr. Tarpir: We announced at the last meeting that we would make a 
start this morning with the exchange fund. ) 
Mr. HENDERSON: My apologies. I thought we were following the schedule. 
But we can return to the other subject which will keep. 
The CHAIRMAN: Thank you. 


Mr. HENDERSON: Paragraph 141 is the one dealing with the advances to 
the exchange fund account. 


Mr. WINCH: You are referring to your 1962 report. 


Mr. HENDERSON: That is right. As stated in this note, in its fifth report, 
1961, this committee recommended that the Minister of Finance be requested 
to submit to the committee at its next session a report dealing with the 
desirability of writing off the amount in the account with appropriate par- 
liamentary authority, for example, as against the reserve for losses on realiza- 
tion of assets, the committee stated that the importance of the problem is such 
that it believed that at the next session of parliament special attention should 
be given to the problem, including the question of transfering annually to 
the consolidated revenue fund the realized profits or losses from trading opera- 
tions and re-evaluation of holdings. 

In dealing with this matter today when we have the advantage of 
Bryce’s presence, may I suggest that we also include paragraph 194 dealing 
with the exchange fund account, and also paragraph 175 of my 1963 report 
which read as follows: 

194. Exchange fund account. The exchange fund account, first estab 
lished by the Exchange Fund Act, 1935, c. 60, and continued by the 
Foreign Exchange Control Act, 1946, c. 53, now operates under Part 
III of the Currency, Mint and Exchange Fund Act, R.S., c. 315. The 
purpose of the account is “to aid in the control and protection of the 
external value of the Canadian monetary unit’. 

The accounts of the Exchange Fund for its financial year ended 
December 31, 1961 were examined pursuant to the requirement of 
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section 27 of the Currency, Mint and Exchange Fund Act and the 
relative report was addressed to the Minister of Finance in accordance 
with established practice. The section requires that a special certificate 
be given annually to Parliament, and in accordance with that require- 
ment it is now certified that the transactions in connection with the 
account for the year ended December 31, 1961 have been in accordance 
with the provisions of the act, and that the records showed truly and 
clearly the state of the account. 

The following is a summary of the transactions in the account for 
the year ended December 31, 1961 compared with the transactions in 
the previous financial year: ; 


Year ended December 31 


1961 1960 
Balance PRAT VEL Wor Bt ee aul gee hy Siete) eS oe $ 1,929,536,000 $ 1,969,513,000 
Deduct: 
Paid into Consolidated Revenue Fund in 

Meerespect of earnings .......:........-. 32,536,000 25,513,000 
' Repayment of advances (net) ......... — 47,000,000 
2 32,536,000 72,513,000 

1,897,000,000 1,897,000,000 


Ada: 


Advances (net) received during the year 233,000,000 —_ 
_ Earnings on investments during the year 


(to be paid into the Consolidated Rev- 


SE EIEN) oe ON a 0 got RS a ce 32,606,000 32,536,000 
mummenrece at December 31. ¢.2....-:.:-23-. $ 2,162,606,000 $ 1,929,536,000 
Represented by: 

Bemeereian, dollars« 32 o.oo. boo ws nob Se ss $ 844,000 $ 382,000 
United States dollars and securities .... 1,128,605,000 905,919,000 
PI 8 e eee iee oe a 987,296,000 882,258,000 

memmepense ACCOUNT 2... 22.22 eben ede ces 3,000 — 

2,116,748,000 1,788,559,000 
a i ae eS ee pak ee 45,858,000 140,977,000 


$ 2,162,606,000 $ 1,929,536,000 


The deficit of $45,858,000 at December 31, 1961 represented the 
difference between (a) $133,941,000 for the net loss on revaluations of 
gold and foreign currencies reduced by profits on dealings in gold and © 
foreign currencies and securities since the establishment of the exchange 
fund account in 1935, and (b) $88,083,000 for the exchange gain arising 
from valuation of United States dollar and gold holdings at the exchange 
rate of $1.04 11/32 Can.—$1.00 U.S. at December 31, 1961. 


175. Exchange Fund Account. The Exchange Fund Account, first 
established by the Exchange Fund Act, 1935, c. 60, and continued by 
the Foreign Exchange Control Act, 1946, c. 53 now operates under Part 
III of the Currency, Mint and Exchange Fund Act, R.S., ec. 315. The 
purpose of the Account is “to aid in the control and protection of the 
external value of the Canadian monetary unit’. 
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The accounts of the | Rechange une fot its financial year i 
December 31, 1962 were examined pursuant to the requirement 0. 
tion 27 of the Currency, Mint and Exchange Fund Act and the re 
report was addressed to the Minister of Finance in accordance with 
established practice. The section requires that a special certificate | 
given annually to Parliament, and in accordance with that requiremen 
it is now certified that the transactions in connection with the account 
for the year ended December 31, 1962 have been in accordance with t the 
provisions of the Act, and that the records showed truly and clea rly 


the state of the account. 


The following is a summary of the transactions in the Account : 
the year ended December 31, 1962 compared with the transactions § in 


the previous financial year: 


SET CS ONAL Y OL) ici ee ee as we eee 
Deduct: 


Paid into Consolidated Revenue Fund in 
Mee lie CALTIIIES: 50, e's (ais, bsnsale noe ue Re 


Year ended December 31 


e 


‘a 


1962 


ay 


$ 2,162,606,000 


32,606,000 


2,130,000,000 


Add: 
Advances (net) received during the year 
Earnings on investments during the year 
(to be paid into the Consolidated Rev- 
CAPR MRLITTUCL i) Acie oiarn cts hte Vat aks, sop manen eRe ate 


IB aamiCewat aD OCCTIDEL OL.) stale ai uenar nn eters 


Represented by: 


COACH LEO OUUATS © is Nori dio leone wtaedretemeer cree uate 
United States dollars and securities ...... 
(GHGHIG So) Nf ES dt IN RR RR DOE PRR ARE Reg EO «Ra 


In the year under review the value of the United States do 
increased from $1.04 11/32 Canadian at December 31, 1961 to $1.07 2 
at December 31, 1962 and the deficit of $45,858,000 at December 
1961 was replaced by a surplus of $18,412,000 at December 31, 196 


521,000,000 


35,227,000 


2,686,227,000 


160,000 
1,941,310,000 
763,169,000 


2.,704,639,000 


18,412,000 


$ 2,686,227,000 


$ 1,929,536,00( 


$ 2,162, 606,0 00 


1961 


32,536,000 


B. 


1,897,000,00 


233,000,000 


32,606,000 


2,162,606,000 
1g 

844,00 
1,128,605,000 
987,296,00 
3,000 


2,116,748,000 
(45,858,000) 


This gain of $64,270,000 resulted from the following: 

Wet profit: on ‘sales/ot Uls, securities (24 ue eee $ 2,846,000 
Croat Jon) sales’ Of Oi tent r ie ley eeu eter ce ee er eee 
Exchange valuation. credits: (met gis vse... eee eka 59,329,000 


$64,270,000 


2,095,000 


$6 1962 caer have been considerably larger at hat dae if losses accumu- 
Bs: lated in the Account, and representing a cost of exchange management 
5: since its inception, had been written off in the central Government 
~ accounts. In paragraph 141 of our Report to the House of Commons for 
i the fiscal year ended March 31, 1962 we recommended that provision 
be made for transferring annually to the Consolidated Revenue Fund 
the realized profits or losses from trading operations and revaluation of 
holdings of gold and foreign currencies. This recommendation is now 
repeated. 


Likewise on the exchange fund account, which brings the situation up 
to March 31, 1963. 

When he appeared before the committee on December 13, 1963 Mr. Bryce 
stated (pp. 287-290 of the evidence) that he had found that while a draft 
eport had been prepared in 1962 and approved early in 1963 by the then 
minister of finance, it had never been presented to the committee either in 
1962 or in the earlier session of 1963. In the meantime he pointed out that the 
situation had been overtaken by the change in exchange position referred to 
in paragraph 141 which really called for a rather different content of the report. 
He therefore proposed to discuss the revision of this with the minister and 
would be tabling the report requested by the committee in due course. I men- 
ioned this to you on May 25th in my follow up report on the recommendations 
contained in the committee’s fourth report 1963. 

_ Mr. Bryce has now completed this report and I believe copies were dis- 
ributed to the members at the last meeting on July 16. 


Mr. McMituan: What are the numbers again? 


Mr. HENDERSON: Paragraphs 194 and 175 of the 1963 report which brings 
this situation up to March 31, 1963. 


_The CHaIRMAN: I shall now ask Mr. Bryce to speak to this particular sub- 
ject, but before doing so he may introduce the officials who have come with 
from the department who might be called upon to answer specific ques- 
ions. Mr. Bryce? : 
Mr. Bryce: Thank you. I have with me Mr. Hockin, sitting beside me, 
and Mr. Wilson, of the Department of Finance and Mr. Teed of the Bank je 
‘2 . The latter two gentlemen are sitting at the side of the room. I should 
be glad to answer questions which will no doubt arise in the minds of the 
nembers of the committee as a result of this report of the minister which was 
listributed late last week. I propose to commence with a modest apology. There 


> bottom line, rather than 1964. I think it is evident from the context that 
t should be the case. I think this report presents the history in some little 
etail, and we have endeavoured in the tables attached to it, and in the sum- 
nary of tables on page 9 and 10, to indicate where the small surplus in the 
d has now come from, in terms of earnings and re-evaluation profit and — 
losses. That is the main purpose of the report. The last two pages deal with the 
question of taking these profits or losses into the government accounts. There-— 


Teport. 

I think the only difference that now lies between the department and the 
Minister, on the one hand, and the Auditor General’s recommendations on the 
er, concerns the treatment of revaluation profits and losses. Perhaps I might 
ect your attention to the paragraph at the bottom of page 11 and the top 
< page 12 of the report, in which the minister states his view on that point. 
Would it be proper for me to read that paragraph into the record? 


fore, I think that the main statement can be taken as having been made in the ye 
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The CHAIRMAN: If you would, Mr. Bryce. 
Mr. Brycre: The minister says: 

I would not propose that any decision now be taken to transfer ‘to 
the consolidated revenue fund any future profits or losses at our year- 
ends arising from changes in exchange rates. We now have a formal par 
value for the Canadian dollar established by law. In our accounts we 
now value our foreign exchange and gold holdings at that par value 
(with suitable allowance for shipping costs on gold). This will give more 
stability to the accounting valuations. Any change in the par value is a 
hypothetical contingency which does not require action now. To requi e 
by law that any profits or losses arising from changes in the year-end 
valuations of our reserves be brought into budgetary revenues of 
expenditures immediately thereafter could have led at times in the 
past to serious distortions of our budgetary accounts and caused undesir- 
able confusion and uncertainty as to the state of the budget. We can and 
do take into our accounts the changes in value of the government’s foreig 
cash balances that are held for current operating purposes, but these are 
significantly smaller and are required for immediate use. The exchange 
reserves are held for national economic purposes and can properly be 
treated in a different manner. 


I think perhaps, Mr. Chairman, that that is the one paragraph that merits 
bringing specifically to the attention of members of the committee at this time. 
I think that is sufficient introduction. 


The CHAIRMAN: Thank you. Perhaps before any further comments are 
made or questions are put you might agree that this particular report of the 
Minister of Finance to our committee on the exchange fund account, together 
with the annexed tables, be printed as an appendix to today’s proceedings. Is 
that agreed? 


Some Hon. Mempers: Agreed. 
The CHAIRMAN: Mr. Winch. 


Mr. Wincu: Mr. Chairman, I have a couple of questions to ask at the — 
moment. In respect of myself, if we go beyond $100 in finance I am mixed up. — 
I may have missed this point in the report but as this interests me could I 
ask what the gold holdings in Canada are and if they are used very often on 
this exchange. Also, I would like to know in what amounts they are held. . 
ask the latter question because of the inclusion of shipping costs. 


Mr. Bryce: The gold holdings at the end of June were $931.3 million. 
They have been increasing gradually since the low point of $669 million reached 
at the time of the exchange crisis in June of 1962. Our normal operating trans- 
actions in the exchange fund are carried on in U.S. dollars, foreign exchange, 
rather than in gold. Bui, we do hold a fraction of our reserves in gold. It is now 
30 odd per cent, 36 or 37 per cent. This percentage has been increasing since 
October 1962, when it got down to some 24.9 per cent. But, we do not carry 
on the normal day-to-day operations in gold. | 


Mr. WINCH: With that answer, perhaps I may put my second question in 
a definite and understandable form. At the time of the revaluation of the 
dollar, I believe we had to obtain certain credits outside. What is the reason - 
we did not use our gold instead of having to obtain credits? In addition, outside ; 
of the free market where I seem to remember that a law was passed, does all 
the gold production in Canada come to the federal treasury, or is it sold to the © 
United States? 


Mr. Bryce: This is a double barrelled question. 
Mr. WINCH: I meant it to be double barrelled in order to get the answer. 
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Mr. Bryce: First in respect of the exchange crisis of 1962, the crisis itself 
followed the actual revaluation which, as I recall, took place some time early 
in May. 

When it was necessary to obtain additional resources for the exchange 
fund late in June, 1962, the gold reserves, as well as the exchange reserves, 
had been drawn down to levels where it was felt these had to be increased. 
To sell the remaining gold at that time for foreign exchange would not have 
increased the total of our reserves; it would only have changed their form. 
Consequently, it was necessary to find some other source of additional 
reserves; this we did by entering into a number of arrangements. I did not 
bring with me the details of these arrangements, but you will recall that in 
all they added something in the order of $1 billion to the reserves available to 
the government for exchange stabilization purposes. 


Mr. WINcH: May I ask a supplementary question? 


Mr. Bryce: That is just the first barrel, first of all. Do you wish me to 
answer the second barrel? 


Mr. WINcH: Yes, would you answer the other barrel? 


Mr. Bryce: In respect of the other question concerning the purchase of 
gold production, I do not believe that at any time there has been any legal 
barrier to gold producers selling their production anywhere they wish. I do 
not recall offhand whether or not this is the situation now, but for some years 
it was a condition of obtaining the emergency gold mining subsidies that one 

sold the gold to the mint at the standard price. This arose at a time when 
there was a market in various parts of the world for gold at a higher price 
than it was dealt with in monetary terms by the government and central bank. 

I believe that some of our gold is not sold to the mint, but that is only 
a modest fraction of the total. 

In recent years, since mid 1962 probably, we have been buying the 
gold that has been sold to the mint, which is the great bulk of the output, to 
to add to our reserves, and that is the chief factor which has brought about 
the increase from the levels of the $600 million odd that I mentioned, up to 
the $900 million odd at the present time. 


Mr. WincH: Mr. Chairman, I should like to ask a supplementary question 
which I think will explain why I posed that double barrelled question. 

Does the Bank of Canada hold all the gold reserves on behalf of Canada 
and, if so, at the time of what I believe you yourself called the dollar crisis 
in 1962, can you tell the members of this committee why, there being no 
legal barrier to the selling of Canadian produced gold to the United States, 
from a financial point of view and from the point of view of the federal 
treasury of Canada, the Bank of Canada did not acquire all Canadian gold 
and place it on the foreign exchange in order that we could avoid being 
placed in the position we did find ourselves in, in respect of the exchange 
fund? Is that question understandable? 

- Mr. Brycre: Your question is understandable but whether I can recall 
the details or not, I am not sure, Mr. Winch. 

First of all, in respect of the bank holding the gold, gold holdings are 
almost all legally in the possession of the government. The exchange fund is 
‘operated by the Bank of Canada for the Minister of Finance. The holdings are 
in the hands of the Minister of Finance on behalf of the government so that 
they are available for disposition as he directs, and the bank carries out the 
day to day operations in accordance with those directions. 

In respect of your second point, why the gold holdings could not have 
been used to prevent or obviate the exchange crisis of 1962, I should perhaps 
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say we were taking gold fully bate account in our reserves in 1962, Rie r 
was necessary, as I indicated earlier, was to add to the total of the ek 
including all the gold we had accumulated. ; 

In so far as the gold is concerned that had been produced in Canada in the 
years preceding 1962 and sold abroad as most of it was, if you consider the 
period from the end of the war up to 1962, you will see that those sales helped 
to meet our current foreign exchange requirements year by year. 


Mr. WINcH: This was done by selling the gold outside and receiving the 
foreign exchange; is that right? 


Mr. Bryce: That is right. We received the foreign exchange which we used 
to pay our bills abroad during that period. 


Mr. Wincu: I have just one more question to ask, if I am not boring the 
committee, because I think if we have a clear picture of this situation it will 
be of help to us. 

May I ask Mr. Bryce, or the representative here from the Bank of Canada ¥ 
whether we can be given in a concise but understandable way, and I know that 
is perhaps difficult when dealing with money, as I have found with my wife on 
some occasions, what is the policy position in respect of control of gold at the 
present time? I understand the gold goes to the mint or in any event is held 
by the treasurer of Canada, yet at the same time there seems to be some control 
effected by the Bank of Canada. Just how do these three things relate in respect 
of the situation such as that which developed in 1962? Are recommendations iS 
received from the Bank of Canada in respect of this matter? % 

Mr. Bryce: Perhaps I can tell you how they tie in precisely in this way 
The producers send their gold to the mint to be sold and refined there. 
mint in turn sells the gold to the Minister of Finance who takes it into the 
exchange rate, or at least has done so in recent years. The Bank of Canada 
enters the picture simply as the agent of the Minister of Finance in buying the 
gold from the mint, holding it and managing it. Of course, the physical holding 
of the gold requires vaults and expertise involved in actually handling, ship pias 
and transferring as well as various other things concerned. 

In respect of your second question regarding the role played by the bank 
in such circumstances as 1962, that is quite a different matter. I am not sure 
how far I should expand upon this. 


Mr. WincuH: Is that not the point which is of interest to the Audited 
General, or am I confused in this regard? 


Mr. Bryce: I do not think the problem in respect of dealing with the crisis 
in 1962 is that which concerned the Auditor General. 

Perhaps I should make it clear that in 1962 the government was responsible 
for setting the par value, which was done by order in council, a copy of which 
I have here and can give you if you wish. “a 

The government, of course, received the views of the governor of the Bank 
of Canada when it did that, as well as the views of other officers. The govern 
ment got those views when it had to take the measures which were necessa y 
in June of 1962 to supplement our reserves in the manner I described, and te 
take the various actions, which we called austerity, to resolve and deal with 
the concern which was leading to capital movement out of Canada. Again the 
decisions were taken by the government, and the government received the 
advice of the Bank of Canada as well as other officials concerned, and, of course, 
the Governor of the Bank of Canada helped in arranging some of the trans- - 
actions in question. 


I think that perhaps gives you in a summary form the best answer I car 


give. 


rs Perhaps someone could explain the advantage to Canada of not Cacia 
ll the gold to be used in respect of its exchange fund account as compared to 
it being sold to the United States or other countries resulting in additional 
foreign currency, and as further compared to the advantage of the gold being 


roducer selling it directly to foreign countries and’ receiving the foreign 


n respect of its foreign exchange account? 


e form of gold, or why we do not accumulate larger reserves? 


_ Mr. Wincu: That is my question, having in mind using the gold on the 
eign exchange during a crisis such as that occurred in 1962. 


Mr. Bryce: In regard to the total amount of our reserves, we are limited 
oy the means available to us for accumulating reserves. One can only accumu- 
ate reserves by selling more, borrowing more, spending less or lending less, 
and I refer to the nation as a whole. In other words, your exchange reserves 
are represented by that which you have accumulated out of your balance of 
oo for the nation as a whole. It is only by those efforts and necessary 
neasures that you can add to your reserves as a whole. 

In respect of the decision between holding these reserves in the form of 


a of our reserves have been held in the last few years and, of course, we 
a been getting considerable interest on them as is shown by the tables 


Mr. WincH: Thank you. 
The CuHarrMaAN: Are there any further questions or comments? 
Mr. LEBLANC: I should like to direct my question to the Auditor General. 


A 
A 
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we 
tI e minister states: 


It is clear from the above description that the balance in the surplus 
account at December 31, 1964 results from a variety of causes, including 
the several revaluations as well as trading operations. I propose that 


any possible future revaluation losses. 


Would you agree with that statement? 
Mr. HENDERSON: Yes, Mr. Leblanc, and I am pleased to hear that the min- 


is I am also pleased to note that in future the annual balance of profit and 
loss arising from trading operations and investment, including discount on 


Jd directly by the producer to foreign countries? Is there an advantage to the 


Ihange rather than Canada itself purchasing the gold production and using 


Mr. Bryce: Are you asking why we do not hold more of our reserves in. 


this be left in the fund, where it may serve as a modest reserve against | 
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been making in my reports to the house. If you look on page 138 of my t 
report which sets out the summary of transactions in the exchange fund account, 
you will see that in carrying this out the minister is not proposing, as Mr. Bryc 
has explained, to go any further. He will take out what you might loosely 
describe as the closed transactions and transfer them to the consolidated 
revenue fund. However, with respect to the losses from revaluation of holdings 
in gold and foreign currencies, he would propose to leave those in this s r= 
plus or deficit account. I cannot object to his proposal that no decision should 
be taken at the present time to transfer to the consolidated revenue fund any 
future profits or losses arising from changes in the exchange rates. As the 
minister says, there is now a par value for the Canadian dollar and as there 
is a surplus in the account, Canada’s investment in the exchange fund is pro : 
tected at the present time. I say it is protected because there is a credit balance 
of $30.3 million, whereas in previous years there has been a very substantial | 
deficit balance. a | 

As you will see, on December 31, 1962 it swung over for the first time O 
a surplus position of $18,400,000, wheres at the end of 1961 it had been r | 
ning as high as $46 million in the form of a deficit. It swung over to a surplus 
position because of the action taken on May 2, 1962 when the par value was 
introduced and our currency was devalued in terms of the 924 cent rate. How- 
ever, I do feel I must point out to the committee that had losses owing to ex- 
change valuations in the past been charged to expense as they occurred, the 
surplus in the account today would be much larger than $30.3 million, and 
would provide what might have been a more adequate reserve against possible 
future losses. I say this to you because as matters stand a drop of as little 
two cents in the value of the United States dollar would return the account 
to a deficit position, and I would then again be forced to draw attention to a 
deficit in the account. Does that answer your question, Mr. Leblanc? 

Mr. LEBLANC: Thank you. 

Mr. McLean (Charlotte): Should not the bank of Canada take over the 


fund and operate it from the bank of Canada? Do not the central banks in| 
Europe operate it? Is it not separated in the European central banks? 


Mr. Bryce: I would like to be able to answer that question, but I cannot. ; 
I think that in many cases the reserves do belong to the central bank and they 
are also operated by the bank. i 


Mr. McLean (Charlotte): We talk about profit and loss. There could be no 
true profit unless gold was revalued the world over. This is just imagina y 
profit that we have, going up and down with the Canadian dollar. There coulda 
be no real profit realized unless gold was revalued. Is that not true? _ 


Mr. Bryce: I am afraid this gets down to the meaning of words. Just what 
a real profit is, is a nice point. Obviously, if the gold that we hold were 
revalued, we could sell it for more foreign exchange than we do now. 


Mr. McLean (Charlotte): When we put our dollar down, did we not actual y 
revalue the gold ourselves? 


Mr. BRYcE: We do so in our books because we keep our books in Canadian 
dollars, but of course what is important in our exchange reserves is what th 
are worth in terms of other currencies, and that is not what we are talki 
about this morning or what the Auditor General has been talking about. He i 
talking about the value in Canadian dollars, in which we must keep ou 
accounts. a 


Mr. McLean (Charlotte): I am talking about real value. We are talking 
about the balance of payments. When Canada was in trouble with her balan 
of payments—the United States was in the same position—the Russians came I 
with about $500 million in gold. This seemed to help the balance of payments in 
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e >U ee ie tstes and iat, our balance of payments also. The Russians mine their 
ld ot at $35 an ounce, not at $25, or $55 an ounce. They get to work and mine 
it, and then they have international curr ency. Would it not be possible for us 
lo the same? 


‘Mr. Bryce: I must confess I do not know too much about the Russian) 
icy in regard to gold production, or even how much the Russian gold produc- 
n is. As you know from reading the papers, this is a bit of a mystery. The 
ssians have always regarded this as something they wanted to keep secret for 
eir own reasons. 


Mr. McLEANn (Charlotte): Did it not help our lance of payments and the 
Jnited States balance of payments? 

Mr. Bryce: It did help our balance of payments obviously wher the Rus- 
ns bought wheat from us, as they did last year. 

Mr. McLean (Charlotte): When we revalue our currency we help the 
sold mines, but we are getting around it because we agree with the international 
1onetary fund that we will pay $35 an ounce for gold. Is not that right? 


Mr. Bryce: Let me point out the reason we pay $35 an ounce for gold, or 
equivalent in Canadian dollars, is because that is what we can sell the gold 
for. The market for gold is basically set by what the United States price is. 

Of course, other countries also buy gold, but it is eae on the same value. 


n in Canada. We do it in a rather more selective way than would oe done by 
ting an artificial price for gold. 


Mr. McLEaAn (Charlotte): We cannot set the price for gold as long as we 
live up to our agreement with the international monetary fund; is that not 
ight? We therefore get around it by subsidizing gold. 

Mr. Bryce: I do not like that phrase, “get around it’’. 


_ The CHAIRMAN: I think we are straying from the subject. It is an interesting 
hilosophical discussion, but we are mainly interested in the report before the 


-ommittee. 


_ Mr. McLean (Charlotte): I have another question about these reserves. 
The CHAIRMAN: As long as it is tied to the issue that is before the committee. 


Mr. McLEANn (Charlotte): This is the issue before us. My question is with 
ard to the reserves. If you go back to 1920, when we had no reserves our 
urrency went down to a 26 per cent discount. Inside of a year our currency 


vas at a small premium. That was the law of supply and demand at work. 
sould that not have worked on these reserves in the crisis we had? 


Mr. Bryce: Well, sir, it is a long time since I looked at what happened in 

0 and 1921. 

Mr. McLean (Charlotte): I lived through it. 

Mr. Bryce: There are frequently quite quick changes in international 
fairs, capital movements, and price movements. The years 1920 and 1921 were 

eriods in which not only prices changed quite rapidly but also capital move- 

rents were hs CEOS CLEC Ce: It is quite understandable that our situation may 


cl ntrol we have over the value of our currency, and the more we are denonaere 
' yn changes in the economic conditions and capital movements from outside to 
Jetermine the value of our currency. 


; Mr. McLEAn (Charlotte): Our reserves were capital reserves at that time 


oO 
we 


nium on Canadian money which was flowing. Of course Canadian money 
went as high as 6 per cent. Then we had losses, I suppose, in our gold, 
CC ording to our bookkeeping. 
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Mr. Bryce: That is right. That is shown in our report here. 
Mr. McLean (Charlotte): I was told by a prominent banker who is now 
dead that there was no need to have a premium on Canadian money because you 
brought your gold in at 95 cents on the dollar and you had it behind your c r- 
rency, and all you had to do was to issue a paper dollar in order to get a dolla 
worth of gold, and that there was no need to have a premium on Canadia be! 
money, such as we had for a number of years. ‘ 
Mr. Bryce: I am afraid it is rather more complicated than that. The 
premium on the Canadian dollar resulted from the market forces which were 
allowed to determine the exchange rate. x 
Mr. McLean (Charlotte): You mean the demand for Canadian money? 


Mr. Bryce: That is right. 
Mr. McLean (Charlotte): All the Bank of Canada had to do was to a | 
money and take in the gold. 
Mr. Bryce: We could have sold more Canadian dollars and taken in foreig n 
exchange for it and thereby prevented the exchange rate from moving in the 
direction you indicate, but it was the government at the time who made a a 
decision that the other was the policy which should be followed. 
Mr. McLean (Charlotte): Do you mean to say that that was what led up t oO. 

the crisis, that it was these years of premium on Canadian money? 
Mr. BrycE: That situation had changed before the crisis developed. 
¥ ; 
Mr. McMiLLtaAn: You mentioned $154,000,000 deficiency in the exchange’ 
account. That has accumulated over several years, has it not? | 
Mr. Bryce: I am sorry, sir, could you just indicate it to me? 
Mr. McMILuan: In connection with the $154,000,000 which I think accumu- 
lated, that was over a number of years? 
Mr. Bryce: Oh, yes, sir, you refer to the figure in the Auditor General 
report, not the one in the minister’s report. 
Mr. McLean (Charlotte): Yes. Do you have the day to day profits in that 
account, if the dollar is constant? 
Mr. Bryce: We do not have day to day or week to week profits and loss; 
these have been summarized in tables one, two, and three on a yearly basis. 
rather than on a daily basis. Of course if we reckoned them on a daily basis it 
would be a prodigious matter. 
Mr. McMuiuan: So the big change in the account was really accounted for 
in 1962? 


Mr. Bryce: If you will look at table one as appended to the report you w 
see that the figures change. I suppose, of the lot, 1946 was when there was the 
biggest major change at one time, when the value of the Canadian dollar—the 
new par value established in Canadian dollars—equal to $1 in the United States. 
That was the biggest single change as I recall the figures. 


Mr. McMituan: And were the figures you were giving for our gold reserves . 

in Canadian dollars? 
Mr. Bryce: No, sir, that is in United States dollar value. 
Mr. McMiuuan: That is for gold on hand? 


Mr. Bryce: Yes. We give the values from month to month of our foreign 
exchange holdings and we give them in terms of United States dollars be-— 
cause of course that is the purpose for which we hold it, so as to be able to’ 
get foreign exchange when we wish it. | 


Mr. McMiuuan: Actually you obtained more gold than you show? 
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; Mr. BRYCE: No, we pay the same price that we expect to realize. It 
pends. We may buy an odd amount from abroad from time to time at the 
ce that it is offered to us, if we are endeavouring to accumulate gold. 


Mr. McMitian: You pay the Canadian produce $45 plus. 


Mr. Bryce: We pay the Canadian producer the United States price of 
$35 United States per ounce. Converted to Canadian dollars, less eleven cents 
for insurance and for the cost of sending it to New York. 


ie Mr. Rock: The inflating and deflating of money between the United States 
and Canada is mostly due to the amount of imports or exports between the 
different countries. Why then in this report is there no reference to the regu- 
lations which were enforced during the time when the exchange revaluation 
or devaluation of our dollar occurred? Why does your report not show the 
regulations concerned? During the war, for instance, when we were ‘not 
allowed to import certain things, as well as after the war, this would have 
a lot to do with the balance of our payments would it not? 


me Mr. BRYCE: Yes, sir. 


i 


Mr. Rock: What I cannot understand is why there is not reference to the 


Tegulations enforced at the time which could have caused a lot of these 
imbalances. 


Mr. Bryce: I am afraid this is really only a report dealing with the 
accounting aspect of the exchange fund. If we were to go into the economic 
aspects it would amount to a book. 


_ Mr. Waun: I have two or three questions. I am not sure whether they 
are relevant. If they are not, you will kindly check me. My first question is 
this: How is the fixed rate of 92 cents for the Canadian dollar maintained? 
Is it maintained by reason of the operation of this fund we are now discussing? 
In other words, is it the buying and selling of foreign exchange in order to 
meet demands to maintain the value of the Canadian dollar within the range 
desired? 

_ Mr. Bryce: Yes, sir. When we are on a par value, as we are now, we are 
obligated to buy exchange offered to us, or to sell exchange if people demand 
it from us, in Canadian dollars, so that we, therefore, have to operate as the 
residual factor in the market day by day; and this keeps the exchange rate 
within the narrow margin above or below the par value. 


Mr. Wann: You say that we are obligated. Are we obligated to do so. 
because of international reasons? 
& Mr. Bryce: First, by the Breton Woods Agreements Act, and the agree- 
ment to which parliament gave approval under that act; and secondly, as a 
oractical matter. If you are going to have a par value, this means that you 
ire going to have to buy and sell as the market requires. 
_ Mr. Waun: Is that the main function of this account at the present time, 
‘0 maintain the value of the Candian dollar within one half per cent? 
iy Mr. Bryce: One per cent is the outside limit, and normally we work well 
vithin it. 

Mr. Wann: I gather from the report that when the Canadian dollar is de- 


ralued down, you get a surplus. Presumably if it were valued higher you would 
end to get a deficit? 


Mr. Bryce: Yes, that is shown up in the tables. Naturally we keep our 
‘ccount in Canadian dollars. If the value of the Canadian dollar is increased 
iy a change in the par value or in the exchange rate, then the amount of hold- 
gs of foreign exchange in the Fund will be equivalent to a lower amount of 


‘anadian dollar. That is the reason for the changes in the valuation. 
2123223 
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Mr. Wann: If there is a large sabpiis or deficit in the Roots it 
from the devaluation of the Canadian dollar, and it continues to affec 
fund’s holding of gold in United States dollars and in foreign investments? 

Mr. Bryce: Yes. oe 

Mr. Wann: If the fund holdings equal the sane of Canadian securities, 
then the fund is in a position that it would not be affected one way or another 
by changes in the value of the Canadian dollar? 


Mr. Bryce: If the fund were holding Canadian dollars, the change in valua- - 
tion would not affect the amount in the account, but in fact the fund does not 
normally hold Canadian dollars. When it acquires Canadian dollars they are 
used normally to repay advances received from the consolidated revenue fund. 
When it requires Canadian dollars to buy more exchange, it draws them from 
the consolidated revenue fund. :. 

Mr. Waun: I can see that. But my question is whether, if there is a surplus 
or a deficit, it could be minimized, and if you have to do so, you must convert 
the value of Canadian securities in the fund. Would there be any impes 
exchange? 

Mr. Bryce: The holding of Canadian dollars would not offset the change 
in value of United States exchange because when a change in rate occurs th e 

value of the Canadian dollar remains constant in terms of the Canadian dollars, 
and there is no way that we can help it. There is no way that we can hedge our 
foreign exchange position because the essential purpose of the exchange reserve 
is to maintain a net long position in foreign exchange. 

Mr. WauN: This is my final question. As I understand it, the United States 
settles its international accounts in gold and the Canadian dollar now is fix 
at 92 cents per United States dollar. Having swung over to a fixed exchange 
rate, does that mean we are for all essential purposes back on a gold standardt 

Mr. Bryce: That, sir, is a long, deep question. ' 

We are not on a gold standard in the old classical sense because in that 
sense the volume of your money supply is directly tied to gold movements, ané i 
I think almost all countries have departed from that in recent decades. In th: 
sense we are not on the old gold standard. All we really are doing now 
accepting gold as between central banks and monetary authorities as a valuable 
commodity, whose value is fixed in terms of the various moneys involved 
Therefore, it is a very useful form of reserve. Gold, so to speak, is on a currency 
standard rather than the currencies being on a gold standard. b 


The CHAIRMAN: Have you a question, Mr. Harkness. R 


Mr. Forses: Mr. Chairman, I have a supplementary question. Then, on 
what basis are Canadian dollars issued? i 
The CHAIRMAN: What was your question, Mr. Forbes. J 
Mr. Forbes: On what basis do you issue Canadian dollars since we are not 
on the gold standard? ' 


The CHAIMAN: Mr. Bryce can answer that if he wishes. But, I think we are 
going a long way away from our original issue. 


Mr. Forses: Mr. Chairman, I thought we might as well finalize this. 


Mr. Bryce: This is a long story and perhaps I could give you a summary | 
sort of answer. . 
The volume of our money is determined really from day to day by t 
monetary operations of the Bank of Canada. Anyone who wants to hold co 
or currency can get all he wishes in exchange for bank deposits, so the amount 
of those forms of money are determined by public demand. The volum of 
money in the form of bank deposits is controlled and regulated by the B 


of bank deposits in the country which is the chief form of money in 
f volume and in terms of the volume of transactions. 


har d or to the volume of wheat or cattle that we have. 
Mr. Bryce: No. ; 
‘The CHAIRMAN: Would you proceed, Mr. Harkness. 


Million, if the losses were $100 million, they would show a $200 million deficit, 


iew of the fact that the swing over the years has resulted in very little 


ofit position of $30 odd million. 

Mr. Bryce: Yes. 

Mr. HarKNEss: Does it make very much or any difference whether or not 
s is put into the budgetary picture each particular year? 


Mr. Bryce: Well, as indicated in the quotation I read from the report, we 
k that it would be unwise to undertake in advance that we would always 


change fund books. As is evident from these tables, some of these profits or 
losses are fairly substantial and if they were brought immediately thereafter 
in fo the budget accounts they would be quite large in relation to the budget 
ecounts. For example, the amount of losses in 1946 at revaluation was approxi- 
tely $164 million. The budget surplus that year or the following year was 
e $374 million, so you can see it would have greatly altered the relative size. 


1 instead of $300 million. 
_ Mr. Bryce: Something of that order, yes. 
i The Minister of Finance does not like to commit himself and iubiee 


. 


owing in advance the kind of situation there is apt to be. 
Mr. WINcH: Then we are not getting a true picture. 


he Canadian dollar value of stocks of gold and foreign et that we 


shange rate at which we show them in our books. 


udget surplus or deficit for a particular year. 


» Minister of Finance in any particular year either could take this in or leave 


er words, I think it should be on a definite basis; either it is taken into 


uld be a provision that at the end of each ten year period it either will be 


rities from es es ah the Sank of ele teeta oualates the u 


. FORBES: So, the dollar is not related to the amount of gold we havent on nk 


Mr. Harkness: I take it that the chief point the Auditor General is making if 
is report is if the profits or losses in this exchange fund are not taken into 
consolidated revenue fund this distorts the budgetary picture, and when 
have had a loss instead of the budget, we will say, showing a deficit of $100 

d if you had a profit the opposite would apply. Is this of very much importance. 


ge one way or the other. There was a big deficit position and now there is. 


ing out any revaluation profit or losses immediately after it appears in the 


Mr. HarKNESsS: It would have brought the surplus down to $100 odd mil- 


uisters to suffer such sudden changes in their budgetary accounts without 


_ Mr. Bryce: A nice question is what is a true picture. Our normal accounts 
eiiect our expenditures and revenues and various charges that turn up in — 
t books of an accruing nature, but these profits or losses, in fact, are changes 


id for national economic purposes. There have been no transactions at all i: 
ected in it; it is a change in the value that arises because of a change in the Ae 


I personally feel that it would confuse the average citizen if we tried i 
take this into account; he would not know whether the government had had © 


Mr. Harkness: I would think the one thing that should not happen is that 
out depending on how good or how poor a picture he wants to make. In — 3 


ount every year or it is not taken into account at all. And, perhaps there — ie 
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accounts and present a wrong picture if, when a Minister of Finance, we 
say, has a deficit of $100 million in his budget in a particular year but be 
of a change in the value of the Canadian dollar there was a profit of 
million in this fund he took this into account and showed a balance in 
budget of $50 million when there actually was a deficit of $100 million. 


Mr. WINCH: Would Mr. Harkness permit to ask a supplementary question 
I know he is interested in this and, so far as I am concerned, it would cla 
the matter for me. Would Mr. Henderson tell us whether or not he is recom- 
mending that at the end of a full year there should be a true picture of bP \e 
situation. Is that the basic principle involved here? 


The CHAIRMAN: Mr. Winch, perhaps Mr. Bryce should answer Mr. Harknell 
question first in respect of the report as given, and then Mr. Henderson could 
comment. 


Mr. Bryce: First, in respect of Mr. Harkness’ question, I think if a ministeé 
of finance dipped into whatever surplus was available in this account, simply 
when it was convenient, to bolster his budget, that both the opposition and the 
Auditor General would very quickly draw attention to this and he would not get | 
away without having this revealed and being severely criticized for it. So, T 
think we really can leave that to the processes of parliament at the times to 
control rather than to try to provide a law for it in advance. | 


Mr. HARKNESS: The general point I am trying to make is that it should | 
be on a definite basis, either this is taken into account every year or it is taken 
into account only at some specific period, say at the end of ten years. In othe 
words, your proposition really was that it essentially should be left to tk 
discretion of the Minister of Finance whether or not it is taken into acco it 
and I think you said you would not want to be found to take it into account 
in any particular year. 


Mr. Bryce: I would say that, sir; as I say, there is that implication. 


Mr. HARKNESS: This is the very situation in which I think it would be | 
unwise that it should be at his discretion. 


Mr. Bryce: So far in the history of the account no minister of finance has 
taken any of these revaluation profits or losses. As indicated here—and the 
Auditor General has indicated he concurs in this—it is now proposed that 
operating profits and losses would be transferred annually. These are fa 
modest items. With regard to a systematic treatment of revaluation profits « 
losses the difficulty one sees in providing for a systematic treatment in advan 
is these things are occasional and unforeseeable in their direction and magnitud 
You cannot tell whether you are apt to have a profit or loss years and years © 
ahead, or what sort of magnitude it will be. ee 


If one were to have any established practice or policy, it probably wo Id 
be better, I would think, to agree to amortize the accumulated profits or lossé 
on some kind of a basis so that you get it into the accounts in some systemat 
way; but I have not been able to think of any formula that would do that in a- 
systematic way. 


Mr. Harkness: I do not know whether or not you would call this a systen n- 
atic way, but I would think the only way in which you could do it would be 
on some definite period of five years, ten years, 15 years, or something else. 


Mr. Bryce: I suppose you could say that at the end of every ten years 
you will see what is there and write it off or take it in over the next ten year 
or something of that sort? 


Mr. HARKNEss: Yes. 


The CHarrmMan: Mr. Henderson, did you wish to comment on the matte el 
brought up by Mr. Winch? 
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a Mr. ‘HENDERSON: Mr. Chairman, I am not sure iE can agree with the minister’s 
statement in his report to the effect that any change - in the par value is a 
ypothetical contingency. 

_ For 12 years prior to the fixing of the par value of May 2, 1962, we had a 
free exchange rate which fluctuated at the year end between a low of .9522 and 
a high of 1.0594. In the ten year period immediately preceding that, the formal 
par value for the Canadian dollar was changed on three occasions. The Bretton 
Woods Agreements Act, under which the present par value was established 
in co-operation with the international monetary fund, makes specific reference 
to changes in par values, and, therefore, it seems to me it would not be un- 
reasonable that the Currency Mint and. Exchange Fund Act might give specific 
directions with regard to the disposition to be made of profits or losses arising 
from changes in par value, or in the market value when there is a free exchange 
rate. 

lee To sum it up and tie it in with what Mr. Harkness said, and what I said 
‘earlier, I can understand and I think you can understand the undesirability of 
i risking any serious distortion of the budgetary accounts, and I would point 
out that this could be avoided by adopting the conservative practice of re- 
| taining in the account any revaluation surpluses as a reserve against future 
' losses. As you will see, at present this account has a credit balance of $30 million 
| arising out of our devaluation action of 1962. Any loss in excess of the reserve 
| should then be charged to expenditure in the year in which it occurred and 
In this way the investment in the exchange fund never would be impaired. 


The CHAIRMAN: Are there any further questions on this? 


| Mr. WincH: May I ask one more question? There is one phase which I 
do not have clear and which I would like to have clarified. There may be 
_an easy answer to it. In view of the fact that over the years the federal treasury 
has been paying out millions of dollars annually in subsidies to gold mining 
| production, why does Canada, which subsidizes gold mine production, not buy 
the subsidized gold instead of having it, to some extent, sold outside. 


. 
‘ 


Mr. Bryce: In recent years we have been buying the gold. 
lie Mr. WincH: All of it? 


iS Mr. Bryce: Almost all of it. We have been buying it at the regular price 
|and we have been paying the subsidy quite separately under the statute. We 
iB have been buying the gold. When we do not buy it, it is for two reasons; first, 
hd feel we then have sufficient gold reserves. It is a matter of general policy: 
it is a matter of judgment in respect of what the total reserve should be, and 
what proportion should be in gold. This is a decision of policy which the gov- 
"ernment takes. The second reason is, we sell the gold production—which to 
some degree is stimulated by the eubsidya when we feel Canada gets the 
advantage of that, because it increases our income of foreign exchange just 
)as does any export, and that is used to pay for imports or for people travelling 
, abroad, or to pay interest on what we borrowed. It is not thrown away; it is 
Weed to meet our bills from month to month. 


11 % Mr. Harkness: Are there not two factors involved in so far as subsidies on 
; Zold are concerned? One reason we pay the subsidy is to improve our balance 
of payment position, and the other is to keep these mines in operation which 


creates employment, and so on. 
! Mr. Bryce: Yes, sir; I think the last point you mentioned deserves some 


emphasis. In the eee Pendiie at to the Emergency Gold Mining Assistance 
Act it was made clear that any new mine can receive the subsidy if it is in a 
| ety which has been dependant on gold mining. This largely is a subsidy 
to try to maintain these communities where there is almost no other alterna- 
tive source of employment. 
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was this because it would bring in an additional amount of foreign excha 


_ provision allowing any individual to buy a gold brick and keep it in a bank if 


woe 


- receiving more than $35 an ounce; is that right? 


eet 


Se ee eee ee 


Mr. ‘Harxness: It j is an employment peace? US Se 
Mr. Bryce: Yes. 


Mr. WincH: When legislation was introduced inves or fee years ago { 
the effect that they cannot sell on the free market at a price higher than ge 5, 
ge 
over and above the $45 which is the balance? Li 

Mr. Bryce: Any mine that wishes can sell in any market in which it wishes 
to sell, but in order to qualify for the subsidy they have to sell to the mint 
here. I do not think there ever has been any law against the mines exporting 
to the free market. I remember back in the late 1940’s when I was involved 
in some of this, at that time a lot of the mines wanted to get the premiu n. 
Some of them did sell on the free market, particularly those that could not 
qualify for the subsidy. 


Mr. WINCH: I seem to remember some change in legislation brought for 
ward three or four years ago, in respect of the sale of gold. 


Mr. HARKNESs: I think the change you have in mind probably involved the 


he so desired. 


The CHAIRMAN: We have time enough left for one question by Mr. McLean 
(Charlotte) and one by Mr. Crouse and then we will have to yield to the 
defence commitee. Ry 

Mr. McLean (Charlotte): As I have said before, I think that any profit 
we make is imaginary unless it is international. Mr. Winch asked about Cana- 
dian gold. Is it not true you are buying Canadian gold because the producers 
are receiving more for it as a result of the discount on money. They are really 

Mr. Bryce: They would receive that advantage, sir, if they sold it on the 
London market, for example, but it is more convient for them to sell here and 


_they normally receive just what they would if they exported it elsewhere. — 


Mr. McLean (Charlotte): I notice the gold reserves are going up in re- 
valuation, but if the thing was done on a 50-50 basis you would not lose any 
thing; is that right? If you had 50 per cent gold and 50 per cent United Sta 
treasury bills, for example, you could not possibly lose because one would offse 
the other; is that right? | 


Mr. Bryce: If the price of gold in terms of United States dollars went up, 
the U.S. dollar value of our gold reserves would, of course, increase, but ou 
U.S. dollar foreign exchange reserves would remain fixed. We would get th 
increase in the value of the gold even if we were holding the other half of Oul 
reserves in the form of U.S. dollar investments. “| 


Mr. McLean (Charlotte): But in relation to gold, if you had none, yo ul 
would lose; is that right? 
Mr. Bryce: If we had no gold we would not receive any profit, for exanieie 
from an increased value in gold. We have to bear in mind the possibility of 4 
profit on a change in the gold price, set off against the return that we can 
by investment of our foreign exchange reserves in United States treasury bills. 
Over the years we have done a lot better by putting our reserves into invest- 
ments in foreign exchange because we received a return from the investment ae 
Mr. McLean (Charlotte): You do not receive any return from gold? : fi 
Mr. Bryce: No. 


Mr. McLean (Charlotte): You do receive a return from your investment 
in the United States? . 


Mr. Bryce: That is right. 


SE: I have just one question. This discount on the Canadian ve 
encourage pane, oe of Canadian industry and Raat) is 


Mr. BRYCE: Mr. Crouse, I should like notice of that question eee a 
s to ee an elaborate analysis. oe! 


. Gentlemen we will resume at 3.30 this afternoon in this room at which time 4 
w ll commence with the public service superannuation fund. We now acy | 


AFTERNOON SITTING 


TUESDAY, July 21, 1964. 


id ‘The CHAIRMAN: Thank you, gentlemen, I see a quorum. The meeting sau 
me to order. I shall ask Mr. Henderson if he will be kind enough to revert © 
where we left off this morning when I re-routed him to the exchange fund 


] ‘enderson, there are a number of other paragraphs which you will bring up — 
hich are related to this in the 1962 and 1963 reports. You will no Out try 
to pull them all together so there will be all one Pan matter. 


y 1962 report, and ae with it paragraph 52 of my 1963 report deals with 
he same subject, namely, government contributions not made to superannuation 


volved. But I hope as I persist the issues will become eel and as I recall | 
rour minds the earlier discussions we had on the matter. ane 


ff The CHAIRMAN: Now on the aforementioned paragraphs: 


144. Public service superannuation account. In previous reports 
- mention has been made of the fact that the balance of the public service 
superannuation account, forming part of the liability item “annuity, — 
insurance and pension accounts”, included an amount that had resulted © 
from bookkeeping entries with counterparts in an offsetting 2 
item described as ‘deferred charge—unamortized portion of actuarial 
deficiency—public service superannuation account”. 
Ps Section 32 of the Public Service Superannuation Act, 1952- 53, c. 47, 
which specifies the amounts to be credited to the public service super-— 
annuation account, reads: ob tet aly, 
“32. (1) There shall be credited to the superannuation account | 
in each fiscal year ail 
(a) an account representing interest on the balance from time to 
time to the credit of the said Account, at such rates and cal- 
culated in such manner as the governor in council by regulation - 
prescribes, 
(b) an amount matching the total amount estimated by the minister 
to have been paid into the said account during the preceding 


count to deal with matters in relation to the superannuation accounts. Mr. 


"7°" 
Pte ore 


724 


ARIAS AS eas Bl Roath et jp ke SE See 
Cee CRAG ; hie GPa eee Se 
STANDING COMMITTEE rons ake aN eS 


fiscal year by way of contributions in respect of current ser\ ic 
other than current service with any public service corpoEs 
or other corporation as defined in section 23, and 
(c) such amount in relation to the total amount paid into the said 
account during the preceding fiscal year by way of contributions 
in respect of past service as is determined by the Minister. 
(2) There shall be credited to the superannuation account, as 
soon as possible following the authorization of any salary increase 
of general application to the Public Service, such amount as, 
in the opinion of the minister, is necessary to provide for the increas 
in the cost to her majesty in right of Canada of the benefits pay 
able under this Act, as a result of such salary increase. 


Following an actuarial valuation as of December 1, 1951, it was 
estimated that the actuarial liability existing under the Public Service 
Superannuation Act was greater than the balance then standing at the 
credit of the account by $312 million and this amount was credited by 
means of an extra-statutory bookkeeping entry made in the fiscal year 
1951-52, with an offsetting charge to the ‘‘asset”’ account described above. 
In the same year parliament voted $98 million as a special government 

contribution towards amortizing this deficiency, and this left a balance 
of $214 million in the “asset” account. In the years 1952-53 and 1956-5' 
further amounts of $25 million and $50 million were appropriated by 
parliament and written off the “asset” account, reducing it to $139 
million as at March 31, 1957. These reductions involved charges 
expenditure and had the same effect from the accounting point of view 
as if parliamentary authority had been given for the making of addi- 
tional credits to the Superannuation Account beyond those provided for 
by section 32 of the Public Service Superannuation Act. 


In 1960-61, following an actuarial valuation made as of Deceit 
ae 1957..a further bookkeeping credit of $137,661,000 was made, bring- 
ing the ‘additional credits” included in the accounts to a total o 
$276,661,000, an offsetting amount being charged to the “asset”? account 
for déferred charge—unamortized portion of actuarial deficiency- 
public service superannuation account”. 


Over the years, the Department of Finance has taken the view that 
the practice of enlarging the balance at credit of the superannuation 
account in the manner outlined above, so as to relate it to the actuarial 
liability, was within the authority granted to the Minister of Finance by 
section 64 of the Financial Administration Act, subsection (2) of which 
reads in part: 

(2) The public accounts shall be in such form as the minister 
may direct, and shall include: 


(c) a statement, certified by the Auditor General, of such of th e 
assets and liabilities of Canada as in the opinion of the ministe! 
are required to show the financial position of Canada as at 
termination of the fiscal year. 


The finance department received an opinion from the Department of 
Justice on December 30, 1960, which included: 


Section 63 of the Financial Administration Act requires the 
Minister of Finance, subject to regulations of the treasury board 
cause accounts to be kept to show such of the assets and direct 
contingent liabilities of Canada as in his opinion are required to g 
a true and fair view of the financial position of Canada; section 
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Finance may direct, and it prescribes that the public accounts shall 
include such accounts and information as are necessary to show, 
with respect to the fiscal year, the financial transactions and financial 


accounts contain a balance sheet showing on the liability side 
the total actuarial liability of Canada under the Superannuation 
Act, and on the asset side the unamortized portion of actuarial 
deficiencies. The latter amount, I understand, is intended to offset 
the amount added to actual receipts under the Act in order to bring 
the liability figure up to the total possible liability under the act. 
These items, as I understand them, are intended to show, as required 
by the Financial Administration Act, the assets and direct and con- 
tingent liabilities of Canada, and in my opinion they do not affect 
the obligation to pay benefits under the superannuation act, or the 
authority to discharge accruing liabilities out of the consolidated 
revenue fund. Whether the statements appearing in the public 
accounts constitute sufficient compliance with the provisions of the 
Financial Administration Act is a matter upon which the opinion 
of the Minister of Finance is the governing factor. 


We understand that the Department of Finance interprets this 
opinion to mean that the Minister of Finance possesses the legal authority 
to direct the making of bookkeeping entries enlarging the balance at 
the credit of the superannuation account and the recording of charges 
to the offsetting ‘asset’ account at his discretion—but we feel that 
there was no obligation to make the entries in question. 


Our view continues to be that the public service superannuation 
account should have been credited (in addition to amounts contributed 
by participants) only with amounts provided for by section 32 of the 
Public Service Superannuation Act, as quoted above, or by special parlia- 
mentary appropriations—and that the offsetting bookkeeping entries made 
by the Department of Finance, being at variance with accepted account- 
ing practice, should not have been made. In our opinion, the actuarial 


deficiency remaining after credits provided for by parliament had been 


duly recorded should have been explained each year by means of a note 
to the statement of assets and liabilities. 

145. Canadian forces superannuation account. In the 1960 report 
(paragraphs 100 and 108) reference was made to the non-cash or book- 
keeping entry of $326,300,000 which gave credit to this account in 1958- 


59, with a corresponding charge being made to the “asset”? account 


entitled “deferred charge—unamortized portion of actuarial deficiency— 
Canadian forces superannuation account”. The audit office view was 
stated, and was reaffirmed in last year’s report (paragraph 114) that 
amounts additional to contributions by members of the forces should be 
credited to the account only as provided for by parliament—either under 
section 24 of the Canadian Forces Superannuation Act or by special 
appropriation. 

As in the case of the public service superannuation account (para- 
graph 144), our view is that the actuarial deficiency remaining after 
recording cerdits provided for by parliament should have been explained 
each year by means of a note to the statement of assets and liabilities. 


124. Public service superannuation account. In paragraph 144 of last 
year’s report and also in earlier reports reference was made to the extra- 
statutory “bookkeeping entries” aggregating $450 million which were 
made in 1951-52 and 1960-61 in order to increase the balance at credit of 
the public service superanuation account to the amount of the currently 


position of Canada. In compliance with these provisions the public 
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estimated actuarial liability. The offsetting debits were econ aentn in a 
“asset” account captioned ‘deferred charge—unamortized portion ¢ 
actuarial deficiency—public service superannuation account”. a 
In the years 1951-52, 1952-53 and 1956-57 portions of the 195: ; 
deferred charge of $312 million (in the amounts of $98 million, $28 
million and $50 million, respectively) were written off to expenditure 
leaving a balance of $139 million at March 31, 1957. This was increased to 
$277 million in 1960-61, when a further entry was made to the credit 
of the public service superannuation account following the actua ne 
valuation made as of December 31, 1957, 
In previous years’ reports, we have expressed the view that tid 
public service superannuation account should have been credited (i 
addition to amounts contributed by participants) only with amo 
provided by section 32 of the Public Service Superannuation Act or by 
special parliamentary appropriations—and that the offsetting bookkeep- 
ing entries should not have been made. In our opinion the actuaria 
deficiency remaining after credits provided for by parliament had been 
duly recorded should have been fully explained each year by means of 2 
note to the statement of assets and liabilities. In his budget speech of June 
13, 1963, the Minister of Finance indicated his concern at the magnitudi 
of the actuarial deficiency. i. 
The amount of the actuarial deficiency is, in fact, considerab! 
greater than the $277 million indicated on the statement of assets and 
liabilities. This amount continues to represent the estimated actuarial 
deficiency at December 31, 1957. However, in our 1961 report (para 
graph 59) reference was made to the fact that, as mentioned in a note 
to the statement of assets and liabilities as at March 31, 1961, the balanc 
was not adjusted to reflect the additional liability resulting from general 
salary and pay increases during 1960-61, estimated at $80,700,000. More- 
over, as mentioned in paragraph 52 of this report, no account has beet 
taken of the considerable (though not officially estimated) additional 
actuarial liabilities that arose between April 1, 1961 and March 31, 1963 
as a result of salary and pay increases granted from time to time to sub- 
stantial groups of Public Service employees. ‘J 
Section 33 of the Public Service Superannuation Act, 1952-53, reads 
as follows: 
The minister shall lay. before parliament at least once in every 
five years an actuarial report on the state of the super annual 
account, containing an estimate of the extent to which the assets 
of the said account are sufficient to meet the cost of the benefits pay- 
able under this act. 


The act is silent as to the remedy to be applied when a deficiency is 
found to exist, and no proposal for dealing with the actuarial deficiency 
was made ce ee the report on the last actuarial valuation was tabled 
in the house on June 20, 1960. We understand that a further actuarial 
valuation as at December 31, 1962 has been undertaken and is expected 
to be completed by March 1964. i, 

125. Canadian forces superannuation account. In the last three 
reports, references have been made to the non-cash or bookkeep 
entry of $326,300,000 which gave credit to this account in 1958-59, w 
an offsetting amount being charged to the “asset” account entit 
“deferred charge—unamortized portion of actuarial deficiency—Canadian 
forces superannuation account”. i 

In 1962-63, following an actuarial valuation as of December 31, 1960 
adjusted to March 31, 1963, a further bookkeeping credit of $198,549,000 

ee, 


they was made, with an offsetting charge of the “asset”? account referred to 
above, bringing the additional amounts thus included in the balance 
at credit of the account to a total of $524,849,000. 


The audit office view continues to be that amounts additional to 
contributions by members of the forces should be credited to the account 
only as provided for by parliament—either under section 24 of the 
Canadian Forces Superannuation Act or by special appropriation. As 
Fxg in the case of the public service superannuation account (paragraph 124) 
ah our view is that the actuarial deficiency remaining after recording credits 


e a note to the Statement of assets and Habilities. , 
: 
4 


_ We first discussed this matter, that is, paragraph 62, on Noventbe: 29, 
1963 (Minutes, pages 180-181). I ee oiained: how I had eae brought it up in 
“my 1961 Report when, following the granting of salary increases to different 
Ver groups in the public service over a period of several months, no credits, that is, 
“credit with the offsetting charge to expenditure, were made, to the superannua- 
tion account concerned as required by section 32 of the Public Service Super- 
|annuation Act which I quoted. The superannuation credits called for by the 
“salary increases in 1960-61 would have amounted to over $160 million. 
Similarly action was not taken to credit the fund during the year 1961-62 
with respect to the salary increases given in that year ranging up to $1,000 
per annum granted to approximately 7,000 employees in certain classes of the 
civil service and approved by the treasury board on February 15, 1962 retro- 
ictively to July 1, 1961. No estimate was available of the additional pension 
liability and cost this year because no request had been made to the department 
of insurance for the making of such an estimate. 

& Members may recall that Mr. Bryce appeared before the committee on 
ecember 6, 1963 and made a lengthy statement (Evidence, pp. 225-230) out- 
lining the position of the Department of Finance in this matter. He did not 
disagree with what I had had to say in my Reports on the subject except to 
“say that the department did not feel the salary increases were in the nature 
of general pay increases as set out in the Act. He indicated he was studying 
what arrangements could be made to deal with the situation and that the min- 
ister of finance had indicated his intention during the year to consider the 
Laction that should be taken to deal with these accounting deficiencies. 
} 


committee expressed concern that no contributions had been made either in 
i 960-61 or 1961-62 to the three superannuation accounts as required by their 
acts and asked that steps be taken promptly by the Executive to remedy this 
| situation and urged the minister of finance to give the matter his early attention. 
le When commenting to the committee on May 26th last on action taken on its 
fourth report 1963 recommendations, I reminded you that a statement had been 
made by the minister of finance in the house on March 6th of this year in which 
he mentioned several adjustments being made in the accounts for 1963-64 with 


accounts, and said I had addressed some queries concerning these adjustments 
to the deputy minister of finance. 

' Of course, by this time my 1963 report to the house had been tabled last 
February and my paragraph 52 in that Report continued to bring the matter 
forward. I had reported there that for the third year in succession, that is 1962- 
63, no credits had been made to the superannuation accounts despite further 
rounds of increases which, I might say, had resulted in salary increases having 
be en granted for practically the whole public service since 1960 without any 
special credits having been made to the superannuation account as required by 
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an provided for by parliament should be explained each year by means ob 


a In its fourth report 1963 tabled in the house on December 19, 1963 the 
c 


egard to the accumulated actuarial deficiencies in the various superannuation > 
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section 32 of the Act. This had not been done because the view taken b 
Department of Finance continuing to be that the granting of increases 
cyclical basis did not result in a “salary increase of general application”’ had 
fact rendered section 32 of the act inoperative—and as a consequence there has 
been a significant increase in the actuarial deficiencies in these accounts. 


The minister of finance stated on March 6th that the government intended to 
deal with the accumulated actuarial deficiencies in the various superannuation 
accounts. He proposed that as a general policy the deficiencies existing prior to 
the commencement of this current fiscal year should be written off to net debt, 
which constitutes in effect an adjustment of prior years’ accounts and would not 
enter into the accounts for 1963-64. He went on to say that the deficiencies which ch 
would be created by general pay increases made during 1963-64, which the law 
requires be charged to that year’s expenditure, would, of course, be so charged. 
On the other hand, deficiencies arising from pay increases in 1963-64 which are 
not general in scope and therefore not covered by the existing law, will in future 
be charged to expenditures over a five year period commencing in the fiscal 
year 1964-65. In future, the deficiencies arising from pay increases, whether of a 
general or cyclical character or otherwise, will be charged against expenditures 
over a five year period commencing in the year in which the increases are 
authorized. 3 

Accordingly he then referred to vote 68e of the supplementary estimates he 
was tabling under which the Department of Finance proposes to delete the exist- 
ing deferred charge from the accounts of Canada and charge to net debt the 
unamortized portion of the actuarial deficiency of the Canadian forces super- 
annuation account arising in periods prior to 1963-64, which is $524,800,000. The 
vote would also authorize the writing off to net debt of a similar deficiency of 
$6,300,000 in the superannuation account of the R.C.M.P. The actuarial liability 
of some $76,000,000, including interest, arising from the general increase in pay 
and allowances granted members of the armed forces in 1963-64 will, he said, be 
charged to expenditure in 1963-64 in accordance with the terms of the statute. — 


He then went on to say that the quinquennial actuarial report on the publie 
service superannuation account as at December 31, 1962 was in course of prepa- 
ration. He thought it would become available in a ‘month or two when he would 
then seek authority from parliament to write off to net debt the deficiency 
estimated in that report. The additional deficiency created by pay increases 
authorized during this current fiscal year will then be estimated and will be 
charged over a five year period commencing with the fiscal year 1964-65 in 
accordance with the policy he had already outlined. He said the period of five 
years had been selected because it is the statutory period between valuations of 
these accounts. 


In addressing my queries on the minister’s statement to Mr. Bryce, I stated 
firstly that when the several adjustments mentioned by the minister had been 
made in the accounts for 1963-64, it would appear to us that the following 
items will not have been adjusted when the books were closed at March 31, 1964: 

(1) the deferred charge of $276,661,000 with respect to the public service 
superannuation account; ¥ 
(2) further deficiencies in the public service superannuation account 
created by salary increases granted since December 31, 1957. 


Mr. Bryce confirmed that our understanding was correct and said that the 
Minister’s statement on March 6th meant that it was his intention to seek parlia- 
mentary authority to write off to net debt during 1964-65 both the existing 
deferred charge of $276,661,000 and an amount equal to the new actuarial defici- 
ency which will be disclosed when the actuarial report is completed covering the 
five years from January 1, 1958 to December 31, 1962. In this connection I am 
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al deficiency, that is, the one about to be disclosed by the actuaries, to net 
| debt because if a five year plan of write-off is to be adopted it seems to us it 
hould be started with this current new deficiency rather than with the one to be 
letermined five years hence when the next actuarial valuation takes place. 
| A My next question to Mr. Bryce had to do with the minister’s statement that 
| amounts to cover any deficiencies created by future cyclical salary increases are 
to be credited to the superannuation account over a period of five years. If these 
| eyclical salary reviews are to be a continuing process, I explained that we find it 
difficult to associate the payment of deficiencies into the superannuation account 
with the period which lapses between the quinquennial valuations of the account. 
The acts now call for payment into the accounts of any amounts necessary to 
cover any such deficiency as soon as possible, and I therefore wondered whether 
payment over a period of five years would meet the requirement of this section. 
|I went on to say that, from the practical point of view, if cyclical salary reviews 
/are to be continuous and if, as in the past, these resale in salary increases which 
in turn create deficiencies in the superannuation account, it seems obvious that 
‘the annual credit to the superannuation account Jee be the sum total of 
“one- -fifth of the annual deficiencies created in each of the preceding five years. 
‘Consequently, the plan could result in reduced charges to appropriations over 
the next few years but after that the effect might be little different than if the 
deficiencies were met in the year in which they were created. 
Mr. Bryce informed me that it is the intention during the present fiscal 
iyear to ask parliament to amend the acts and stated that the proposed procedure 
was designed to ensure that once the plan gets into full operation, then in each 
fiscal year one-fifth of the deficiency revealed by the last preceding quinquennial 
‘actuarial valuation and one-fifth of the estimated deficiencies arising from cycli- 
‘cal pay and salary increases granted during that fiscal year and the preceding 
‘four fiscal years would be charged to the annual budgetary expenditures. He 
went on to say that the objective in providing that the deficiencies be amortized 
/over a five year period rather than by a single charge was to ensure that there 
would be no undue charge placed on the budget every five years. 


My feeling on this matter is that while the amortizing of deficiencies deter- _ 
‘mined by quinquennial actuarial valuations over a period of five years makes 

good sense, it does not necessarily follow that five years should be taken for 

amortization of deficiencies due to cyclical pay increases. Surely the very fact 

‘that salary adjustments are on a cyclical basis itself serves to spread the cost 

\of deficiencies over several years and adoption of a five year amortization period 

lonly further delays the charging of the expense. In short, I think it would be 
very much cleaner to charge it off each year as it occurs and as the act itself 
contemplated when it said this should be done as soon as possible. 


ie Would you like to make a comment, Mr. Bryce? 


}) _ Mr. WincuH: Before Mr. Bryce makes his comment, we have, as nearly as I 
ould analyse it, a most important statement from the Auditor General. I 
presume that Mr. Bryce will have to go into a lot of detail in order to answer it, 
because I think it can be straightened out. It looks to me from what I have 
teard now that in one way perhaps the federal government has kept two sets 
| of books, the same as the Social Credit party claim that British Columbia does. 
My point is, would it help in any way if, before Mr. Bryce makes a statement, 
some of us—we would perhaps not require an immediate answer—could at 
east suggest an outline, because of Mr. Henderson’s statement and Mr. Bryce’s 
inswer, of the things which we would like to hear? Would that speed up 
yur work? 
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Mr. Francis: I would like to hear Mr. Bryce’s comments. I am sure ] 
would sort them out. I am sure Mr. Bryce is capable of putting things fairly. | 
Mr. Wrvcu: I have written down about ten questions I would like to as! 
about this. : 
The CHAIRMAN: I think Mr. Bryce will first take up the particular point 
raised by Mr. Henderson. Then there will probably be a discussion. I have yot 
second on the list, Mr. Winch. Perhaps that is the best way to proceed. 
Mr. Wrincu: I think it might help him if Mr. Henderson’s presentation wat 
referred ito. q 
The CHAIRMAN: I think Mr. Bryce probably has found the points of issue 
raised by Mr. Henderson, and then in turn we will have further questioning 
from the committee. Then you may outline your questions. You may find t! a 
some of them have already been answered by that time. Now, Mr. Bryce. 


Mr. Bryce: I am in the hands of the committee as to how you want me to 
proceed. This thing is technical and potentially confusing to those of you wht 
have not had to deal with it from day to day, so I hope, if I] assume too muck 
familiarity on your part with it, you will not hesitate to ask me or Mr. Hender 
son what really is involved in some of these points. Mr. Henderson has covere¢ 
quite a lot of ground on the origin of this thing and the announcement that the 
minister made about the policy to be followed in future. I do not think it is 
necessary for me to go into the background which was discussed at some length 
jin December and which Mr. Henderson has recalled briefly now. ; 

I should perhaps call the Auditor General’s attention as well as th 
committee’s to the fact that when he attributes something as being a decision 
the department, these are matters of size and are in the nature of ministerial 
decisions. I think that due respect ought to be paid to the fact that they ar 
ministerial decisions and not just some bureaucratic attitudes. q 

Now, the first point perhaps is to deal again briefly with the question 0! 
whether the cyclical salary increases which extended over a period—I have 
forgotten just how long—from 1959 to 1962 or something of that order—required 
contributions to be paid into the fund. The government of the day satisfied them= 
selves that legally they did not. I was not involved in this. One can make a 
argument in fairly simple terms that general means general and not partial 
This is about the essence of it. 

Now, of course, they were more general than if we had covered only one 
particular class of employees or a small group of employees. How widespreat 
something has to be before it becomes general in terms of the law is a matter 
of degree. In any event it is past history now, and we are dealing with a situation 
which existed at the beginning of the last fiscal year and with what we are 
going to do thereafter. 

I do not think I can go further into that legal point. Suffice it to say that 
the minister of finance at the time and the government at the time felt that 
they were not required by law to deposit these amounts in the fund, or chargé 
these amounts through to the expenditures for those years. Beyond that they 
have followed the action that they did. 

When the present Minister of Finance looked over the situation last yeat 
he came to the conclusion that a systematic policy should be devised for dealing 
with these reserves. The essential problem, I would say, is when and how 
take the actuarial liability which represents the present value of the futur 
pensions that we have undertaken to pay less the present value of the futur 
contributions which we expect to receive, and how we charge that systematicall} 
and properly to expenditures so that our accounts reflect properly first the 
state of our net liabilities or assets, and secondly, I would say even mor€ 
importantly, so that we can be satisfied that we are reflecting in the cost 0 
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Operation each year a proper charge to maintain these funds and therefore a 
proper reflection of what we are really paying our employees. 

a This is why we have striven to try to get some systematic way to treat 
these accruing liabilities in future. There are all sorts of complications in doing 
this which I think I May mention when questions are asked if one wishes. 
One has to take a lot of things into account, such as the interest rate being 
‘paid by the fund, and we have to take into account what the impact is going 
‘to be of the Canada pension plan on the superannuation plan; how we are 
going to adjust the matter to the Canada pension plan; this is not yet com- 
pletely settled because of the changes which have been made in recent months 
in the proposals for the Canada pension plan itself. 


| Again it is necessary to settle quite a number of actuarial problems in 
“making these valuations. At a time when the Canada pension plan is bringing 
about changes one has to be rather careful about this. 

Well, as to the conclusion Mr. Gordon came to. The systematic approach 
'to this is represented in a statement that he made in the House of Commons 
on March 6, which Mr. Henderson has outlined and commented upon. In fact, 


there are two parts to the plan: one is to clean up the accumulated deficiencies 
‘of the past. 


Mr. Gordon said that we now propose as general policy that deficiencies 
/existing prior to the commencement of that current fiscal year (1963-64) should 
be written off to net debt, which constitutes in effect an adjustment of prior 
lyears’ accounts. This is not going into the accounts of the current year. In 
‘other words, the main boundary line is drawn at the beginning of April, 1963. 
bas Well, Mr. Henderson has made a comment which I will come back to, and 
“which is one of substance. Suffice it to say the proposal is that the major 
‘deficiency of this nature has already been charged with parliamentary approval 
to the net debt, that is the deficiency which existed in the armed forces super- 


‘and then would be paid off year by year over a similar five year term. I will 
come back in a moment to Mr. Henderson’s comment and the use of a five year 
term there. This at least would produce a plan which would be understandable 
and I think about as simple as one can get it in a complicated matter of this 
Sort. It may be oversimplifying it, but in essence what it amounts to is this: 


| 


\ The deficiencies arising each year from pay increases would be estimated 


Whenever we determine either as the result of making pay increases or as a 
fesult of having a periodic evaluation made of the account, that there is not 
‘:nough shown as our liability in the account, we would add that liability to 
‘he amount shown in the account, and we would add it in the first instance to 
che deferred charge shown on our balance sheet to which Mr. Henderson made 
veference, which is to be found on page 168, item 8(a). 


i This is one of these accounting concepts which, I must say as a non-expert, 
“have always found hard to understand, how you show a deferred charge as 
a asset. However, the accountants have a way of doing it. What it means is 
hat it counteracts a liability that you are acknowledging. We would add to the 


labilities on the one side and to the deferred charges on the other these 
9212323 
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additional estimated liabilities arising either from pay increases or from 
valuations. We would then be charging each year in future to our expen 
one fifth of the amount on the total deferred charges, and in that way we 
a systematic means of acknowledging the cost which the employment o: 
servants, with their accruing pension rights, gives rise to. 
If I can return to Mr. Henderson’s point about using the five years t 
amortize these costs arising from the pay increases each year, it is true that 
the pay increases are reasonably uniform each year and we took them into the 
accounts every year as they are made and charged them, we might get a si 
pattern over the years to what the minister has proposed. However, we can 
be confident that the pay increases will be reasonably uniform from yea 
year; economic conditions change moreover we are getting into a regime 
collective bargaining. We do not know how this is really going to work out, anc 
we may find that the increases in different years are of different amounts a 
at different rates. We, therefore, feel that it will produce a smoother curve, @ 
smoother charge, to amortize them as well as the actuarial deficiencies over 4 
year period. “a 
Moreover, the liability does not really accrue immediately. The reason 
that we increase the liabilities of the pension fund when we increase pay is t 
people in future will be getting pensions based upon a higher level of pay, 
the extra contributions they make to the fund will not in fact be high enough 
cover the higher pensions they get because the pensions are based on the b 
six years, which is normally the last six years, of their service. To charge th 
deficiencies created by pay increases over a six year period would have so 
logic to it because this is the period over which the higher pay entitles them 
to higher pension rates. I think I mentioned last year there was some questiol 
of a choice between a five and a six year period, but we felt that it would 


ai 


purpose, than to set up a six year cycle which you could argue had some logic 
because of the six year period in the Act. 
This is an explanation of how we got the five years. I do not think that 1 
is a matter of great moment. What is important is the government has deci 
that in future it will have a systematic means of charging to expenditures | 
to the cost of operation the increaesing liabilities for pension that arise W. 
pay is increased. i 
I said I would pass over the point that Mr. Henderson made abou! 
beginning this plan by charging matters to net debt. The accumulated deficie 
in the armed services plan has been charged off in that way, and the sa 
in the case of the R.C.M.P. plan. I think if we did not do the same with 
public service superannuation plan, where the valuation has been dela: 
by the fact that the actuaries were so busy working on the Canada pens 
plan, we would be having a different system in connection with the publ 
service generally than we have had for the armed services and the R.C.\ 
I think it would be illogical and confusing. When the plan gets into full ope 
tion, we will be doing what Mr. Henderson is proposing in effect, or whi 
meets his tests and carries his judgment. It is just a question of making 
transition from the earlier arrangements to this. The minister made 
decision, which is reflected in his statement, that he would commence charg- 
ing the deficiencies arising from April 1, 1963 onward. i 
If I tried to add any more I would be apt to confuse the members m 


than to help them. . 
Mr. FRANcIs: I would like to ask Mr. Bryce whether in his opinion the ; 
procedure as proposed by the minister at present meets the requirements © 


section 32 of the Public Service Superannuation Act. ; 


7 


hh 
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tute itself or by securing an appropriation that would specifically auth- 
ize the kind of system that the minister has proposed. The provision of the 
act that one would have to vary is the one that Mr. Henderson has drawn 
attention to, that is “as soon as possible following”. What we are proposing 


propose taking out the word “general” in it so that it will apply to salary 


increase an individual’s salary rate, or something of that sort, we are 
iously not going to try to assess its impact. : 


Mr. FRANCIS: There obviously has to be some discretion. 


Mr. Bryce: Yes, some lower boundary lines, but if there is, that will be 
ken up in due course in the quinquennial valuation. 


Mr. FRANcIs: I followed with interest Mr. Bryce’s details concerning the 
oblems of a valuation of the fund. In his opinion is there any reason to 


igh or are more than would be required in fact with regard to making up 
e deficiencies in the fund? 


Mr. Bryce: I am not sure just which amounts you are referring to. 


ecific items in paragraph 62. I recognize that you cannot anticipate what the 
anada pension plan will be and you cannot anticipate a retirement policy, 
hether or not people will retire at the age of 65. You also cannot anticipate 
e mortality rate, and there are many such things. However, I wondered 
om your comment whether you felt that there might have been a question 
|whether the sums are on the conservative side in estimating the possible 
uirements. 

Mr. Bryce: I rather hesitate to generalize there. The actuaries, each time 
ey make one of these valuations, review the experience on the points where 
ey had made assumptions previously, and they make some modest variation 
he basis on which they work. 

_ Mr. Francis: Perhaps I could put it in another way. We had a lot of dis-. 
ssion on funding when talking about the Canada pension fund. This is 
another type of public pension plan and its assets keep mounting from year 


t actuarial fund? 


Mr. Bryce: We try to keep it a fully funded plan. The boundary of argu- 
ment here is twofold: How far is it necessary to meet these pay increase 
\deficiencies year by year in order to keep it fully funded, and secondly do we 
‘have the transitional problems I mentioned, which Mr. Henderson was con- 


how to charge it through to our accounts. This is a fully funded plan, and 
t is necessary. 


_ Mr. Francis: This is the intent of the legislation. 
J Mr. Bryce: That is right. 


_ Mr. Henperson: Mr. Chairman, may I just speak to Mr. Francis’ question 


ote 62 were correct, that is to say, the additional liabilities resulting from 
increases? These are figures which were obtained by the Department of 
lance itself. They were prepared for the department by the department of 
cance. They made this computation on what the liabilities would have been. 
have explained, they did not take them up, but they did ascertain how 
ich they amounted to. However, in the year 1962-63—the next year—no 
1 request, as I mentioned earlier, was in fact made to the department of 
21232—33 
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over a period of years following”. That is the essential difference. We would — 


reases however widespread. Here we get into a minor problem. Every time © 


lieve that the amounts indicated in the Auditor General’s report are too 


Mr. FRANcIs: I started off with the 1962 report and I saw the number of > 


year. Do you feel that it is required in terms of public policy to stick toa 


ed about. That is not so much a problem of keeping the plan fully funded 
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insurance for such an estimate. So that these are as close as they can 1 
They are only estimates, but they are in the habit of asking the departmen 
insurance to determine how much liability would in fact have been provided 
Mr. Francis: I wondered whether it was significant that no request 
made. ss 
Mr. Winco: Mr. Chairman, with your consent and that of the memb 
I have something to say. I may have to go a little bit slowly because I do wa 
to get this right. The Auditor General has raised a most important matter before 
this committee. The importance of it is shown by the fact that in the 1962 
report he has paragraphs 62, 144, 145, and in his 1963 report he has paragraph 
123, 124 and 125 on this subject. After listening to the Auditor General and 
to Mr. Bryce I not only recognize the importance of this matter, but also its 
complications and confusions. I will proceed slowly so as to try to present the 
problem as I see it and to present the questions which I would like to ask. 
If my memory is correct, all superannuation payments or policies are 
governed by acts of the parliament of Canada. We have a number. However, 
in those various acts of the parliament of Canada the payments to be made 
by a servant of the crown and also the payments to be made by the crown 
itself are outlined in specifics. Now, if my interpretation is correct, what 
binding on the servant of the crown is also binding on the crown itself, Again, 
if my interpretation is correct, then an increase in salary to a servant of the 
crown immediately affects his payments on superannuation. There I come to 
my first point, that as a servant of the crown is immediately caught under the 
act on payment, then on what basis is the crown itself not under an obligation 
to meet whatever might be its matching payments? 4 
Mr. Bryce: Could I answer that right away? 


Mr. Wincu: Could I build it up before? On what basis is a servant of the 
crown obligated, while a decision of a minister or someone else can defer pay- 
ments by the crown? I want to draw the entire picture. When it comes to 
the act itself it is not a question of the validity of the actuarial soundness of 
the fund because if it is found to be not actuarially sound it is up to the gove mn: 
ment to come to the House of Commons and ask for additional money or ask 
to make changes. If I am correct on that,—I am just building it up no I— 
then by deferring payments by the crown for five years we have basically not 
had a true report to the House of Commons on the position of the obligation 
of the crown. I base that view on my interpretation of what Mr. Hender 
presents in about six paragraphs. What he is pointing out is a backlog wh 
has not been paid by the government as required by the law of Canada on 
superannuation as between master and servant, if I may use that term. f 
am incorrect here, perhaps I will be corrected by Mr. Bryce or by Mr. Hender- 
son. These have not been charged as budgetary expenditures year by yea 
as they have occurred. I am not an auditor, but to me it seems that we have 
most important point here, that the backlog has not been paid for five ye 
and therefore it has not been shown as budgetary expenditures as should have 


been shown in the reports to the House of Commons. 


I then want, if I may, to ask Mr. Bryce to explain something which I 
most difficult to understand in view of the fact that he presented it in 
different ways which mean the same thing, and that is “pay increases of gen 
application, not necessarily a salary increase for superannuation purpo 
This is something which passes all comprehension. You can just take | 
example. If you were a member of the House of Commons up until last yea 
as I was for the last 10 years—you would know that we paid $240 a yeal 
superannuation. A change in the act made it $720 a year. Immediately the 
went into force a deduction was made from our salaries on the basis of | 
twelfth of $720, and inside of six weeks we got letters that we had to mak 
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hoice on whether we were going to pay up on the past. Do I gather that 
ine government perhaps did not immediately, when we had to pay the one 
twelfth of $720 and not one twelfth of $240, match our contribution? Apply 
= to a servant of the crown. Is he not in exactly the same position? According 
to what we now have in front of us, I gather that for five years the government, 
to some extent, has not matched ort the law demands and what the crown is 
| obligated to pay. What should have been charged to. budgetary expenditures 
_ was not shown. 

Rt _ _ We then go on to what I also admit is something that puzzles me immensely, 
and that is the statement about writing off a net debt of moneys owing to 
superannuation. How can you change the public accounts of Canada to write off 
as a net debt—and this is the way I got, and I think I got it right—moneys 

_ owing superannuation? If it is a debt which is owing to the superannuation fund, 

| how can it be written off as a debt? There may be a complication of auditing 
| and high financing there that I do not understand, and it might help me an 
| awful lot if I could learn more about it. 

Mee To go back to Mr. Henderson’s statement—I will come to a conclusion very 
| soon— 

The CHAIRMAN: Mr. Bryce might deal with all those questions as one ee 


Mr. WINCH: I have just one more point. Mr. Henderson said that no con- 
| tributions were made, and he specifically mentioned 1961 and 1962. He said 
that it is required in the act under section 32, I think. Therefore, the Auditor 
) General has drawn to our attention the fact that the act of parliament under 
‘section 32 requires payments. The payments were not made. We have Mr. Bryce’s 
| “statement that payments amounting to hundreds of millions of dollars were not 
| made. We have the statement of certain things that are going to be written off 
y as a net debt. We have the statement that the servants of the crown have to 
| pay immediately but that the crown does not. We also have the statement, which 
| I would like cleared up, that the basis of the fund, whether actuarially sound or 
| “not, is not the subject now before us, nor under the authority of the minister. 
| The law says that you have to pay so much money every year on the various 
7 superannuation acts. It has not been paid. When it comes to actuarial soundness, 


_ then it is up to parliament to meet the deficit or change the act. 


I 
e given enough to you so that you understand the kind of informatie which I 


Mr. Bryce: I think Mr. Winch has put the case very eloquently. My only 
ih worry is whether I can remember all the subpoints that he has raised. 
My Firstly, I think we should start by recalling that the employee does not 
{ ‘suffer by any delay that there may be in the crown making these payments or 
| charges because of deficiencies created by pay increases. The employee’s rights 
“are defined in the act. The crown is obligated to pay the employee’s pensions and 
benefits when he is entitled to them. He can sue the crown for them, as I recall. 
' Therefor we are not talking about anything here that endangers the employee’s 
| Position. The essence of the argument is whether we are properly disclosing the 
| liabilities that are created by the employees’ service in earning pensions, and 
Whether these are being charged to expenditures in a proper way. 
| _ Secondly, we have the point on what the law requires the government as 
jan employer to contribute. If we take the Public Service Superannuation Act 
ects it says that there shall be credited to the superannuation account in each 
| fiscal year, first, an amount representing interest on the balance to the credit 
‘of the account. 


' The CHarRMAN: That whole section is quoted at page 78 of the 1962 report. 
Section 32 is quoted verbatim, if members are interested. 


| it can disregard the law but everyone else has to obey it. 
i 


Ido not know whether I compounded the confusion or not, but I hope I have 


think this committee would like to have on the reasons why the crown thinks © 
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Mr. Bryce: The crown has, of course, been paying the interest from - 
to year without any question. ! 
The second thing is— a 
Mr. WincuH: I am sorry. Has the crown been paying the interest on the 
money it has not paid? “ 
Mr. Bryce: It pays the interest on the balance from time to time to the 
credit of the superannuation account. “tg 
Mr. WincH: But not interest on the five years of money which it sho ld 
have turned into the superannuation account. 
Mr. Bryce: They have only paid interest on what is shown as the liabill ty 
in the account from year to year. As you will see on page 169 in the 1963 repor ‘ 
what they pay is the amount which is included on the liability side under item 
16, annuity, insurance and pension accounts, schedule N. Unfortunately it is not 
reprinted here, but in the public accounts themselves we will find that in 
schedule N. 
Mr. WINCH: What rate of interest does it pay on its liabilities? 


Mr. Bryce: Four per cent. This is determined by regulations made bo the 
governor in council. It is the amount shown as a liability on the liabilities side 
which determines what interest we pay. That is in the public accounts, volume 1 
at page 167 under the Department of Finance public service superannuation 
account. That shows the amount we recognize as a liability and on which w 
pay the interest. 

The government is also required to pay matching contributions to the 
employees’ contributions. The government is required to pay an amount match 
ing the total amount estimated by the minister to have been paid into the said 
account during the preceding fiscal year by way of contributions in respect 
of current service other than current service with any public service corpora 
tion or other corporation as defined. In other words, we match our employees’ 
contribution, but match it the following year when the total can be determinec 
and then put in a bulk amount. ‘ 


Mr. WincH: But you have not been matching it. 


Mr. Bryce: We match it in the way the law says we shall match it. W 
total up what the employees’ pay in one year and put in an amount the next 
year equal to that. Perhaps Mr. Clark could tell us why it has a lag of one year 


Mr. H. D. CLark (Director, Pension and Social Insurance Section, Depart: 
ment of Finance): Originally it was a matter of totalling up at the end of the 
year to find out what the contribution by the employees came to and simply 
matching it then. i 


“va 


Mr. WincH: I am awfully sorry; I do not wish to interrupt, but I cae not 
tie that in with what is declared to be a five year lag. 


Mr. Bryce: I am coming to that. These are all employer’s contributions as > 
such; these are the things that the boss pays, just like the employee. These re 
under item (b) here. 


Thirdly, the government is required to pay such amount in relation to t 
total amount paid into the said account during the preceding fiscal year by w 
of contributions in respect of past service as is determined by the minister. 
other words, there are very complicated provisions in the law about employ: 
paying for or being credited with past service. We have to determine und 
these complicated provisions of the law how much the government has t0 
contribute for prior service. In some cases of war service, the employee do BSS 
not pay but the government does. , 


Mr. Cuark: In certain types of war service. 


Perron That | is tbe third nee) ti all this kind of Sontibutone dere 
_no question of the government paying up when the law requires it. ‘ 
The question really has arisen in respect of subsection 2 of section 32. 
ich Mr. Henderson has quoted in the paragraph concerning these contribu- : 
. Here you get into this question of whether salary increases are increases” 
of general application, and whether the contributions are being paid as soon | 
possible following. Well, the preceding government took the view that these ‘ 
lical increases were not salary increases of general application. We know 
facts. They have taken this view and have received advice with regard to. Bi 
at the law really requires. Therefore, they feel they do not have to put os 
se in. I cannot tell you any more. I am not a lawyer and I cannot get into 7 
fine points of what the words “salary increase of general application” mean, 
whether there are any court cases which would give a guide in respect of 


However, I think this is ne is worrying LNG Mr. Winch; that is, did the, 
ernment meet this test of putting in an amount to provide for the increase 
cost to Her Majesty that would arise as a result of such salary increases. 


_ Mr. Wincu: It is a key point. What I cannot understand is that it is a 
yclical increase, but is an increase in salary and the employee has to pay | 
superannuation on any salary increase, so where does the interpretation of the 
government come in to the effect that it is not a salary? si aa 
Mr. Bryce: When the pay of a civil servant is increased he has to pay a * 
2 per cent contribution on the increase in pay; the government matches that. 
| However, over and above what the government pays in matching its employees’ 

ontribution, we know when we increase salaries the government’s matching 
contribution is not enough to look after the actuarial liability created in respect 


ount to cover a deficiency shown up in the actuarial reports. 
Mr. McMiILutan: Why would it not be enough if the government met their _ 
ole obligation? 4 
Mr. Bryce: It is because of the nature of the fund. The employees con- | Au Me 
ute a certain percentage year by year up to 35 years. If the salary rates 
ays remain the same for various classes of work, the rate contributed by 
employee and matched by the government, as the employer’s contribution, | 
uld, I suppose, roughly work out as being enough when interest is taken : 
account. 


Mr. McMILLAN: You said it would not be enough. 


Mr. Bryce: Yes, if salary rates are level; but if salary rates are rising in 
employees ieume which, fortunately, is what happens ES the country | 


based on his Haan lifetime of contribution, and his pension is based on the six ee es 
t years, or normally the last six years at higher rates of salary, then the y 
r by year contributions, in practice are not enough. We know that it depends — 
on the rate at which salaries are rising. That is why this provision was put in > 
| the act in 1951 in order to attempt to ee that Sera from accumulating. | 


Bhigen allowed to accumulate for some years. | Me 
_ Mr. WincH: What would be the actual amount? ¥ 
_Mr. Bryce: The actuaries are going to tell us that, I hope, within a aN hahah a 
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believe it is due this week. I do not know how much it will be, but it is the 
to tell us what it was as of December 31, 1962. Now, as I said a moment 
there is nothing in the law that obligates us to put in the end any deficienci 
that the actuaries find in their quinquennial valuation. However, the purpose 
the valuation is to find whether we are in fact falling behind. With proper cr 
being made because of pay increases we should not fall too far behind. 1 
future, therefore, under the plan the minister has outlined, the amounts arising 
out of the quinquennial valuation should not be large amounts; they should be 
“tidying up” amounts rather than “making up” amounts, so to speak. The 
amounts to be settled in respect of the past period are much larger, as was evi- 
dent in the amount for the armed services and as may well be the case for the 
public service superannuation account, because of the fact that the pay increases 
were not considered to be of general application, and therefore we did not fill in 
the hole created by those pay increases. So that I think this has some beari 1g 
on the point Mr. Henderson made about the initiation of this thing without 
charging over the next five years what the actuaries find to be the deficiency at 
the end of 1962. The deficiency at that date is, to a considerable extent, a reflec- 
tion of the fact that the pay increases were not found to be of general applica- 
tion and therefore gave rise to more cumulative deficiencies than would be the 


case in future when we are going to deal with them systematically, whether or 
not they are of general application. 


Mr. WINncH: Could I ask Mr. Henderson whether, in view of what Mr. Bryce 
has said, he is satisfied with what I gather to be the future policy of the depart- 
ment, that there will not again be a large backlog and that we will see each year 
a budgetary expenditure of the moneys required. 


Mr. HENDERSON: I would certainly hope so, Mr. Winch. Section 32, sub- 
section (1) of the Public Service Superannuation Act, which Mr. Bryce has been 
describing to you and which you have before you, seems to me to be quite 
understandable and normal. It requires, as he has explained, special provisions 
to be made in this account or fund whenever the salary and wage increases of 


general application are given to the public service employees covered by the 
fund. 


Mr. WINCH: That is annual, is it not? 


Mr. HENDERSON: Yes, annual increases of general application. You find a 
similar sort of provision usually present in most big corporation superannuati 
funds for the purpose of keeping the funds actuarially sound. Then, as Mr. Bry 
has described, you employ actuaries usually at five year intervals, sometimes 
three year intervals, to recheck the status of the funds so as to see how the fu 
is doing. These actuaries have regard to the prevailing rates of earnings on the 
fund’s investments, the pattern of the age group of employees covered, and the 
salary levels currently being paid, on which, as Mr. Bryce has said, the pensions 
or superannuation are going to have to be based at the end of the road. 3 


In direct answer to your question, the procedure Mr. Bryce has outlined a 
and this I think is very important—recognizes the principle of keeping the ful 
actuarially sound. But instead of making provision in the fund each year 1 
future for the salary and wage increases granted in that year—that is each year 
by itself—he says that since there is going to be a pattern of cyclical salary 
increases throughout the public service in future, he proposes to distribute the 
charges over the ensuing five years. Thus, he believes, as he says, that a more or 
less standard charge will enter into budgetary expenditures each year, arrivi 1g 
at the same result. I think you can appreciate that theoretically this may be quit 
true; however, in my view, as I said to you, it would be better and cleaner a 
simpler accounting were the appropriate amount in respect of salary and wage 
increases during each year to be placed into the fund in that year and charged 
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, just like the salaries and wages themselves, to budgetary expenditures. To. 
Y way of thinking this gives immediate recognition within each fiscal year to 
a real cost of salary and wage increases. 


Mr. WINCH: Have you discussed this with the department? 


Mr. HENDERSON: Yes, we have had the exchanges to which I referred, 
and Mr. Bryce has been good enough to set down his thinking on the five year 
| pattern which the minister announced on March 6 he proposes to adopt. Obvi- 
| ously, as I said earlier, if you are going to be taking one fifth of the five years, 
the thing will level itself out and you will wind up with the same result. I 
“naturally asked the question: why not start out doing it the simpler way, 
because these are expensive costs which go right along with the salaries and 
| wages paid, and you might be up one year and down the next year. This may 
inot give you a nice and even line, but if you are trying to ascertain real 
costs, there is an argument for it. That would make it simpler, but, on the 
other hand, it is Mr. Bryce’ Ss prerogative, not mine, to adopt the procedure that 
he feels erill best tie in with his departmental eo ose I am only pointing 
' out the way I see it because that was what you asked me. 

i io Mr. WINCH: I have one more question and then I will subside. I am sorry 
I have taken so much of your time. Could I ask Mr. Henderson whether, 
from your point of view as the Auditor General of Canada, responsible to 
parliament, wanting to present to parliament every year the revenue and 
expenditure, it is your opinion that it would be better if there could be at 
least an approximate annual budgetary estimate submitted to parliament? 

. Mr. HENDERSON: If it were written off as a budgetary expenditure each 
year? 

Mr. WINCH: So that we would know what it required. At the end of the 
five year period we would know the approximate figure for every year. 

: Mr. HENDERSON: Mr. Bryce’s proposal would include a charge each year. 
He might want to expand on that. 

hh Mr. WINCH: An additional charge of one fifth to catch up on the last five 
jyears. 

i} Mr. Bryce: I hate to point out that it is a little more complicated than 
that. We propose to show every year in our liabilities the full amount of that 
increase in liabilities that arises from the pay increase in that year. 


4 
its Mr. WINCH: You do not intend to pay it? 
: 
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| Mr. Bryce: We do not intend to pay this at once. In our liabilities we 
,Propose to show, whenever we get an actuarial valuation, the increase in lia- 
bilities arising on that valuation. We show that in our liabilities, and pay 
‘interest on that right away so there would be no accumulation of deficiencies. 
However, we propose to charge the increase in those liabilities to expenditure 
over the ensuing five years, as Mr. Henderson said. So I think the only dif- 
ference between us and the Auditor General is not in what we show as a 
liability, not in what we pay interest on, but rather on when we charge it 
through to our budgetary expenditures. We feel that charging it over five years 
/gZives not only a smoother picture but, I would suggest—although I hesitate to 
‘say this to an eminent accountant like Mr. Henderson—in some ways itisa 


| 
| 


better way to reflect the charge because in fact the higher pension liabilities 
jare contingent upon the employees continuing their service and continuing to 
serve, and in fact it is not all a cost that accrues immediately we make the 
Pay increase; it accrues as the employees continue to serve. You might well 
argue that it ‘should be amortized over the future service life of each employee, 
and in fact I think the practice of private employers with plans like this is to 
\spread the cost arising from pay increases over even more than five years. 
However, we have simply been taking five years as giving us enough reflection 
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liability. So I do not think there is really much difference perwel i mM 
Henderson and myself in this. i 


Mr. HENDERSON: A most important point, I think is something whi 
would like to say to the members of the committee, namely, that a plan 
now been evolved to write this off to budgetary expenditure in an ord 
manner. It may not be the way that I think would be the simplest one, | bu 
at least we have a plan, and provided that that plan is adhered to, I woul ( 
hope that this situation will tidy itself up. 

I would like to ask Mr. Long if he has any comment he would like to 
to this. This is a subject to which we have given a lot of thought and he 
have a few words to say on it. 


Mr. G. R. Lone (Acting Assistant Auditor General, Auditor General's 
Office): One thing I might mention is that when these comments were mad 
by the Auditor General the law called for payments into the fund with resp ec 
to salary increases of general application. Over a four year period, the enti 
service was covered, but nothing was put in. ee 


Mr. WINcH: Nothing was put in? 


_Mr. Lone: That is right, nothing was paid into the fund to cover the cyclica 
increases granted over a four year period, but over this four year period ther 
were increases for the entire service. Mr. Bryce is proposing that the lay 
should be changed so that you do not have to reimburse the fund all at one 
time, you reimburse it over a five year period. Of course, if parliament change: 
the law in that way, we would not be able to say anything about it as lo ng 
as the department adhered to the new law. 


Mr. Wincu: That is the point I was hoping to get out eventually, an 
now I have got it. You said that according to the existing law for the past f 
years the law has not been lived up to, but it requires a change in the law 
to do what you have been doing for the last four years. Am I right? 


Mr. Bryce: Are you asking me? 


Mr. Wincu: I am trying to ask the Auditor General or Mr. Long. I war 
to go along with what was just said. Did I interpret you correctly, that accord 
ing to the existing law there should have been money paid in that has not 
been paid in, but that if the law is changed, then it will overcome the difficulties 
which faced you, Mr. Long, and the Auditor General? Have I made a correct 
interpretation? 


Mr. Lone: This is right, but I would go on to explain that the Minister 
Finance interpreted ‘general application” as being over the entire servic 
one year. Obviously when salaries are reviewed on a cyclical basis that in 
pretation rendered this section of the act completely ineffective, and we do 
think that parliament intended this section to be rendered ineffective in 
that way. 


Mr. WincuH: May I say that I appreciate your kindness and that of the othe 
witnesses in giving us that information. I wish I had more knowledge of fina ne ne 
and auditing, but I have a far clearer understanding now than I did half a in 
hour ago. 


The CHAIRMAN: Have you still got a question, Dr. McMillan? 


Mr. McMiiian: There were two or three things I did not understand. 
have been referring to deficiencies resulting because of contributions not m 
in respect of several increases. Then Mr. Henderson said that at another tin 
no contributions were made. Does he mean that no contributions were m 
in respect of salary increases, or none at all? 
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budgetary expenditures, neither were they put in to the superannuation 
nd for the three years since. As you see, it is a very formidable figure. It 


yt know because nobody has computed it. 


t they were getting before? 


ritten off as a debt at that ne? 
Mr. HENDERSON: That is correct. 


Mr. Hates: I do not think we should spend any more time on this. 
pparently the department and the Auditor General have come to an agree- 
ent that seems to be suitable to both. I should like to ask Mr. Henderson 


with some authorized pension plan which the inspector of insurance was 


Mr. HENDERSON: As fai as the inspector of insurance is concerned, and I 
e Mr. Bryce and his associate Mr. Clark will correct me if I am wrong, I do 
believe he is interested in private pension plans of large corporations. 


g they could get it for tax purposes. The tax department have established rules 
arding what it will allow, and they are quite generous. The private corpora- 
mn. seeks to get this sort of thing written off to the greatest extent the tax posi- 
on permits. That has been my experience. 


The CHAIRMAN: Will you speak into the microphane, Mr. Hales? 


artment, writing it off each year? 
Mr. Bryce: No, sir. We think it would be better to reflect it in our liabilities 


well as by evaluations, and to charge that increase in liabilities over a five 
ar period rather than in one year for the reasons I have outlined essentially 


uture services rather than at the immediate time. 
Mr. WINCH: The amount involved now is approximately $400 million? 


Mr. SoutHam: I think Mr. Hales referred to a particularly salient feature 


\ 


ive a national resource in perpetuity, we can take a more flexible plan and 


ply these things to liabilities. I think this is one thing we try to think of in — 


ms of a private individual, or as a private corporation immediately writing 


se things off for tax purposes, whereas the government does not have to take | 


ee put in under ee 32 were determined but ui were not charged 


aS about $161 million alone in the year 1961. What it has been since, I do | 
Mr. McMiiuan: In fact, nothing was put in, in respect of basic calngies a) 
- Mr. HENDERSON: No, this should have been charged to budgetary ex- | 


a _ Mr: McMiuuan: Of course, it should have been taken into the budget and. 


t the outcome would have been had this been a private corporation or a 


Mr. Hates: Would you not think this a good policy to follow in your 


h year, in view of what we know about the liabilities created by increases — 


here, to make sure this is a smoother curve, and also because it is accrued over 


Mr. Bryce: This actuarial report I presume will be tabled shortly in the wi 


here which I think we sometimes confuse. As a result of his question and the 
iswer given by Mr. Henderson I think the difficulty has been clarified. It | 
ted to the academic or auditing practice as far as private corporations are © 
‘concerned compared to government practice. The thought came to my mind, 
hee tr Bryce has outlined it, that because of the fact we as the government 
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Mr. Bryce: I think we should be cautious about what private enterpris 
I am not certain, but as I recall the Glassco commission report, it suggeste 
should write off this deficiency over 20 years; is that not right? 

Mr. HENDERSON: I just do not recall the specific recommendation. 


Mr. CuLark: It certainly recommended that it be written off over a greate! 
period than five years. 


Mr. HENDERSON: Of course, there are very substantial figures inven d, 
and to write off an expenditure of the size this is now would be a most unattrac 
tive project. 

Mr. SoutTHam: I see. 


Mr. HENDERSON: That is why it is being written off to net debt, 
Southam. 


Mr. SouTHAM: I think perhaps the Minister of Finance in attempting te 
develop a budget to present to Canada would not want to be saddled with thi 
large amount in one year. I think the period of time approach is possibly the 
better, but I can see a difference in the opinion here between the private sect tor 
and the government sector. 


Mr. HENDERSON: Perhaps I could just answer Mr. Southam on that poir nt 
Mr. Chairman. 


By delaying the write off, and taking it over a five year period, as 2 


Bryce mentioned, he also pointed out that this deferred charge is carried as at 


asset on the statement of assets and this will of course continue, and 
increase the liability and put it into this unamortized figure that appears as 
deferred charge on the balance sheet, and there it will stay while one fifth i 
being written off over the ensuing five years. Under the preference I expressed, 
it would be written off each year and there would not be a deferred charge. 

Mr. WINCH: In other words, you would have this $150 million figure, suck 
as you had in the years 1961-62? 


Mr. HENDERSON: It was 1960-1961, Mr. Winch. 


Mr. WINCH: There was nothing paid for each year since, so insteaa 
having written off $150 million a year we now have approximately $500 | bi 
lions left; is that right? 


Mr. HENDERSON: This, of course, is going to be cleared off to net debt it 
order to get this off the ground, and that is probably the best way of handling 
a figure of that size. 


Mr. CAMERON (High Park): Mr. Chairman, I intended to ask Mr. Bryee 
or Mr. Henderson whether there was a written legal opinion from the Depart- 
ment of Justice regarding the amount taken by the Minister of Finance 1 
accomplishing this. 


Mr. Bryce: Are you referring to the salary increases not being treated as 
of general application? 


Mr. CAMERON (High Park): Yes. 


Mr. Bryce: I am told there was a written legal opinion. I do not thi nk 
I have it with me, but perhaps I have. I do not have it with me. 


Mr. CAMERON (High Park): Do you think you could obtain that write 
report for us? 


X 


Mr. WINCH: You are not worried about owing the superannuation fw nd 
this amount of money; is that right? 


Mr. Bryce: I understand the committee discussed the question of les 
opinions and how they should be treated at an earlier meeting. Of course, if ° 


committee thinks it right that we should produce this legal opinion I | 
produce it. 
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_ The CHAIRMAN: I suppose Mr. Cameron we are in the same position we 
ld be in the House of Commons in respect of a request for a legal 
nion. 


Mr. Cameron (High Park): I am satisfied, knowing what you are going to 
with what you are going to say and I know we cannot have these 
ee produced. I wanted to find out whether there was a legal opinion 


fe The SP esit is that there has been accumulated as deterrent liability by the 
‘crown in respect of the superannuation fund a large amount of money, and if 
this rule of law had not been applied that would have been charged directly 

in each year and naturally increased the budget deficit in each of those years; 
) ‘is that right? 


L Mr. Bryce: That is right, or it would have increased taxes. 


) : 
ts The CHAIRMAN: It may have increased taxes also. 


a 


| Mr. Cameron (High Park): The result would have been outgoing rather 
'than incoming and, furthermore in writing it off over this desired period each 
“year, as you are now writing it off, you are going to include an amount of 
these arrears so that the result in coming years will not actually refiect the 
| direct financial picture of the cost because of the inclusion of that which belongs 
i to prior years; is that right? 
Ki Mr. Bryce: Mr. Gordon does not propose to write off the back arrears 
| prior to April, 1963. 
cy Mr. CAMERON (High Park): He is going to commence writing them off as 
(2B schedule? 

Mir BRYCE: Yes: 


Be, Mr. CAMERON (High Park): He is going to include this amount and, there- 
| fore an amount covering accruing deficits; is that right? 
ie 


Mr. BrYcE: Yes. 


Mr. WINCH: This situation gives rise to a very interesting question. If the 
| government borrows money at three per cent, or round three and three quarters 
| per cent and this amount of money is being paid off each year and the govern- 
“ment has to borrow money to do that, we will then have to pay four per cent 
/on this amount of money in respect of the superannuation fund; is that right? 
he Mr. Bryce: Yes. 

. + The CHariRMAN: Gentlemen, we have dealt with the two largest problems 
with which we are concerned. We still have a number of smaller items, quite 
afew of which have an impact and impinge on the question of superannuation. 
Is it the wish of the committee to remain for a short period of time to see how 
. 


“many of these items we can clear up before adjourning until this evening? 

I Mr. WincH: Let us remain for at least 30 minutes. 

| The CHAIRMAN: Perhaps we could remain to see how many of these items 
we can clear up. 

|e 

A Mr. Henderson, will you now carry on? 


(i Mr. HENDERSON: I should like to ask Mr. Bryce whether it might be better 
to continue our consideration of the superannuation items while they are fresh 
in our minds. 


The CHAIRMAN: That is exactly what I meant to do, Mr. Henderson. 
| Mr. HENDERSON: We can then return to the others. 
1 ats The CHAIRMAN: I think we should carry on with paragraphs 144, 145, 62 
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- Mr. HENDERSON: Perhaps we can now turn to para 
report and paragraph 53 of my 1963 report dealing with errors in public s 
superannuation account pension and contribution calculations, as follows: 
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63. Errors in public service superannuation account pension and con- 
tribution calculations. Reference is made to the comments on this subjec 
contained in paragraph 61 of last year’s report. Since then, further m 
ings have been held with officers of the Department of Finance to con: 
sider what steps should be taken to secure a greater measure of internal 
control. 4 


Our test examinations of the records of the superannuation brancl 
for the year ended March 31, 1962 continued to disclose a high incide Te 
of error, involving both overpayments and underpayments of pension on 
a continuing basis, and also incorrect charges for contributory service. Ai 
was pointed out in last year’s report, many such errors could be avoide 
were there a complete review or internal audit of the contributors’ files 
prior to authorization of the payment of benefits. 

The administrative directive issued several years ago and quoted in 
last year’s report, provided that once the superannuation branch hac 
determined the extent and cost of elective service in the case of al 
election made prior to January 1, 1954, the case for administrative pur 
poses was to be considered closed unless any contributor or his employing 
agency reopened the case, in which event the relevant laws were to br 
applied. It was intended that there would be a complete verification 0! 
elective service cases by the superannuation branch where the electio: 
had been made subsequent to January 1, 1954, and that, in the meanti ne 
all such cases would be checked as usual at retirement. However, in) 
February 1958 this program was abandoned. k 


Although the practice of making a final check of elective service,” 
prior to authorization of the payment of benefits, was resumed in Ap ri 
1962, the operations of the superannuation branch continue to give cause 
for concern. We were informed by the secretary of the treasury board in ~ 
May 1962 that consideration was being given to the re-establishment of 
the comptroller of the treasury’s pre-audit which had been discontinued 
in 1958, but we have not yet been informed of any decision in the matter. 

53. Errors in Public Service Superannuation Account pension 
contribution calculations. In the 1961 report (paragraph 61) and agai 
last year (paragraph 63) we reported that our test examinations of thi 
records of the superannuation branch of the Department of Finance ha 
disclosed a high incidence of error, involving both overpayments and - 
underpayments of pension on a continuing basis, and also incorred 
charges for contributory service. It was pointed out in both reports that 
many such errors could be avoided were there a complete review ol 
internal audit of the contributors’ files prior to authorization of the 
payment of benefits. 4 

In last year’s report it was stated that we had been informed by the 
secretary of the treasury board in May 1962 that consideration was being 
given to the re-establishment of the comptroller of the treasury’s pre: 
audit of superannuation accounts which had been discontinued in 1958 
This has not yet been done although various steps were taken by the 
Department of Finance to improve the superannuation administration, and 
an improvement was, in fact, noted in the accounts during the year under 
review. However, pension payments under the Public Service Super- 
annuation Act, unlike those made under the Canadian Forces Super 
annuation Act, the Royal Canadian Mounted Police Act and the Pension 
Act, are made without verification by the comptroller of the treasury 
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payments by crown oe le whose er oak are cone baton under | 
the Public Service Superannuation Act was no longer being received in 


the central pay office, having been replaced by a listing of salary rates 


being paid as at the ae of each year. In June 1962 we inquired of the 
superannuation branch as to what verification was being made of the — 
correctness of the employees’ contributions which these Crown corpora- 
tions were sending in. In August 1962 we received a reply conceding that 
there existed a gap which should be closed and indicating that a solution — 


to the problem would be worked out. In reply to a follow-up inquiry in 


October 1963, we were advised that no verification of these contributions 
was yet being made. 


_ This matter was raised by me in my 1962 report and members of the com- i 
ttee may recall that it was discussed at some length with Mr. Bryce when he 


the superannuation branch should be transferred from the general direction 
e secretary of the treasury board to the general direction of the comptroller 
e treasury who was more familiar with this type of large clerical operation 
that he and the minister hoped that it would now be possible to apply to it 
kind of techniques of pre-audit, checking and correction of records that the 


In this committee’s fourth report, 1963, tabled in the House of Commons on 
ember 19, 1963, it expressed concern that a high incidence of error had con- 


finued in the superannuation branch of the Department of Finance involving 


h overpayments and underpayments of pension on a continuing basis and 


so incorrect charges for contributory service and requested the Auditor | 


eral to keep parliament informed regarding the progress being made. 


When we discussed this on May 26, I advised the committee that I intended — 


keep parliament informed on the progress being made in remedying this 


ation. As little time has elapsed since Mr. Bryce introduced the changes hee 
e just mentioned, I would have no further comments to make at this stage, — 
ss Mr. Bryce has something he would like to say to the committee on the > 


gress that he is making. 


Mr. Bryce: Mr. Chairman, action has been taken to deal with the situation _ 


was discussed last December. I have not brought along a detailed report in : 


regard but if the committee would like to have a report I suggest that ee 
Balls, the comptroller of the treasury, might report at a suitable time in _ 


ect of measures that he has put in hand to deal with this situation. I think 


committee will find that they are going ahead and that they will be effective. i 
|I think that it would be best on the whole for the committee to leave this and. : 


msider it when the accounts for this current year are before the committee. 


Mr. Cameron (High Park): Can you not make any general observation ay 
garding improvements that are going to take place? This seems to be cus gure 


ious problem. 
Mr. Bryce: It is a serious matter. 


Mr. Cameron (High Park): I think the members of this committee should 
to know that it has been corrected. 


gs Bryce: The situation is being corrected but it takes time to correct this 
of thing. I think it was evident during discussions last December that what 
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is required is teainell: staff who can hanaie all thes very eoMraHeated 
tions and handle them accurately, with a suitable internal audit to see th: 
have been handled accurately. 


Mr. CAMERON (High Park): Is not one of the key points that Mr. Hend 
referred to the fact that instead of having specific figures of contributions 
by each pensioner alli you have is something based on his salary rate which n 
not actually correspond with what he is actually contributing? Does that 
represent one of the important factors? 

Mr. Bryce: I hesitate to speak in this regard from memory. 

Mr. CLARK: Certainly there are often errors made both in respect of contri 


portion. 
Mr. CAMERON (High Park): I think the situation is due largely to at 


improper accounting system and I should like to know that a proper accountin g 
system is not only being considered but actually in operation. 


Mr. Bryce: Mr. Balls is revising it. It is really a record keeping system 
which is at issue, and this is being revised and included to satisfy the interna 
audit system which is being applied. 


Mr. CamMErRoNn (High Park): Why then do we have to wait until next yes 
in order to find about what is going on now? 


Mr. Bryce: If you wish, I am sure Mr. Balls will be glad to come along a 
a subsequent meeting and ee it to you. 


The CHAIRMAN: We can discuss this later before the fall. Mr. Bryce sa 
last year that steps were being taken to start with, and we may hear Mr. Ball 
on this matter later. 


Mr. HAtEs: There is a notation here that the salary payments are made by 
crown corporation employees who are in the superannuation fund, but there 


has not been a list of their payments at the central office. Has this been correcte 
as of this date? 


Mr. Bryce: I am sorry. I should know the answer to that, but I do not 
I am sorry that I cannot tell you. 


Mr. McMitian: Did contributions from crown corporations go into his 
fund during the years when they said nothing went in from the government? 


Mr. Bryce: The crown corporations are not required to make contribu- 
tions of the nature we were discussing. Theirs are matching contributions but 
not contributions to meet actuarial deficiencies. 


Mr. HENDERSON: Mr. Long may have something to add. 


Mr. Lone: I was trying to follow Mr. Hale’s question. I am not sure I have | 
the two questions. Some crown corporations are covered by the superannuation — 
fund and they do make contributions to the fund. 


Mr. McMILLAN: Did they make contributions to this particular fund i 
these particular years? 


Mr. Lone: Oh, yes. I think the problem was whether anything was being 
done to check the reports made by the crown corporations to the superannuat 
branch. I have not got this from the superannuation branch, but we do au 
the crown corporations, and I heard from one of the financial officers that th 
superannuation branch had asked for quite a lot of information going back 
over the past three years. I think this would indicate that the matter has bee! ne 
taken in hand by the superannuations’ branch. 


The CHAIRMAN: Might we go on to the next item now dealing with super- 
annuations? 


Mr. HENDERSON: I now refer to paragraph 54 of my 1963 report. 
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- The CHatrman: Now paragraph 54: 


54. Public Service Superannuation Act—questionable decisions. 


- Three instances were noted in which evidence of doubtful value was 
accepted as the basis for administrative decisions. In one of these instances 


there was a resulting reduction of $4,800 in the cost of elective service to 
a contributor who had retired. In the two other instances contributors 
were able to elect to pay for service on the basis of the rate of salary 
received on first appointment to the public service after world war II 


and the rate of contributions then in effect, rather than on the basis of " 
current rates of salary and contributions—the difference in the cost of the 
service amounting in one case to $11,200 and in the other to $8,600. This 


was made possible by an amendment to the Public Service Superannua- 
tion Act in 1960 and an amendment to the regulations in 1961. The 
amendment to the act reads as follows: ; 
30. (7) The governor in council may make regulations pre- 
scribing, in the case of a contributor who in the opinion of the 
Minister was one of a class of persons who, pursuant to erroneous 
advice received by one or more persons of that class, from a person 


in the public service whose ordinary duties included the giving of — 


advice as to the counting of service under this act or the Super- 
annuation Act, that a period of service of such a person before the 
time he became a contributor thereunder could not be counted by 
him under the said act, failed to elect under the said act within the 
time prescribed therefor to pay for that service, the circumstances 
under which and the manner and time in which the contributor may 
elect to pay for that service, and the circumstances under which and 
the terms and conditions (including conditions as to interest) upon 
which any such election made by him to pay for that service, or any 
election made by him under paragraph (b) of subsection (1) of 
section 5 to pay for that service as a period of service described in 
clause (F) of sub-paragraph (iii) of that paragraph, shall be deemed 
to have been made by him under this act or the Superannuation Act, 


as the case may be, within the time prescribed therefore by the 


Said. act; 


The three contributors (who were considered as constituting a “class”) 
had not elected, on permanent appointment to the public service during 
the years 1949 to 1952, to pay for war service, and claims subsequently 
that they had been misinformed as to their eligibility to elect. It could 
not be substantiated from departmental records that erroneous informa- 
tion had, in fact, been given in these cases. The superannuation branch 
accepted a departmental officer’s affidavit, taken in 1961, to the effect 
that he “likely” gave incorrect information to one of the contributors in 


1950. A personal affidavit was accepted from one of the others and the | 


third contributor was included in the “class” because, in previous corre- 
spondence, he had made the statement that he was ineligible to elect. 


Another case is that of a contributor to the superannuation account : 


who ceased active duty on September 30, 1959 and who was certified 


by the Department of National Health and Welfare in May 1960 as © 


being permanently disabled. Pending the result of an attempt to have 
the contributor’s wife appointed administrator of his affairs, action was 
not immediately taken to commence payment of an annuity under the 
provisions of the Public Service Superannuation Act. On August 1, 1961 
the superannuation branch received a notice of termination of employ- 
ment, effective July 5, 1960, which stated that retiring leave had been 
granted from June 1 to July 5, 1960. The treasury board, on October 3, 
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having been informed that the conten had Sree hose for 
domiciliary care on June 1, 1960 and had become entitled to an ann 
when he retired from the public service on July 5, 1960, designated 
wife as recipient of the annuity payable to her husband. In April 1 
4 the superannuation branch accepted a second notice of termination — 
employment which showed the date of termination as July 15, 1960 (one 
2 day after the coming into force of an amendment to the Public Service 
eH. Superannuation Act which provides automatic continuation of death 
af benefit coverage and for the calculation of annuities on the basis of a 
¢ six-year rather than a ten-year average salary). As a result, death pena 
3 fit coverage of $3,750 was reinstated and the annuitant’s pension was 
iv recalculated and increased by $175 per annum. 
= 
5 Mr. HENDERSON: This comment in my 1963 report on page 27 was left until 
: Mr. Bryce could attend the committee. 
4 As you will see from this note, the regulations surrounding the adminis- 
4 tration of the Public Service Superannuation Act are, to say the least, very 


involved, and we were concerned in noting these three instances in which 
evidence of doubtful value was accepted as the basis for See Ca 
decisions. In one of these cases there was a resulting reduction of $4,800 i 
the cost of elective service to a contributor who had retired, while in the othell iG 
two instances contributors were able to elect to pay for service on the basis 
of the rate of salary received on first appointment to the public service after 
world war II and the rate of contributions then in effect, rather than on the 
basis of current rates of salary and contributions, with the result that there wa 
a difference in the cost of the service of $11,200 in one case and in the other of 
$8,600. I deal with a further case in the last paragraph of this note on page 28. 

These regulations are extraordinarily involved and I am sure that mem- 
bers will appreciate the importance of their administration. I discussed these 
cases with Mr. Bryce and he may have something he would like to add to them. 

Mr. Bryce: As is evident here, in 1960, parliament approved the principle of | 
what was done here when they authorized an amendment to the act. Parliament 
leaves it to the opinion of the minister whether the person is one of a class who 
received erroneous advice and therefore can take advantages of what is provided | 
here. The minister must use officials to try to determine whether in fact suc 
people did receive erroneous advice. As you can imagine, it is not easy to ge t 
conclusive evidence of matters of this kind, especially about erroneous advice 
which was alleged to have been given orally years before when someone con- 
sulted a person whose duties included the giving of advice about counting his 
service under this act. I think the department in dealing with these cases so 1e 
years ago has done as fair and honest an appraisal of the evidence as can be 
done from the evidence that is available. 

Obviously a substantial amount in relation to the persons concerned hinges 
on these decisions, and they have tried to take whatever measures were possibl ! 
to check on whether it can be confirmed that they received erroneous advice or 
whether it is likely that they might have received erroneous advice. Perhaps the 
whole thing is in its nature very difficult to ascertain, but since parliament put 
the provision in the law, then we must do our best to administer it in a fair and 
honest way, and that is what we have tried to do. Those are the first three cases 
here. I do not know if there is anything more. I have a few details about the 
particular claims, but I do not think they are very germane. The problem was_ 
that we have to act on whatever evidence can be found, and in some cases t 
was evidence in the form of affidavits from people about what they did or might | 
have done when giving erroneous advice earlier. 
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A Mr. Bryce: That is right. The governor in council may make regulations 
rescribing the class. Then the minister has to decide whether the individual 
s within that class of people who have received erroneous advice. 


_ The CHAIRMAN: Are there any further questions? 


The CHAIRMAN: Yes, if you arena! please. 
Mr. Bryce: This is a different kind of problem. This is a question of when 


1 ked into the facts of this case. Perhaps i might read a few sentences to try 


uations branch from the Department of National Dern on August 1, 
We 1, giving the date of termination of this chap’s service as being July 5, 1960. 
\Pension was paid on that basis. Secondly, an amended termination notice was 
eived by the superannuations branch in April, 1962, changing that termina- 
on date as the Auditor General suggests here, to July 15, 1960; in other 
rords, ten days later. 

However, the superannuations branch did not amend the pension to reflect 
t date and did not accept the second notice of termination. In fact, from the 
dence which it had, it questioned the dates given by the department as to the 
termination, the one that the Auditor General referred to here. Discussions 
ook place between the superannuations branch and the Department of National 
lefence and as a result the department issued a third termination notice finally 
‘2 ablishing the date cf termination of this man’s service as being July 21, 
1, that is, practically a year later. 

The nature of the evidence they went on in fact was the date of the docu- 
ment in which the Department of National Defence first said that this man was 
ff duty or had ceased to work, and that document was dated July 20, 1961. 


we 


y 5, 1960. These things reflecting on the termination of the man’s salary, or 
the man’s service, they felt were not done in a legal and proper way. It was 
fithin this consideration that the conclusion was reached that effectively he 
aad been removed from service on July 20, 1961. 

_ Mr. WincH: May I ask one question which must be in the minds of all of 
Could you give us some explanation of how, over a period of one year, a 
partment of jana does not know what was the date on which a 


5 Mr. WincH: It was done on a humanitarian basis? 

ais Mr. Bryce: He was disabled and was not working. He was on sick leave 
i vithout pay. 

_ Mr. Wincu: Following his service being terminated, did something happen 
: that date when he was on sick leave which brought about his disablement? 


Mr. anne Prior to being terminated? 


i Mr. Bryce: That is right. He was on sick leave without pay. For the pur- 
oses of pay, a thing like that is not important because he was on leave with- 
U t pay. But a person on sick leave without pay is entitled to contribute to the 
|HPerannuation fund. So we continued to receive contributions from him. But 


+ iG" 


lowever it purported to strike him off strength nearly a year earlier on | 
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when it was necessary to Meee at which date he ceased to be on ‘sick k lea 
without pay, and should be regarded as having gone on pension, it wa 
date that was in dispute. So all the facts are not exactly as the Au 
General determined here, and what it amounted to was that there was aC 
about when he in fact went on sick leave without pay to retirement. I 
not a matter of a few days that brought him under the benefits noted be 
It was a matter of a whole year or more which elapsed before the depals 
took formal action necessary to strike him off strength. 

The CHAIRMAN: Have you any questions, Mr. Cameron? 

Mr. CAMERON (High Park): I shall waive my questions. 

The CHAIRMAN: I think we shall have to come back this evening. I ha 
hoped that we could conclude with Mr. Bryce today. However there are a 
of matters he is still interested in, and I hope we can meet promptly a 
o’clock. Before you go let me say that we hope to meet tomorrow at 3.3 
camera in order to consider our interim report. The clerk will be sendin 
notices, and the steering committee will meet at 3 o’clock. However the maj 
committee meeting will be at 3.30 to consider making up our fourth interir 
report to the house. We shall adjourn now until 8.00 p.m. tonight in the sam 
place and I hope we can get started promptly on time. 


EVENING SITTING a 
TUESDAY, July 21, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum. We shall resume where we lef 
off. Before going on with paragraph 55 of the 1963 report Mr. Winch has a p 
he wishes to raise. We will just deal with it, and then call upon Mr. Henderson 

Mr. Wincu: I appreciate the opportunity of raising this point immediatel} 
It is one which I have never known to come up before, and I feel it s 
receive come clarification. This committee has to rely to a very great ex 
upon the report of the Auditor General. It is understandable that there may 
challenges of his report on his interpretation, of his views, or of his re 
mendations. But I think it is rather an astonishing situation, and I have 
known it to happen before, when just before we adjourned the deputy mi 
of finance said ‘I challenge the figures of the Auditor General.” When we h 
the situation where the Auditor General’s figures are challenged, I feel I 
cannot let that statement stand the way it was made. I feel, in view of the 
importance of the principle, we should ask Mr. Bryce to enlarge a little 
why he challenges the figures given in the Auditor General’s Staten a 
then perhaps there might be something from Mr. Henderson himself. It 
point of sufficient importance, in my view, that it should be raised. gq 

The CHAIRMAN: I am sure that both Mr. Bryce and Mr. Henderson ° 
comment and enlarge upon the matter. 

Mr. Bryce: What I was thinking of was not the figures, which would be 
more significant for an auditor, but rather his saying that the superannua 
branch accepted the second notice of termination. They received a second notice 
of termination but they did not accept it. They took it up with the departme 
and got the department to issue a third one. I think it is the word “accepted’ 
which raised the question. ha , 

Mr. Wincu: I could have got it wrong, but I thought it was something wh 
was challenged which had to do with figures, or something which had occula 
that had to do with them. y 

Mr. HeNnpERSoNn: I do not recollect any figures being questioned, but M 
Bryce is perfectly correct when he said that he thought there had been a v 
choice of words in the last section of paragraph 54 about questionable decisi¢ 
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in O the aiietion ofrer™ we adjourned this afternoon. My officers and I seek to be 
completely accurate as we possibly can in our presentation of the facts in 
ur reports, and I would have to apologize to the committee for the error in 
nis note. I should point out that the error did not materially change the circum- 
stances of the case, because the text of the note here was shown to the Depart- 
ment of Finance for checking of the facts before my report was printed. 

_ With the permission of the committee, I would like to read into the 
record two small changes which will now make this paragraph factually 


eceived a second notice of termination...” Then, as the second last sentence 
n the paragraph the following should Have been included “Subsequently the 
date of July 21, 1961, was accepted as the date of separation.” These changes 
do not materially alter the facts as originally given. The point to note is that a 
ivil servant who ceased duty in September, 1959, was certified in May, 1960 
jas being permanently disabled and was granted an annuity with effect from 
July 6, 1960, which effective date was later changed to July 20, 1961. In the 
meantime the Public Services Superannuation Act had been amended to 
‘provide automatic continuation of death benefit coverage and calculation of 
the annuity on a six year rather than on a ten year average salary. 


Mr. Wincu: I understood that the acceptance meant figures. 


- The CHarRMAN: I think this point was one dealing with some figures about 
which Mr. Henderson had been questioned, and he said they had been obtained 
‘through the superannuation branch. I do not think the figures were questioned. 
iT think it was simply a question of where he had obtained the figures. 

| Mr. Henperson: On the figure of $160,000,000 that was referred to, Dr. 
‘McMillan questioned the correctness of those figures, or asked if Mr. Bryce— 
ino, I believe it was Mr. Lloyd Francis—who suggested that my figures might 
mot be correct, or words to that effect, or he questioned Mr. Bryce. I did point 
out Ptr’ Francis that the figures were figures of the Department of Finance 
‘itself. In fact they got them, I did not. 


The CHAIRMAN: I think the point has been reconciled by Mr. Henderson’s 


‘course, as follows: 


opinion was given to the effect that where a civil servant on retiring 
leave obtains employment with a crown corporation so that, although 
he may be an employee of the crown, he is not paid out of the con- 
| solidated revenue fund, there appears to be no objection to the dupli- 
ane cate payment of ealarse 
ea In a recent case, the receipt of two salaries for 55 days during a 
is period of retiring leave and simultaneous employment with a crown 
corporation, resulted in an increase of $120 per annum in the amount 
of pension paid under the provisions of the Public Service Superannua- 
i tion Act (if the contributor had been re-employed for the entire 26 
ie weeks of his retiring leave, his pension would have been increased by 
approximately $400 per Baora 

The superannuation branch obtained legal advice before approving 
ee payment of the increased pension. If the superannuation account is to 
et be protected from such cases in future, it would seem necessary to 
amend the Public Service Superannuation Act. 


| > 

| * 56. Amount payable to the superannuation account deleted from 
| the accounts. It is provided in subsection (7) of section 7 of the Public 
iP Service Superannuation Act that where any amount payable by a 


‘correct. In the twelfth line the word “accepted” should have been “received”, — | 
so that the sentence would read “In April, 1962, the superannuation Praneh 


ta itement to Mr. Winch. Let us go on now to paragraphs 55, 56, and 57 in due © 


55. Pension increased by payment of two salaries. In 1951 a legal - 
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contributor into the superannuation account by reservation from 
or otherwise has become due, but remains unpaid at the time of 
death, the amount with interest may be recovered, in accordance — 
the regulations, from any allowance payable under the Act to the wi 
and children of the contributor. Subsection (6) of section 5 fo ther 

lations states: 


““Where at the death of a contributor any amount payable by 
him into the superannuation account is due and payable and 
not paid, the minister shall, if the amount with interest as provide 
in this section is not forthwith paid by the personal representati 
of the contributor, demand payment from the widow and childr 
or one or more af them, of the contributor, to whom an allowance 
is payable under the act and if the amount which is due and 
payable with interest to the date of demand is not paid, it may 
recovered at any time and, without prejudice to any other recour; 
available to Her Majesty with respect to the recovery thereof, 
recovery may be made at any time by retention, by way of dedue: 
tion or set-off out of the allowance payable to the widow ané¢ 
children, or one or more of them, 

(a) in a lump sum immediately, or 

(b) in instalments for a term specified by the minister, 

as the ates elects, with interest at the rate of four per cent Pe 
annum.’ 


A department took exception to the application of this regula 
in the case of a deceased employee who had been undercharged for a 
period of elective service, and on December 20, 1962 the governor 
in council approved a recommendation of the treasury board, pursuant 
to section 23(1) of the Financial Administration Act, that the Depart- 
ment of Finance be authorized to delete from the accounts an amount 
of $521 that had been payable into the superannuation account by the 
late contributor. The action taken in this case was contrary to t 
public service superannuation regulations and, as far as we are aware 
unprecedented. 

If it is found desirable to relieve a person from paying into the 
superannuation account any amount that is legally payable thereto, it 
is the audit office view that an appropriation should be provided to 
reimburse the account. ‘ 

57. Inadequate payment into superannuation account by crown 
corporation. The employees of the Canadian Overseas Telecommunica- 
tion Corporation were brought under the Public Service Superannua 
tion Act with effect from November 1, 1961, pursuant to Vote 520 of 
Appropriation Act No. 5, 1961 and the regulatinns approved by the 
governor in council on October 26, 1961. On March 18, 1963 the regu- 
lations were amended by order in council P.C. 1963-441 to provide for 
payment out of the superannuation account of the pensions of four 
former employees of the corporation who had been retired under another 
pension plan. The department of insurance had calculated, in accord- 
ance with the interest and mortality tables used for valuation under 
the Public Service Superannuation Act, that an amount of $200,013 
would be required to be paid into the superannuation account in respect 
of the pension liability, but payment by the corporation of $184,000 
(the cost of purchasing the four immediate annuities at commercial 
rates) was accepted, with the approval of the treasury board, on March 
31, 1963. As a consequence, the actuarial deficiency in the superannua: 
tion account at March 31, 1963 was increased by some $16,000. 
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: Mr. HENDERSON: Paragraph 55 deals with pension increased by payment of 
i two salaries. 
oS This is another comment which was left over until Mr. Bryce could appear 
a ‘before the committee. It illustrates a case where a civil servant on retiring leave 
x obtained employment with a Crown corporation. Reference is made to a legal 
i, ~ opinion to the effect that where a civil servant on retiring leave obtains employ- 
_ment with a crown corporation so that, although he may be an employee of the 
- crown he is not paid out of the eonecolidated revenue fund, there appears to be no 
i objection to the duplicate payment of salary. In this,case, the receipt of two 
a salaries for 55 days resulted in an increase of $120 a year in the’ amount of 
ca pension paid under the Public Service Superannuation Act. 
{ It seemed to my officers and me that if the superannuation account is to be 
He protected from such cases in future, an amendment is necessary to the Public 
oe Service Superannuation Act. 
ee Mr. LesLanc: What is Mr. Bryce’s opinion? 
Be Mr. Bryce: I agree. 
te Mr. LEBLANC: Then that settles the matter. 
@ The CHAIRMAN: That is surely making rapid progress. Now, paragraph 56. 
Re Mr. HENDERSON: This case deals with the amount payable to the super- 
-annuation account deleted from the accounts. This represents another case 
which was‘left over pending Mr. Bryce’s appearance before the committee. 
-.- In this instance, it is provided under the Public Service Superannuation Act 
is that where any amount payable by a contributor to the superannuation account 
by reservation from salary or otherwise has become due but remains unpaid at 
the time of his death, the amount with interest may be recovered from any 
allowance payable under the act to the widow and children of the contributor, 
fen and I quoted the pertinent subsection of the regulations. However, a department 
b _ took exception to this regulation in the case of a deceased employee and in due 
course the treasury board, under section 23(1) of the Financial Administration 
iy Act, authorized the Department of Finance to delete from the accounts the 
amount of $521 that had been due to the superannuation account by the deceased 
~ employee. As I say in my note, this action was unprecedented. Again, if a con- 
_ tributor is to be relieved from paying into the superannuation account any 
- amount that is legally due, we are of the opinion that an appropriation should 
be provided to reimburse the account. 
In other words, it should be made good from another source. 
he The CHAIRMAN: Mr. Bryce, have you any comments to make on that? 
ag Mr. Bryce: This action was taken by the treasury board and the governor 
in council for compassionate reasons on the recommendation of the Secretary 
_ of State for External Affairs at the time. The effect of it was, as intended, to 
| relieve the mother of three young children, who was suddenly left a widow by 
| the death of a clerk serving abroad, of the need to pay back with interest a 
| claim of the crown for arrears of contributions amounting to approximately 
| five months’ pension which arose from an error made some years before by the 
| superannuation branch. There seems to be no question of the authority of the ~ 
' ministers concerned to exercise the judgment they did in making an exception 
a of this case. Now obviously, whenever you make an exception, you are worried 
ad whether there are other exceptions, but the ministers made this decision 
and it seems to be within their power to make it. I do not know that there is 
geouch more I can say about it. 
The CHAIRMAN: Are there any comments from any members? 


i Mr. LEBLANC: Mr. Henderson, how would you suggest that the amount be 
ig reimbursed to rectify the situation? 
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Mr. Henperson: If you take a payment like that out of a fund, the m 
should be put back in or else it goes into this accumulating deficiency w1] 
we have been discussing this afternoon. I would have no question abou 
propriety of approving it on compassionate grounds; that is beside the po: 
However, when you take things of this nature out of the fund, you should put 
something back. That is why I suggested an appropriation. 


The CHAIRMAN: Are there any other comments? 4 

Mr. HALES: Does this occur very often? Would it be worth while setting t is 
up? : 

Mr. HENDERSON: As I mentioned, Mr. Hales, this was an unprecedented case 
which we came across in the course of our work. a 


a | 
f iu 


Mr. Bryce: I might just say that this would normally be picked up in the 
valuations of the fund along with other reasons that cause it to be a bit short. 
One could have a separate appropriation, of course, the main purpose of which 
would be to bring it to parliament’s attention and require the ministers to justify 
it. It is well within the errors of the actuarial estimates. If there were many, 
they would be picked up and we would have to make good any deficiencies. 4 


Mr. SoutHAm: My suggestion is that we commend the Auditor General for 
being so accurate and keen in his work that he detected this isolated case and 
for appealing to us to deal with possible exceptions in the future. ‘ 


Mr. ForRBES: Would this show up in the next year’s supplementary estimata ig 


Mr. HENDERSON: It will not show up now because they did not put in a n 
appropriation for it. This is just a suggestion that we advanced to show how it 
could be made good. We have a somewhat identical case coming up in paragraph 
57, I might say, where we have an item of $16,000 that would have to be made 
good. + 

Mr. WINCH: Let us deal with paragraph 55 along with 57. 


The CHAIRMAN: There is also paragraph 56. We might as well go on to 
paragraph 57. 4 


Mr. HENDERSON: This refers to an inadequate payment into the superannua- 
tion account by a crown corporation. We left this one over, pending Mr. Bryce’s 
appearance before the committee. You will note here how a crown corporé eS 
tion could have purchased the necessary four immediate annuities at commercial 
rates for the sum of $184,000 when it appears, according to the Department of 
Insurance, that an amount of $200,013 would have been required to have been 
paid into the superannuation account in respect of pension liability based on 
the interest and mortality tables that are used for valuation under the Public 
Service Superannuation Act. As a consequence the actuarial deficiency in the 
superannuation account was increased by this one transaction by around $16,000. 


The CHAIRMAN: Mr. Bryce, have you any comment on this? 


Mr. Bryce: Yes, sir. This may be a similar case, as Mr. Henderson said, as 
regards the effect on the fund, but that is the only way in which it is simila 
There is nothing at all compassionate about this case. This was just taken 
a hard headed business deal. The corporation could have bought annuities for 
these people from someone else. We chose to receive this amount in the super-_ 
annuation fund and granted them the benefits under the superannuation fund. 
The money received from the corporation was in effect borrowed at a low 
cost than the cost of borrowing on the market by the government at the tim 
The deficiency will be made up by a government contribution in due cours 
and the action in doing so is in effect paying a part of the cost of borrow 
these funds over and above the four per cent rate credit on the amounts 
into the fund in the first place. The over-all effect will have been to provic 


“Ow money this way, by giving an annuity in return for it, than it would 
yeen to borrow the $180,000 on the market. 


wings to the government. The committee is always concerned with this. 


Mr. Bryce: It is a good thing that the Auditor General spotted this. We 
y pay four per cent on the superannuation fund, we do not change the 


contract like this from one of our companies even though it gives rise technically 


Portion of the interest over and above the four per cent, which is equivalent to 
at a private insurance company would sell the annuity for. 


- questions on this? 

Mr. HenpERSoN: This transaction does point up the fact that the super- 
nnuation account is a more costly pension fund than private funds. 

_ Mr. Bryce: More costly? Oh, Mr. Henderson, please. It does not point that 
p at all. It points up that we are not paying commercial interest rates on it 


mains invariable over a long period, and it means that at a time lke this 
re are providing annuities at a lower interest rate than are commercial 


Mr. WincuH: What you are getting somebody is losing. 
Mr. Bryce: In this particular transaction we simply offered the annuity on 
‘he same basis as a commercial company would have offered it at the time. That 
was on a basis which we calculated was lower than the cost of borrowing funds 
on 1 the market at the time. 
% Mr. Haues: What is your experience with other crown Corr ate Are 
7 Eehey using private firms for their superannuation or are the majority of them 
using the government plan? 
Mr. BrycEt: The majority of them are using the government plan. Some of 
the major ones have their own. The C.N.R. has its own pension fund and the 
Central Mortgage and Housing Corporation has its own. : 
+ Mr. Hates: What about Polymer Corporation? 

Mr. Bryce: It has its own pension fund. 
_-~=SMr. Hates: I would think that Polymer, which is one of the best operated 
‘crown corporations I can think of, must have given this very close study and 
nust have decided that it would be advantageous to them to deal aM 
rather than go in with the government. 


we 
b, 


than it can avoid. It likes to deal with everything on a commercial basis, 
Beectidine pension funds and other matters. 


ts 
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The CHAIRMAN: You will notice the keen interest when you mentioned _ 


The CHairMAN: Does any member of the committee wish to ask any 


it the moment. We credit an interest rate to the fund a four per cent, which | 


i Mr. Bryce: I would not say it is necessarily so. Polymer, as a matter of 3 
Gt deliberate policy, does not like to be involved any more with the government — 


ba Mr. Hates: I have reservations on that. I would think that Polymer would - 


interest rate. The market rates vary from time to time. Because of that you " iy 
a an get situations like this where it is well in our financial interest to take a 


to a deficiency in the fund. By filling in that deficiency we in effect pay a 


1. give this a very close scrutiny before they would go either way, and I would 


‘think that after their investigations and studies they would find that there was 
a financial advantage in having a private pension fund. 

Mr. Bryce: But you are assuming that we would take them into the super- 
annuation fund? 

+ Mr. Hates: If they wanted to come, you would take them. 

Mr. Bpyce: I am not sure that that assumption is warranted. 
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Mr. Hates: Well, perhaps we could ask Polymer to give us a repor 
respect of whether they looked into your superannuation before they dec 
which one they would take and why they decided to go into the one they did? 


Mr. Bryce: This was some years ago. 


Mr. HENDERSON: Many of the private corporations have their own outside 
funds. Eldorado has its own; C.B.C. has its own—that is a trustee plan which 
I think we discussed when they were before the committee. The C.B.C. is 
getting a particularly good return on its investment at the present time and 
has quite a portfolio. Several have turned over their investments to the Depart 
ment of Finance in exchange for joining. I think Canadian Arsenals, if I recall 
it correctly, was one. C.O.T.C. is in the public service plan now. This was 
part of its switch. ‘ 


The CHAIRMAN: Are there any further questions on this item? I see we 
have one more item under the heading superannuation matters. 
Mr. CAMERON (High Park): I am wondering why the Canadian Overseas 
Telecomunications Corporation did not buy its annuities itself and save ‘he 
fund to the extent of $16,000. 


Mr. Bryce: I do not know the situation from their point of view. However, 
I assume that when they found the government was willing to sell it to the 
at the same price as would the commercial company, they were quite pre- 
pared to do it on that basis. 


Mr. CAMERON (High Park): It does not look like a very sound explanatio 1 
to me. Why should they do that and take a loss of $16,000 on the actuarial 
fund? 

Mr. Bryce: When we put up the $16,000 we are still well ahead. ; 

Mr. CAMERON (High Park): You could have done it the other way and 
would not have had this comment from Mr. Henderson. 


Mr. Bryce: If I can earn the interest, I am glad to do it. 


The CHAIRMAN: Even with Mr. Henderson’s comment. 
Item No. 58 reads: 


58. Reciprocal transfer agreements for superannuation benefits. Sec= 
tion 28 of the Public Service Superannuation Act authorizes the Minister 
of Finance, with the consent of the governor in council and in terms 
approved by the treasury board, to enter into an agreement with any 
public service employer (e.g., a provincial government) for the transfer 
of pension credits when an employee leaves the service of one employer 
to become employed by the other. ’ 

In the execution of agreements, it has usually been found that the 
terms of the Public Service Superannuation Act require a higher rate of. 
contribution than those established under the other plans, and that the 
amounts available for transfer from the superannuation account are in 
excess of the arounts required by public service employers. While there 
is provision in the act for payment by the minister to a public service 
employer of the amount to be transferred in accordance with a recipro- 
cal transfer agreement (employee’s contributions, government’s match- 
ing contributions and interest) there is no provision for a return of an : 
excess amount of contributions to the employee. Nevertheless, a common 
provision in a typical reciprocal transfer agreement reads: 


. and any excess amount held in respect of the employee andl 

not required to be paid by the federal minister to the province wil 

be dealt with, subject to the federal act, in accordance with a 
agreement between the federal minister and the employee. 

We have been informed by the superannuation branch that “this. 

provision is read as an agreement between the new employer and the 
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crown whereby the crown, on behalf of the new employer, deals with 
certain moneys that would normally form part of the transfer. In other 
words, the crown is empowered to transfer the whole amount, but as 
the second employer does not require the whole sum under the new 


ins pension plan he agrees to the crown paying a portion of the total 
a directly to the transferred employee’’. 

a. It is our opinion that the Public Service Superannuation Act should 
ee be amended to provide for the disposition of any excess amounts of con- 


<i wn 
my, 


tributions in these reciprocal transfer cases. 


i Mr. HENDERSON: Paragraph 58 deals with reciprocal transfer agreements 
for superannuation benefits. Again, this paragraph ‘was stood over pending 
_ Mr. Bryce’s appearance before the committee. 
i. It is explained here how a section of the Public Service Superannuation 
Act authorizes the Minister of Finance, with the consent of the governor in 
t council, and in terms approved by the treasury board, to enter into an agree- 
ment with any public service employer (e.g., a provincial government) for the 
Oa transfer of pension credits when an employee leaves the service of one employer 
it eto become employed by the other. It has been found that the terms of the 
_ Public Service Superannuation Act require a higher rate of contribution than 
_ those established under the other plans, and that the amounts available for trans- 
fer from the superannuation account are in excess of the amounts required by 
public service employers. While there is provision in the act for payment by 
the minister to a public service employer of the amount to be transferred in 
-accordance with a reciprocal transfer agreement, for example, employee’s 
contributions, government’s matching contributions and interest, there is no 
-provision for a return of any excess amount of contributions to the employee. 
Nevertheless, a common provision in a typical reciprocal transfer agreement 
provides that any excess held in respect of the employee, not required to be 
peed by the federal minister to the province, was to be dealt with, subject 
to the federal act, in accordance with an agreement between the minister 
Kee and the employee. 
ee The superannuation branch read this provision as an agreement between 
3 the new employer and the crown whereby the crown, on behalf of the new 
Yh Be ployer, would deal with certain moneys that would normally form part of 
the transfer. In other words, the crown would transfer the whole amount, but 
re as the second employer would not require the whole sum under the new 
* pension plan, he would agree to, the crown paying a portion of the total 
directly to the transferred employee. 
It is our view that the Public Service Superannuation Act should be 
amended to provide for the disposition of any excess amounts of contributions 
in these reciprocal transfer cases. 
na Perhaps Mr. Bryce would wish to comment on that. 
PS Mr. Bryce: Well, Mr. Chairman, this really is a very technical legal 
_ point. We have been peered that the course we follow, though somewhat in- 
tricate, is legal as well as practical and equitable. If the committee feels it is 
worth while to amend the law to make it clearer, we can bring forward an 
E amendment when the act is next open. However, if you would be satisfied 
_ just to take note of the fact that we do this oad that it seems to be the 
_ practical way to deal with it, then we would not need to make the act any more 
| complicated than it is. I do not think Mr. Henderson has any objection to the 
_ substance of the transaction. 
| Mr. HENDERSON: That is correct; I do not have. 
i The CHAIRMAN: Does anyone have any comment? 
| Mr. Cameron (High Park): What happens when the reverse situation 
| prevails, when they make a lower contribution than is required in the federal 
| plan? 
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Mr. Bryce: I ee it ener this is where they are going out. 4 
Mr. CAMERON (High Park): What about when they are comifig in? OM Bo 


Mr. Bryce: There are quite different provisions there. I cannot give t 
from memory. I suppose the reverse can happen where an employee is go 
out into a private plan which requires a higher contribution, and in 
case he would have to make up the difference himself. ; 

Mr. CAMERON (High Park): I mean when they are coming from a pid in 
which has a lower contribution into your scheme which requires a higher 
contribution? a 

Mr. Bryce: He would have to find the additional himself. 

Mr. STENSON: If a person leaves the employment completely, can he draw W 
all his money when he leaves? Perhaps this does not pertain to this matter. 

Mr. Bryce: If he is not going to another pension plan, then the law provides 
various benefits which he can get under various conditions and subject to 
various conditions. I am not expert enough in this that I can give them to yo vu 
off the cuff. 

The CHAIRMAN: Are there any further comments on this paragraph? This 
pretty well finishes all the matters dealing with the superannuation fund? 


Mr. HENDERSON: Yes. 


The CHAIRMAN: Looking back in the 1962 report, I see one item in ce t 
of the town of Oromocto. 


Mr. HENDERSON: Yes. We might take it in that order, if you prefer. 
The CHAIRMAN: We will proceed in whatever order you wish. 


Mr. HENDERSON: The one I have is paragraph 66 in respect of interest 
charges on loans to the National Capital Commission. 


The CHAIRMAN: Item No. 66 reads: 


A 


66. Interest charges on loans to the National Capital Commission, 
In last year’s report (paragraph 62) it was stated that it seemed unreal- 
istic to put the National Capital Commission in the position where it was 
required to pay interest on loans obtained from the government of Canad 
for the purpose of acquiring property in the national capital region, when 
funds to meet the interest payments themselves must be provided throug 
parliamentary appropriations. 

Up to March 31, 1962 loans totalling $35,100,000 had been made to 
the commission and its predecessor, the federal district commission (belay 
an increase of $9,800,000 during the year under review) for the purpose 
of acquiring property in the national capital region. Of this amour t, 
$3,622,000 had been repaid, leaving a balance of $31,478,000. The loans are 
secured by promissory notes bearing interest payable semi-annually 
rates of from 4 per cent to 53 per cent per annum, and repayment is to 
made when the property is “used for the purposes of the commission or 
disposed of”. Repayments of $3,553,000 in 1961-62 included $3,200,000 
received from the Department of Public Works on account of the cost 
of 4,400 acres of land allocated for the use of the Animal Research Insti- 
tute of the Department of Agriculture. 


Interest payments by the commission in 1961-62 amounted to 
$1,505,000 and were credited to revenue by the Department of Finance 
“return on investments”. Of this amount, $201,000 came from net incon 
from rentals and interest on bank deposits and $1,304,000 was provid 
by a parliamentary appropriation (vote 376) for payment of interest to 
the receiver general. ; 


ti ithe flowin is a summary of ener acquisitions as at March 31, 
_ 1962, financed by means of loans provided to the commission: 


BPPCOM CH ee vu arom Cena Nate uiul  . N MEA Woe) Sinai 
RPC ELIGNN AN Liarat aunt Zale samen Oe bares weet isto be Lia ony dey 3,009,000 
SCAM LIV er ALR WAY Namie thule tue orca 0) ae yaa 870,000 
My SUIT PAT AGE) ic hatin dae ated Mav antee Atabe seat sl Wet G5) 3) pany 804,000 
CSA ER NG a mt OES at wh STE MA IAN A OAL I aN da a HS Re eR AA 2,520,000 


$30,578,000 


_ other projects are put into use in the next few years, appropriations will 
be required to provide funds through the national capital fund in order 
to pay off the amounts of the loans made with respect to such lands. 


expenditures of the crown rather than income-producing investment, 


properties are to be acquired, instead of leaving the expenditure involved 
in the repayment of loans to be absorbed in future years. 


Mr. HenpERSON: The subject matter of this comment was discussed in detail 
n December 13, 1963, when Mr. Bryce spoke about it before the committee. 

In my 1961 report and again in this paragraph of the 1962 report I stated 
that it seemed unrealistic to put the National Capital Commission in the position 
where it was required to pay interest on loans obtained from the government of 
Canada for the purpose of acquiring property in the national capital region 
when funds to meet the interest payments themselves must be provided through 
_ parliamentary appropriations. I went on to say that the properties in the green 
belt, for example, are mostly farm properties which are unlikely to yield any- 
ing approaching sufficient rental to pay interest on the sums paid to acquire 
hem and yet, by executive direction, the commission cannot sell them. As the 


f to provide funds to the commission through the national capital fund in order to 
ay off the amounts of the loans made with respect to such lands. I, therefore, 


asked to appropriate funds in the years in which the properties are acquired, 
mstead of leaving the expenditure involved in the repayment of the loans to be 
ibsorbed in future years. 
In his testimony before the committee on December 13, 1963 Mr. Bryce 


areas, and that being the case, it has been thought to be prudent and economical 
_ over the years to buy that property when the decision is taken to go ahead with 
plans to use it at a future time. He said the second purpose for which it buys 


‘property is to own the property in order to be able to control the use of it. 


i a ence it was decided years ago that since it was necessary for the commission 

|| to control the use of the land in this way, the government through the commis- 
" ion should purchase the land and then lease it, thus controlling the property as 
“Owner rather than as a government. 


The properties in the greenbelt are mostly farm properties which are 
unlikely to yield anything approaching sufficient rental to pay interest 
on the sums paid to acquire them and, by executive direction, they may _ 
not be sold. As the lands acquired for the Queensway, the parkways and — 


We remain of the opinion that, since outlays on such properties are — 


parliament should be asked to appropriate funds in the years in which. 


lands acquired for the Queensway, the parkways and other projects of the com- | 
ission are put into use in the next few years, appropriations will be required 


ave it as my opinion that since outlays on such properties are expenditures OFS 
the crown rather than income-producing investments, parliament should be 


xplained the background of this matter. He pointed out that the commission — 

Juys a good deal of land, not for immediate use but essentially for one of two — 
reasons: first, to hold pending use because by the nature of its operations it has _ 

Us o plan and iene in advance that it is going to acquire property in certain © 
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He said that it was as a result of these two types of operation that the 
for the present arrangement arises. The interest charges are charges for loa 
made by the government to the commission to purchase land for either or both 
of the two purposes. It was thought that this procedure put the commission 
under some pressure to get all the revenue it could out of land while holding it 
for these purposes so that each year the commission would have to justify to 
treasury board the revenue they are getting from it and the government would 
have to justify to parliament the revenues that are being received. The issue, as 
he saw it, was whether the purchase of the property should be charged to 
expenditures at the time it was acquired or after it was put to use. This discus 
sion is contained on pages 294-300 of the evidence of the 1963 committee. 

On December 19, the committee brought down its fourth report, and having 
noted that the National Capital Commission remains in the position where it is 
required to pay interest on loans obtained from the government of Canada 
for the purpose of acquiring property in the national capital region and that 
funds to meet the interest payments themselves must be provided through 
parliamentary appropriations because the property held does not yield suf-— 
ficient revenue, pointed out that parliamentary appropriations will be required — 
in future to provide further funds to the commission in order to pay off the 
amount of the loans made. 

In its report the committee took the position that since outlays on proper- 
ties such as these are expenditure of the crown, the committee believed it@ 
would be more realistic if parliament were asked to appropriate funds in the 
years in which properties which are not to be specifically held for resale 
are to be acquired, instead of leaving the expenditure involved in the repay- 
ment of loans to be absorbed in future years. Accordingly, it recommended 
that the executive review the present practice with the National Capital Com- 
mission with a view to placing the financing of the commission on this more 
realistic basis. } 

In reporting to you in my follow-up report of May 15, 1963 on the action 
taken on recommendations such as these, I said that I had no information 
as to the extent to which the present practice was in fact under review as 
recommended by the committee. 

I know Mr. Bryce would like to discuss this matter further with the 
committee today. 


The CHAIRMAN: I understand Mr. Bryce has a general comment on thi 
problem. 


Mr. Bryce: Yes, Mr. Chairman. I will try to shorten the notes I have 
here, but this subject leads us into a more general issue that may be of 
interest to the committee as a matter of principle. : 

First, I should say that the department, the minister and the treasury 
board have noted the committee’s recommendations in respect of this matter, 
but the recommendations arrived late enough that the estimates for this year 
in regard to this matter had been pretty well settled and have come to the 
House of Commons as you will have noted in the same form as before. This 
should not be taken as evidence that the government is not prepared to con- 
sider seriously the committee’s recommendation, which they will be doing 
before the next estimates are prepared. 

Perhaps I should skip over the history and say that this practice of lending 
to the capital commission for these purposes has been approved not only by 
this government, and the preceding government but by three parliaments in 
dealing with the estimates for which these have been provided both in respect 
of loans and the portion of the interest that has to be voted to meet, he K 
I do not think there is any need to go over the figures because they are 
the Auditor General’s report and he has given the critical ones. 
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r ee capital grants would include, I would say, the following. 


(a) First, it is done to reflect the fact that the government, through the 
commission, was to hold valuable marketable property not yet 
physically committed to government use. In other words, this 
property is not property the government is using for government 
purposes, either in the green belt where it is being leased to others, 
to control its use, or in other cases where it is acquired in advance 
of needs in order to safeguard the price. The lands both in the green 


other purposes could be sold in most cases for as much as was 


were changed, and they can be changed if for example parliament 
decided that we should give up trying to control the uses of the 
land in the green belt, and then it would be feasible to sell the 
land which was acquired. Naturally, you would not throw it on the 
market at the same time, but various parcels remain valuable land 
except that the government has placed a limitation as /to the purpose 
for which it should be used. By reflecting them as an asset in the 
meantime, we are taking account of the fact that they are not yet 
incosporated into government capital projects or Be to govern- 
ment use. 


----—«(b»+) ~The second purpose of doing this by loan is to show to parliament 

a. and others the cost of holding these assets to control their use or 
to acquire them in advance of need, and to get suitable parliamentary 
approval year by year for holding them in this way. In other words, 
we ask parliament for the funds necessary to keep them in this 
condition and restrict their use in the case of the green belt or 
hold them in advance of need in the case of the other purpose. 
The net amount of interest that has to be voted by parliament is 
a measure of the cost of controlling the use of the land in the green 


by the public currently for the advantages gained by controlling the 
use of this property. Similarly, the cost of holding the land acquired 
in advance of need for other purposes reflects the costs of securing 
this land in advance as a precaution against an increase in price 
thereof. The third reason for doing this by way of loan is to main- 
tain appropriate pressure on the National Capital Commission to 
secure the best revenue it can from these lands which are available 
for rental and also to encourage them to take the interest cost into 
account in the acquisition of those properties which are acquired in 
advance of need. 


_ These purposes, which I would contend are sensible and serious purposes, 
would not be achieved if the policy recommended by the Auditor General 
were followed and the lands simply charged to expenditure in the years in 
hich they were acquired. There would be no occasion in future then to call 
liament’s attention to the cost of holding such lands, and if one can judge 
0M previous experience, the expenditures of past years on these capital 
purposes would be much more likely to be lost sight of than if they are held 
n the present way. 


Amittee’s term, “more realistic”, that is, as far as I can understand it, it 
uid not involve us as showing as an asset something that does not yield 


belt and acquired in advance of need for parks, parkways, and } 


paid for them if the specific decisions were changed or the policy 


belt year by year, and a proper reflection of the cost being borne | 
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an interest return without requiring an appropriation for that purpose, or is 
not a liquid, or immediately saleable asset. ; AS ae 
In other words, the advantage of what is recommended by the Auditor 
General is simply that it removes from our statement of assets something whose 
quality as an asset is doubtful. e 
This leads us to the question of what is the proper test to apply to the 
assets that should be shown in the government’s accounts as an offset against 
the liabilities that are shown there. I think that the Auditor General as 
performed a most useful service in raising this issue on this case because if 
applies to a number of other cases as well and suggests in my mind that w 
should review systematically the principles to be followed in selecting those 
assets to be shown on our accounts. A 
There is considerable history to this subject, but I would not propose ie 
detain the committee with it tonight. A brief summary of it can be found 
on pages 117 and 118 of Volume 1 of the Glassco commission’s report. As indi- 
cated there, the inclusion of a statement of assets in our accounts originated 
almost immediately after confederation. At that time loans were made to 
meet the cost of specific public works and they were so shown in the accounts 
Early in the 1920’s Sir Henry Drayton, as Minister of Finance, initiated a 
review of this practice and introduced a radical reform in the system. He 
stated: 


Assets which are not readily convertible, as the reserve is cons) 
vertible, or are not interest producing, are not such assets as ought t 
be deducted from the gross debt. They are inactive, they are items @ 
such a character as might well be placed in a suspense account. At any 
rate, whatever may be their future value, however great it may be 
they are not assets of such a character as to directly reduce the gross 
debt any more than the other capital accounts of the country ought t 
be deducted from it. : 


. 
This statement of some 40 odd years ago still remains the principal guide in 
the selection of assets to be included in our accounts. It excludes all the fixe 
assets of the government held for use—land, buildings, equipment, etc. Thi 
is quoted in the public accounts which are under discussion this year in this 
committee, on page 16 of volume 1, which is the small blue volume, and we 
say there, “since that time, there has been no fundamental change in the basic 
structure of the statement or in its main purpose. However, revisions havi 
been made from time to time to improve the form or manner of presentation, | 
and it is believed that to a substantial degree the present statement fulfills | 
the original intention, with consideration being given continually to the 
possibility of further improvements.” 4 
In recent years there have been a number of changes in what is included 
which do not fit exactly into Sir Henry’s category, which he defined rather 
negatively. We now have, as you will have noted, a very large number ar 
value of assets that we take into our account, as noted on page 168 of the 
1963 report, nearly $11 billion, which we deduct from the nearly $25 billion 
liabilities, to get our net debt of approximately $14 billion. The great bulk 
of these clearly meet Sir Henry’s tests. They include large amounts of 
and of advances to the exchange fund account, covered by foreign excha 
held in that account, even though there are some narrow margins at ti 
as the auditor has pointed out. The largest item, however, now is loans to 
advances in crown corporations about which there can be arguments in deta 
and I would think that there are probably items in there on which we c 
have discussions similar to that relating to the National Capital Commiss 
because while the interest may be payable it may in a number of cases requir 
appropriations to make good the deficit thereby incurred or increased. 4 


£ 
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In addition, we now have large loans to the governments of other countries, 
mounting to something over $1,200 million at March 1963, Other loans and 
vestments include large amounts of subscriptions and loans to international 
ganizations, some to provincial governments, some to veterans, and others. 
n addition, we have certain deferred charges treated as assets and deducted 
om debt although they are essentially a means of deferring until a later 
ear a charge to an appropriation in somewhat the same way as these arrange- 
ents with the National Capital Commission involve a deferment of the charge 
the case of the property being secured in advance of need to be put into a 
roject in a later year. 


uring and after the war set up a reserve against them which now -amounts 
) some $546 million. That is shown here in line 12 of the statement, at page 
168. This was deliberately not earmarked against any particular asset. or 
class of assets, but it was intended to allow for the fact that some of them 
uld not be expected to be realized upon in full or might otherwise fail to 
eet in full the tests that ought to be applied. As I remember, the previous 
Auditor General used to give us a lot of trouble over not earmarking this 
reserve against particular assets. The extensive use of crown companies and 
gencies has in particular complicated the situation. An interest-bearing loan 
) such a corporation as the National Capital Commission is technically within 
ir Henry’s tests because it is interest-producing, but of course as the Auditor 
eneral has pointed out, these do not appear to be realistic assets if the cor- 
oration as a whole is not producing sufficient revenue, without appropriations, 
ito pay the interest. On the other hand there are managerial reasons for treat- 
ing these as loans and not writing them off. 


Some observers have felt that the whole effort to select and value certain 
f our assets and show them as an offset to our liabilities is not worth while and 
should be abandoned. The Glassco commission, of which of course the previous 
Auditor General was a most distinguished member, recommended that ‘the 
tatement of assets and liabilities be replaced by a statement accounting for 
utstanding debt, direct and indirect, with no reference to net debt”. I am 


et too clear just exactly what would be involved in accounting for some of 


any event, however, we now have billions of dollars of assets in cash or the 
squivalent of cash, and it seems wrong to disregard that completely. We have 
other billions that are fully “revenue producing” and produce a very large 
revenue in the form of a return on investments. It seems to me unrealistic to 
‘eave these entirely out of account in presenting our statement of debt. 

12 Moreover, what is equally important, in presenting our budget account 
ach year, it is helpful to be able to make a distinction between what is 
roperly to be charged to expenditure and recorded in our budgetary accounts 
that way each year and what can properly be treated as a disbursement to 
‘acquire certain types of asset. Without having some asset and liability accounts 
we could not make such a distinction in the way we do now, and the result I 
‘think would be a less meaningful picture to the public of our budget position 
nd more variation from year to year based on rather temporary factors. 

_ The problem that remains, therefore, is to draw the boundary line properly 
as to what we should include in our assets for these purposes. We have in 
cecent years diverged to a modest degree from the tests set up. 40 odd years 
ago, and in particular in our treatment of loans to crown companies, of which 
the N.C.C. case is perhaps the most vivid. 


- We believe in many cases, such as this with the National Capital Com- 
mission, it is better to make loans to our corporate agencies, to record them in 
r books as such, and require the agency to pay interest and repay the loan 


As these assets became larger and more varied, the ministers of finance 


he direct debt if we tried to trace it to disbursements made to acquire assets. | 


af 


ee 


i" 


, 


ae ae 
: 


- 


4, +s re “9 is i ey ae ert sy = 
: ‘STANDING ‘COMMITTEE — . irae 
Sak on ae 

on some basis of priftaple and in e crordance with a Ea or ae ap plical 
thereto. We think that that produces a more meaningful statement of a 
both for us and for the agency and promotes good management. When I say 
I do not mean that it fools anyone. We are thinking here in terms of 
managerial approach, how we want the corporate agencies to behave, and tl 
responsibility we try to take. : 


In some cases, such as that of the C.N.R. at the present time, it is desirabl 
to make recapitalization arrangements where circumstances have changed 
When the legislation proposed for the recapitalization of the C.N.R. come 
along, there will be ample opportunity to discuss this both in principle and i 
practice. 

I would suggest that in a later year (I hope not next year in view of. al 
that has to be done next year) the committee might be prepared to conside 
studied report from the department reviewing in general our practice i 
recording assets and liabilities, with proposals for a policy to be followed iz 
future years. 


In this way we can look at this whole picture systematically. 
The CHAIRMAN: And we can bring Sir Henry up to date. 


Mr. Bryce: Yes. I was surprised to find out we had no enunciated poli icy 
for over 40 years; that is, no general policy. I apologize for that rather leng ny 
statement but I thought it would set this N.C.C. case in a rather large! 
perspective. 
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The CHAIRMAN: Are there any questions members of the committee wish 
to put at this time? If not, have you a comment to make, Mr. Henderson? 


Mr. HENDERSON: Mr. Chairman, I have been very interested in listening 
to Mr. Bryce’s statement on this. He has given you a good picture of the back- 
ground which led up to the situation that we have today. Now, the loan - 
investment concept that he has outlined may well have enabled the governme 
to control the use of the lands acquired by the commission and by virtue oi 
annual appropriations for interest on the loans to not only reflect the cost of 
carrying this mounting investment but to put an incentive on the commission 
to get the best return it could from rentals and so forth. 

But I must draw your attention to the fact that the concept also produced 
another result over the years and that has been to reduce budgetary Te 
itures which would otherwise have been incurred had the purchase of the lance 
been financed out of annual budgetary appropriations. 

As it is, the only budgetary appropriation we have seen has been for 
interest on the loans to enable the N.C.C. to repay it to the government. The 
government then takes the interest repayment into its budgetary income. I feel 
it is the duty of your auditor to draw your attention to situations like these. Ur 
to March 31, 1964, taking the latest date, loans totalling $57.1 million have 
been made to the N.C.C. and its predecessor. They are up $12.2 million from the 
previous year, and of this amount of $57.1 million the National Capital Com- 
mission has only paid back $4.1 million, leaving $53 million still outstandi g. 

And of this $4.1 million that it has paid back, $34 million came from the — 
Department of Public Works when it bought land in the green belt. The loans © 
bear interest at various rates from 4 per cent to 52 per cent and repayment i ise 
satd to be made by the National Capital Commission when the property is — 
“used for the purposes of the commission or disposed of’. Capital repayment Say 
in 1963-1964 actually only totalled $119,000. 

With acquisition of properties like Lebreton flats, the real estate on Sussex 
drive and in centre town for the future construction of government buildings, 


eNO Sy eh tag! a ee Lt © ET anh Pees IS oe 


Per |.) PUBLIC: ACCOUNTS: * 765 


\ ational Capital Commission has, as I see it, simply become the land 
ably agent for the Department ae Public Works in the national capital 
ion. You will appreciate that if these properties had simply been purchased 
the department directly, the costs presumably would have been treated as 
getary expenditure in the year of acquisition. The lands acquired are surely 
crown lands whether they are administered by the Department of Public 
Works or by the National Capital Commission. 

Last December this committee recorded its agreement that it would be 
more realistic were parliament asked to appropriate funds in the years in 
which the properties are to be acquired and thus have such funds included in 
each year’s budgetary expenditures. In my view this is the right procedure and 
I would hope the committee will say this again and recommend that the present 
practice be reviewed so as to place the National Capital Commission financing 
on this more realistic basis. 

That is all I have to say on the matter at this stage. This is the way I see 
the matter. 

The CHAIRMAN: We have had two complete statements on this matter. Are 
there any questions? 

Mr. Hates: From what you said, the National Capital Commission bor- 
rowed approximately $57 million, money with which to pay the interest on 
the money that the government had loaned them. So the government is 
borrowing it own money and paying the interest on its own money, and then 
it appears as a credit. 


Mr. HENDERSON: The government lends the money each year to the National 
Capital Commission with the cost shown under the heading of loans or ad- 
vances to agencies. The National Capital Commission is quite unable to 
ge generate income itself to service its debt to the government. Therefore, by 
ans of further appropriation it is enabled to pay the interest and the Na- 
tional Capital Commission then turns around and gives it back to the govern- 
ment which takes it into revenue. 


Mr. Hares: And this appears as income. 
_ Mr. HENDERSON: That is correct. 


what better way is there to do it? If you bought a building outright and paid 
oy it that year, then, this would be interest owing on the mortgage, as it were. 


_ Mr. HENDERSON: You would give them the money to buy the building and 
that would be the transaction. 


_ Mr. Rock: All the government does is to borrow the money on their own 
account. 

: Mr. HENDERSON: That is right, that is what they do with a public works 
buil oe. Perhaps I might ask Mr. Long if he would care to comment on this. 


_ Mr. Lone: I jotted down two or three notes when Mr. Bryce was speaking. 
He | nentioned that financing in this way refiected the fact that the government 
was holding valuable marketable property. As far as the green belt is con- 


er government policy it is not marketable. One block of property was sold 
| that I believe firmed up government policy, and the National Capital 
Commission was told that no more property was to be sold. 

The Queensway is being financed in this way, too, but it is not, I would 
aM valuable marketable property. I refer to the property bought for the 


_ Mr. Hautes: This does not appear to me to be good business practice, but © 
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Queensway or for other bhatt which are to be Aancecarear ‘to the ¢ cit: 
the province. Appropriation will have to the provided to repay the teens 
time the transfer takes place. 
There was an amount of money, used for the animal research property 
in the green belt. The property was financial initially with loans, but eventual 
' there had to be an appropriation when the Department of Agriculture took o 
the property required for a research station. It is true that policy could cha 
and the green belt could be sold, but this seems to be an eventuality we 
see only by looking a considerable distance into the future. It means that we 
must go along for years appropriating money to pay interest thus increasing 
both the expenditures and the revenues of the government. Mr. Bryce men- 
tioned that the policy being followed shows the cost of holding such propel 
It seems to me that the group which should be most interested in the cost of 
holding the property would be the government of the day. 
To appropriate interest in this way does not affect the government budget. 
ay goes out and it comes in. The deficit or surplus position by any year would 
remain unchanged by it. Then there was mentioned the possibility of the 
holdings being lost sight of. In this way they cannot be because they are on 
our balance sheet in the form of loans. My feeling is that the green belt wil 
never be lost sight of. It is right before our eyes all the time. 
Probably we have parcels of land scattered right across the country that 
the average individual does not know anything about and the government hai 
to rely on its land inventory records to keep track of them. The green belt seems 
to be rather an outstanding exception in the policy of not capitalizing gover! n- 
~ ment land. 


The CHAIRMAN: Are there any further questions or comments? What about 

you, Mr. Bryce? ; 

Mr. Bryce: I do not want to provide answers in advance of the member 

asking questions. But I think it is desirable to describe these two cases. T 
green belt is a unique situation. I do not know any other city or government 

that has undertaken quite such an operation. But when it was undertaken ] 
know that both Mr. St. Laurent who made the preparations, and then vir. 
Diefenbaker felt it was an important long-term investment that would event- 
ually in 50 to 75 years turn out to be a good investment as well as sound 
urban planning. With that in mind we felt that the National Capital Cor a= 
mission should be encouraged to be under whatever financial pressure they 
could to get the best revenue they can out of it, and to account for it, and 

that parliament should know from year to year what it was costing to ho 1d 

this land in the kind of use that would fit in with an urban conservation polic 

and that lending the money to be invested in green belt land was one of the 
ways to achieve this purpose. It is exceptional. It differs from ordinary publ ic 
works land. Of course it does. I make no bones about it. It is quite an excep- 
tional transaction entered into because we did not have the power to pas 

laws to say what the land could be used for. I have felt, and I know thi at 
previous governments have felt, that this made sense and was worth while. 

Of course one postponed expenditures by doing this. 4 

If Mr. Henderson objects, as it would seem, that this is the chief reason | 

for our entering into this, and that we should be admonished for it, well, t 

is his opinion. I do not believe myself that it has had that purpose at all. In 

any event the green belt is a different and quite unique case. iy 

q The other type where we are purchasing land in advance of use is m 
. more comparable with the public works analogy which Mr. Henderson an 
Mr. Long mentioned. Here, however, there is a difference, I would sugges 


‘purpose behind this thing. Of course, it is similar to the kind of thing that — 
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ee. It i is, ; the eT thing for the National Capital @onioien to pur- ie 
and many years in advance of use because its basic purpose is urban 
g and the preparation years in advance for the building of parkways, _- 
rks, and things like that which require a great deal of land. Canada has Saved: 0), 
ri ions of dollars by this purchasing of land many years in advance. We felt, ee: 
ever, at the treasury that if this was to be done,.the commission should 
- interest into account. If you are going to buy property ten years ahead — 
me and you are going to put it into a parkway, you should take interest © 
o account, and say here, ten years interest will amount to whatever it will ‘ 
60 to 70 percent of the cost of that land. ee 
_If they have to pay interest on the cost they have to ask the treaduiee for ah 

e interest year by year and the treasury will examine them on whether they | 
1ave been doing a proper job on it. Then we have a better chance to make them © 
conscious of the interest factor in carrying out this policy. This is the real ~ 


ublic works or other departments oul run into. But I suggest to you that © 
here is a difference in degree that warrants some difference in treatment | 
rticularly where we are doing it through a corporation agency, not through 
a department which is under day to day control of a minister. ae 
One other thing: Mr. Long, I think, or Mr. Henderson one or the other % 
ggested that because this is farm property in the green belt it cannot yield 
y rental. The treasury board I know has always tried to get the National 
pital Commission to get all the rental they can out of this property, and to 
opt a use so that they could get as much revenue out of the property as is 
possible within the restrictions placed on it. And as time goes on and the original _ 
leases run out and the tenants move away, I would expect to see a considerable 
srease in the rents. 

I would have thought that one of the useful things this committee could oo 
is to see to it that the National Capital Commission is examined from time i 
to time on why it is not earning more of the interest on loans. However, Mr. i 
Chairman, I am just trying to put the case, as I understand it has been made, 
for the loans in the past. 


Mr. Francis: Mr. Chairman, I cannot help but agree in general with 
Bryce’s comments. I disagree with one or two things. First, it will not be 
years before a handsome return is shown; it will be more in the order of 
years or even a shorter period, because certainly some of the properties are 
being put under very lucrative rents now as well as long term leases and 
development of the site. eee 
an I would ask Mr. Bryce, through you Mr. Chairman, the following question: 
Does he not feel that such a policy leads perhaps to undue emphasis on com- 
srcial returns from the green belt lands, and should not perhaps more atten-_ ; 
nn be focused on long term use of the green belt by keeping pressure on the | 
tional Capital Commission through their annual appropriation and so on? > 
es he not feel that perhaps a short range objective is being taken? I per- _ 
nally think that a balance should be struck here and I feel that the effect 10%: 
the ae of the department is to keep too much to this kind of short term a ty 


Mr. Bryce: It is natural that the Department of Finance would err on eae 
Je, but the results, as the Auditor General pointed them out, do not suggest 
have been over-successful in erring on that side. On the other hand, I would 

y that the practice we have been following brings to parliament’s attention | 
3 ach year the very point that Mr. Francis has made. 


| _ Mr. Francis: I do not disagree with that. 
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‘Mr. Bryce: Parliament can consider whethee too much pad hte is be ing 

put on revenue or on use of the land. This is an enormous asset. 


Mr. FrANciIs: I predict it will be one of the most profitable real ae en- 
terprises in Canadian history. 


Mr. Bryce: I suppose this investment will run to $30 million odd in per- 
petuity, or at least for many, many years, and I would suggest that parliament 
has some continuing responsibility for having a look at the use that is being 
made of the land when this enormous investment was made. 


Mr. CarpirF: Was this farmland that was taken over? 
Mr. Bryce: Most was, but not all. 
Mr. CarpiFF: In what condition is this land? Is it fit to grow grass on? 


Mr. Bryce: Iam sorry, I am not an expert in it. Mr. Francis would be better 
able to answer that question. 


Mr. CarpirF: I do not know anything about this thing but I would like 
to know in what condition this land is and what use is being made of it. Is it 
valuable farmland of which use could be made? 


Mr. Bryce: A good deal of it is being used for farmland but the prices 
that had to be paid for it were based on alternative uses to which it could be 
put if the crown did not buy it, and therefore the crown had to pay amounts 
that were not appropriate to farmland but appropriate to land for develop- 
ment for one purpose or another. In many cases it was land appropriate for 
a subdivision. Of course, those prices were a good deal more than people would 
pay for farming purposes. 


Mr. Stinson: My question is: What percentage of the cost do we get back? 
Do we get one or two per cent back? Say it is costing you five or six per cent 
to carry it, what percentage would you get in return? 


Mr. Bryce: We are getting about one per cent on the investment, or some- 
thing of that order. 


Mr. FRANCIS: Surely the immediate return is not a factor; it is the ultimate 
return and use you get out of it. I am sure the immediate return on this 
investment is not any indication of what the returns will be. 


Mr. Wincu: Is not the government itself going to buy it back? 
Mr. Francis: I hope not. 


Mr. Cameron (High Park): I am just wondering, Mr. Bryce, whether you 
decrease the asset value of the land by the difference between what you pay. 
an interest on and what the N.C.C. pays back? If the government pays $3 
million interest in 1963, does that add to the value for asset purposes? 


Mr. Bryce: No, sir, and I would suggest that in the case of the green belt 
this would hardly be appropriate because it is intended not to sell this land 
but to hold it indefinitely. It well might be a good point that when the Na- 
tional Capital Commission acquires land in advance which it intends to put 
into its projects, that eventually the land ought to be charged on the projec 
at a cost which includes interest on the original investment. a 

Mr. CAMERON (High Park): It is easy to go back over the years and see_ 
what it is. Twenty-five years from now someone easily might say, look how — 


smart we were in paying $30 million when now it is worth $100 million. 


Mr. Bryce: The logical thing might be to lend them money to pay in- | 


terest, but I would hesitate to say what the Auditor General would say about | 
that! ; 
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+ to find out what is the appraised value of its worth at the present time, : 
same as would be done in a normal assessment. 


Mr. Bryce: I do not think the government makes such an assessment, but 


it should develop the property management side of its business, because it is 
acquiring and has acquired very large amounts of property. To put it to the 
st use and to get that good balance between proper urban use and good 
evenue requires skilled management. 


—_ Mr. SoutHAm: I think if this is done—and I would make this as a suggestion 
—it would give a better appraisal, and the interest charges to which you 
eferred would not seem so exorbitant, and it would be put in a better per- 
ective so far as an investment is concerned. 


The CuarrmMaAN: Gentlemen, we still have six or seven items. Do you think 
could push on in the hope that we might have time to finish this evening? 
We have had a very good discussion on the National Capital Commission. 


_ Mr. Forses: Mr. Chairman, I do not know of a better time to get these 
tems through. 


ie The Cuarrman: I believe the next item is paragraph 140 in the 1962 report 
jand paragraph 123 of the 1963 report: 

Hea 140. Accounts receivable. As explained in the quotation included in 
the preceding paragraph, taxes and other revenues receivable are not 
recorded as assets in the statement of assets and liabilities. 


Information regarding the total accounts receivable of each depart- 
ment at the year-end, in comparison with the corresponding totals at the 
close of the preceding year, is given in the departmental sections of 
volume II of the public accounts (with the exception of the taxation 
division of the Department of National Revenue). There is, however, no 
one place in the public accounts where information regarding the depart- 
mental totals and the substantial over-all total of accounts receivable is | 
available. It would be informative to parliament were an appendix giving 
this information included in the public accounts in future. 

It has not been the practice over the years to include in the public 
accounts any information regarding amounts receivable by the taxation 
division of the Department of National Revenue, but it seems desirable 
that such information be made available to parliament. 

The following summary of accounts receivable includes the totals 
given in the departmental sections of the public accounts at March 31, 
1962, together with totals of balances receivable as at February 28, 1962 
by the taxation division, as provided by that division: 


if Previous Years 
Department Current year Collectable Uncollectable Total 


pe See $ 715,620 $ 795,611 $ 51,466 $ 1,562,697 

Citizenship and Immigra- 
BORN fio oe ccieelge acnan Syn 28,256 323,633 312,451 664,340 
Sfence Production .............. 4,187 13,664 259,329 277,180 
ea ae 150,627 2,432 30 153,089 
Neh Ah eae 4,565,080 965,958 185,077 By fal Gite iis 

Btional Health and 

i ORA Tee Sateen te 904,453 274,816 169,825 1,349,094 


National Research Council . NOP ls 14,305 150 116,168 


vt Fe 1 ae \ ‘4 4 %, Sih Oh me) 
ri ae oren Te OP ee 
Pree ibte Years Pei.” 


Department Gument year Collectable Uncollectable Total 
National Revenue— ave Be: 
Customs and Excise <7 

Division Vee ON 4,856,019* 2,304,292* 7,160,31 

Taxation Division .......... 187,320,412* 15,825,226". | 203; 145, 638 
Northern Affairs and af 

National Resources ...... 99,187 14,114 18,617 131,91! 
Public Works oo... 1,139,578 262,103 44,753 1,446,48 
Royal Canadian Mounted "i 

POC yee eet ONO seer secs .8s 261,463 4,317 23,694 289,474 
Trade and Commerce .......... 114,929 8,936 7,054 130,91 
Susan a¥s) (as cop CERO tn 2a eee a 3,473,178 2,959,651 7,309 6,440 
Werebans: IraIns “0.02 joi leslie 3,359,409 2,571,060 821,019 6,75 


Other departments ................ 140,955 59,963 50,920 25 


$ 207,235,066 $ 8,270,563 $ 20,081,212 $ 235,586,384 


*These totals relate to both current and previous years. 


The accounts receivable totals shown in the above table were af 


writing off the following balances during the year under review: 


Uncollectable debts of $1,000 or less deleted from the accounts 
under the authority of section 23 of the Financial Adminis- 
UU HOTI ANC Ly tadashi ands Ditckanctie TUSh sh nao tate ke MER REUES RUC R Ee RE Sn $ 809,991 
(Agriculture, $17,348; Citizenship and Immigration, 
$62,804; National Defence, $20,807; Customs and Excise 
Division, $34,943; Taxation Division, $629,107; Transport, 
$6,079; Veterans Affairs, $31,205; and other departments, 
$7,698) 
Uncollectable debts in excess of $1,000 deleted from the ac- 
counts under authority of Vote 710, Appropriation Act 
MSG) mewn 110) 62a he see ON a Se ego cle rs ay Mme 3,703,795 
(Agriculture, $3,787; Citizenship and Immigration, $97,226; 
Defence Production, $8,282; Finance, $116,747; National 
Defence, $116,903; Taxation Division, $3,299,327; Northern 
Affairs and National Resources, $16,057; Transport, 
$21,612; and Veterans Affairs, $23,854) 


$ 4,513,786 


4 
It will be appreciated that whether accounts receivable are kept ii 
memorandum form or recorded as an asset in the statement of assets and 
liabilities, they are nonetheless debts due to the crown, and their a a 
rate recording and ultimate collection are prime responsibilities of t 


departments concerned. 


While we have found that most of the departments having extensive 


accounts receivable keep their records accurately and efficiently, 
frequently does not apply in the case of departments where acco 


receivable as such are not an important factor. We believe this situati 


to be largely due to the failure of these departments to maintain ce 


trolling accounts and to provide for an effective internal verification 
the accounts by officers other than those responsible for keeping © 


accounts. Such weaknesses in internal control should be remedied 


order to remove the possibility that now exists of accounts beings tan 


pered with and collections misappropriated. 


UBLIC. ACCOUNTS — 


4 123. i ee ecoMtne. Ae Ted ivy ‘the quotation included in 
Sige 
he preceding paragraph, taxes and other revenues receivable are not 
recorded as assets in the Statement of Assets and Liabilities. Ne 
‘g Information regarding the total accounts receivable of each depart- 
ment at the year-end, in comparison with the corresponding total at the © 
close of the preceding year (other than with respect to balances receiv- | 
able by the Taxation Division of the Department of National Revenue) — 
is given in the several departmental sections of Volume II of the Public : 
Accounts. There is, however, no one place in the Public Accounts where | 
information regarding the departmental totals and the substantial over- a i 
all total of accounts receivable is available. We suggested in. last year’s 
report that it would be informative to Parliament were an appendix 
' giving this information included in the Public Accounts in future. > o 
The following summary of accounts receivable includes the totals 
given in the departmental sections of the Public Accounts at March 31, 
1963 together with totals of balances receivable as at February 28, 1963 
M1 by the Taxation Division, as provided to us by that Division: 
ti Previous Years 
pr Department Current Year Collectable Uncollectable Total et 
a: griculture CONE an MIU DSA HE aD § 1,184,198 $ OSG pas 36,322 $ 1,956,851 Ni 


RG Rae abi: 67,925 256,733 186,346 511,004 


fence Production: o/c. ees 1,911 259,329 262,355 
STACEY OL BONG SLE EVRA RTL aN 100,104 8,495 607 109,206 
Rael NOR AI ts RL 203,401 129 18,841 222,371 


2,170,985 217,913 6,655,799 


RWG CUI G AE) DAU EEN ARS oa 698,189 344,815 193,051 1,236,055 

tional Revenue— 

Customs and Excise 

. DivASTOn Mel hailey) ae 7,923,513* 2,229,997* 10,153,510 
i Pbascatlon, Divistormiv) ae 160,637 ,394* 21,640,427" 182,277,821 
Northern Affairs and 
at National Resources ...... 99,333 298,870 25,055 423,258 
SCA oN ed 54st a a 713,797 200,324 140,536 1,054,657 ~ 
Royal Canadian Mounted oe 
BOLI CO 311,405 10,904 24,489 346,798 © 
Trade and Commerce .......... 119,620 8,929 7,784 136,333 
Transport EDU Lota Vea da 3,791,841 3,734,192 30,526 7,556,059 © “ 
Beterans Affairs. ......c0-.. 3,817,265 2,420,500 800,216 7,037,981 | 


Other departments ................ 213,054 85,614 51,245 349,913 


AL URE Se 


ei : $ 184,149,055 $ 10,278,732 $ 25,862,684 $ 220,290,471 i 


é 


‘| “hese totals relate to both current and previous years 


The accounts receivable totals shown in the above table were after | 
writing off the following uncollectable debts of $1,000 or less deleted — 
from the accounts during the year under the authority of section 23 
of the Financial Administration Act: Cah i 
Told Pavel URW goal mee AUOUYT Oy nt MER a evan neal CONE e caREAM Si gee i $0) 14, 510 a eee 
POE ESCA fied BY 2 a 6 SOG Mea eat EEN OIE Re IMA HRD a MY NOR UAM MERLIN) MO NU 22,30 Banna 


National Revenue— 
(ERG Resoaten wrsh ave Wil pre CKs7= 0) D) OVARSNICOT oh NRA MURE HONS OLA tcl: CAML ARMA RNS NDM MMA A SRC LA 5 328,797 
eA TLOT MIDE IETON,. Wid pets ina ome Leeder ar icAL nae oe BU aes aceat 813,224 
“TOTES TBNSY STONED a. edad on SLAY east cic tah iced tapi aaned BAnAAP MB aBe At HenceiaR etter odcexino asap 15,655 
~ Weterans Affairs eee eeeee sae 95,867 
BRE EGT CLO AT CINIGTIESY fags he srcrtec ass iwsnev an ahvesedtstednenisedateds Gayepmasiaimpnen counts 16,568 


$ 1,306,940 
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It will be appreciated that whether accounts receivable are | ce 
in memorandum form or recorded as an asset in the Statement of Asse 
and Liabilities, they are nonetheless debts due to the Crown, and t 
accurate pecerdine and ultimate collection are primarily responsibiliti : 
of the departments concerned. While we have again found that most 
of the departments having extensive accounts receivable keep thei 
records accurately and efficiently, this does not apply in the case of some 
departments where accounts receivable as such are not an important 
factor. We continue to believe, as was mentioned in last year’s Report, 
this situation to be largely due to the failure of these departments 4 
maintain controlling accounts and to provide for an effective interna 
verification of the accounts by officers other than those responsible for 
keeping the accounts. Such weaknesses in internal control should be 
remedied in order to reduce the possibility of accounts being tampered 
with and collections misappropriated. 


Mr. HENDERSON: These paragraphs have to do with accounts receivable 
and were reviewed by the committee on June 16. At that time I pointed out 
to the committee how we show here for the first time a summary of accounts 
receivable. Because the government keeps its accounts largely on a cash basis, 
its accounts receivable are maintained in memorandum form; that is to say, 
they are not on the books as they would be under the accrual basis used in 
private business where you have accounts due from customers and have a reserve 
for uncollectable moneys and show both right on the books. In the govern- 
ment they are kept in memorandum form and we have put together here for 
the first time a summary to show something of their size. It will be seen that 
they are quite considerable, the largest being those of the taxation division of 
the Department of National Revenue. At the end of 1962 they were to the order 
of $203 million of which it was estimated nearly $15 million would be uncol- 
lectable from previous years. A similar presentation is contained in my 1963 
report under paragraph 123 at page 79. Uncollectable accounts are being written 
off each year, as you will see from the information given on page 76, which 
shows that accounts written off during the year were to the order of $4. 
million. 


The fundamental point I have to make about the manner in which these 
accounts receivable are maintained is contained in the last paragraph of this 
item on page 76. We find that most of the departments having extensive 
accounts receivable keep their records accurately and efficiently, but this does. 
not always apply in the case of departments where accounts receivable are 
not an important factor. Those departments do not attempt to keep any con- 
trolling accounts and to provide for an effective internal verification bj 
officers other than those responsible for keeping the accounts. I am of the opinion 
that this is a weakness in the system of internal control which should be 
remedied in order to ensure to the maximum extent possible that the accounts 
are not subject to being tampered with and that collections are not misappro- 
priated. Auditing experience with accounts receivable maintained on a mem- 
orandum basis has shown that unless there is a control account maintained by ~ 
people who themselves have nothing to do with the detailed accounts as such, © 
the opportunity exists for an account to be collected and the funds mis- 
appropriated. 

Now, I would hope my comments here will commend themselves to the 
members of the Committee and to Mr. Bryce. Also, I would hope that steps 
perhaps might be taken to review accounts receivable procedures where neces- 
sary and for independant control accounts to be set up and maintained by the 
chief treasury officers serving under the comptroller of the treasury. Mr. Bryce 
might care to speak to this, Mr. Chairman. 


The CHAIRMAN: I see that Mr. Bryce has some notes here. 


Mr. Bryce: Mr. Chairman, I would not want you to be influenced by the 
ct that I have a few notes, because they start with the sentence, “This is a 
ubject I have never had occasion to look into except as part of a general 


I must say it is my impression that this is one of the less tidy parts of the 
government’s accounting system and will warrant some systematic review as 
a art of the work that is being done on the improvement of financial manage- 
1ent by departments which the treasury board has put in hand. As I think 
the members of the committee know, there have been at least four investigations 
by outside consultants in respect of the application of the general advice re- 
geved from the Glassco commission. As a result of that, I think we can expect 
some improvement in this as well as in the other financial management practices 
of departments. 
he I would certainly wish to call to the attention of the treasury board any 
‘conclusions that the committee might reach on this matter as a result of the 
‘Auditor General’s observations and, if it is desirable, to go into the thing in 
‘more detail, I think it would be better to have witnesses from the major 
departments concerned who could testify to the practice they actually follow. 
e As you can see from the table in the Auditor General’s report, the Depart- 
‘ment of Finance, while it has millions and billions of figures in other accounts, 
‘has very few of these accounts receivable and, as a department, I do not think 
we are a large part of it. Normally the comptroller of the treasury does not 
‘deal with the accounts receivable aspect of the departments’ operations; they 
5 done as a departmental responsibility. 

Therefore, I think I might sum up by saying I regarded the Auditor 
General’s aires on this matter as important and meriting consideration by this 
me and—if the committee so considers—meriting consideration and action 
by the treasury board as a part of its major efforts at the present time to 
improve the arrangements and practices in financial management by 
departments. 


a The CHAIRMAN: Thank you. Those comments may make our task easier. 


lepartments which do not have an accounts receivable control? 

Mr. Henperson: That is correct. 

_ Mr. Hares: I am amazed at that. How can you control the accounts receiv- 
able at all; how can you, as Auditor General, verify them? 

a Mr. HENDERSON: So long as they are kept in this memorandum form I 
‘regard that as a dangerous method for the reason I gave. As I say, auditing 
| experience has shown here that conditions can exist and where opportunities 
for tampering and misappropriation can breed. With all due respect to Mr. 
Bryce’s suggestion, I think there is an important principle here and that it 
should not necessitate calling the departments before us to find out if this 


ou accept my view here, that something practical might be done about it 
erhaps by the chief treasury officers who are right there. 


a 


|. Mr. Bryce said these officials do not concern themselves with accounts 
| ee but my point is I think they should concern themselves. They should 


Mr. Bryce: On that point, Mr. Chairman, I should say that I do not think 
| 1e treasury officials have any authority to deal with this. 


Mr. HENDERSON: They may not have the authority as such, but would it 
= avery difficult job to ask them as a separate agent to extend some super- 
sion over this? 
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Mr. Hates: Did I understand the Auditor General to say there are several 


fe ace exists. We know this condition exists. I have expressed the hope, if 


AA ee eae 


the accounts receivable which, in fact, are involved, and made these obse 


Mr. nee Mr. ra ane you as Acdtor. Genser wrote b 
position to request every department to have an accounts receivable co 


Mr. HENDERSON: My request here, Mr. Hales, in effect, is that someon 
interest themselves in this to see what could be done about it. Now, I can write 
to each deputy minister and tell him; however, I was hoping that perhap 
the comptroller of the treasury might take some active steps on this. It migh 
be true they do not have the authority now but there surely should be someo né 


Mr. Hates: Mr. Henderson, can you cite to the committee an example Toy 
a department where you, in auditing the books, found it had no account: 
receivable control, that you requested it to institute a system and the of il 
of this department have failed to put this system into effect. 

Mr. HENDERSON: No, I have not addressed myself to any of the depall - 
ments concerned, Mr. Hales. This is a general observation at this stage. As 
said, this is the first time we have even shown or put together a summary 0 


tions. But, if the point: I make commends itself to the members of this co m- 
mittee I perhaps would go into it in rather more depth. 


Mr. CarpirF: If the income tax department went after the defence dena 4 
ment the way they go after the farmers in respect of their bookkeeping a n 
that sort of thing this would not be allowed and they would make thousan ds 
of dollars here, whereas in the case of farmers they make only hundreds. The} 
go after the farmer because some poor sucker who has not any education can- 
not make up his income tax. However, there is no excuse for people who are 
educated along these lines and they should not be allowed to do business this 
way. That is my opinion, Mr. Chairman, and I am a farmer. 


Mr. Forses: Maybe the farmers can get a loan from this department. 
The CHAIRMAN: Are you finished, Mr. Hales? 3 


Mr. Hates: Mr. Henderson, have some of the departments of governmen at 
an accounts receivable control? 


Mr. HENDERSON: Oh, yes indeed, and we are quite satisfied with some « 
them. I would be correct in singling out, first of all, the taxation divisil 
where they have established controlling accounts. Of course, they are handlir ng 
a very large volume. But, there are others where they are inconsequential. 


Mr. HALes: Would you name us one department which has not an accoun its 
control system? 


Mr. HENDERSON: I think comparisons might be invidious at this stage. 1 
see several here but I do not know that I just want to name them individually 
Mr. Hales. 


Mr. Hates: Well, if you would name one department I think this com- 
mittee would be well advised to look into this particular system. 


Mr. Francis: As an alternative, I agree with Mr. Hales’ thinking. But, 
surely Mr. Bryce’s comments speak for themselves. In effect, Mr. Bryce states ; 
that this is a valid comment and that treasury board should do somethi 
about it. I would hope that this committee would recommend that the treasury] 
board consider looking at all the instances the Auditor General has noted and 
then make a general recommendation concerning the procedures to be applied 


Mr. CAMERON (High Park): Does Mr. Bryce agree with that line of though 
that we suggest to the treasury board, through you, they should institute with 
these various departments the practice of having internal control on accounts, 
and that you would feel free to do this. 7 


Mr. Bryce: I would see no objection to that. I hate to put myself in the 
place of the committee and say what the committee ought to say to the govern 
ment. And, I would not like to be unfair to departments and say that I know 


4] 


own ‘knowledge that their accounts are inadequate. But I aes of 


d will co-operate in this. 
Mr. HenpEeRson: That would be satisfactory to me. It will be very helpful. 
Mr. Cameron (High Park): We do not want to get you into any difficulties. 


ceivable be shown on the balance sheet together with the other recommenda- 
ns the committee made previously regarding the checking of the accounts 
eivable or is it only to look after the accounts receivable in other departments 
‘see that they are well taken care of. 


' Mr. HenpERSoN: I have not made a suggestion that they be taken on to 
he statement of assets and liabilities. That opens up another whole field, 
nuch the same as the one Mr. Bryce was describing when he was explaining 
national capital commission financial concept to you. | 

The government keeps its books on a cash basis, not on an accrual basis, 


rm. It would be much more effective if they were right on the books and 
\ re on the balance sheet. But, that would be opening up another line of 
thought which I have not thus far stated under this caption in my report. I am 
ore interested in the internal arrangements in the departments themselves in 
der to be certain that people who are not responsible for these accounts 
(have some control over them so that if an account, for example, is removed 
| from the file because someone came in and paid the money then this can be 
oss-checked by someone else. It is the principle of internal financial control. 
The CHAIRMAN: Seeing that Mr. Bryce and Mr. Henderson are generally in 
eement we might move on before the committee puts them apart too far. 
| We will proceed to item 142 in the 1962 report. 


s with the loans to the town of Oromocto, and this particular paragraph 
refers to the details given on page 81 in respect of the loans to the town, which 


o Bputy minister of national defence, was present. 
You may recall that in view of the situation outlined in paragraph 81 the 


paid to March 31, 1962. 
t with operating costs amounting to $1,602,000 and revenues totalling only 


he town as an asset item for purposes of the annual statement of assets and 
bilities. A similar comment, I might add, was made by my predecessor in 
report in 1959 when these loans totalled about $3 million. I do not know 


haps he would in view of his remarks in respect of the statement on assets 

liabilities earlier when we were discussing the investment in the national 

ital commission. 

The CHairMAN: Have you any comment in addition to the general state- 
nt made by the Auditor General Mr. Bryce? 

| Mr. Bryce: Not really, Mr. Chairman. Unfortunately, I was not present 

he time this discussion took place when Mr. Armstrong was before this 


173 


pe raat A A 


payce has indicated that the point is well taken and I am sure treasury ie 


Mr. LeEsBLanc: Does that include the recommendation that the accounts 


d that is why these accounts receivable have to be kept in memorandum — 


Mr. HenpERSON: This will not take long. The members will recall that this. 
discussed at quite considerable length on July 14 when Mr. Armstrong, the | 
BP ebility of early repayment of these loans seems remote, the position as — 


cate here being that they total $4,450,000 with only $423,110 having been 


My comment to the committee on July 14 and again here in this note is. 


000, as was the situation in 1961, it seemed unrealistic to treat the loans uh ge) 


ther Mr. Bryce would care to add anything in respect of this subject but 
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committee and the evidence has not been printed as yet, or at least I have 
received it. I really know a good deal less about this than the members of 
committee. 

Particularly in regard to the situation, I would not dispute the fact that 
town of Oromocto is not in a position to pay large sums on these loans and, 
course, this raises the question of how much will eventually be paid in inter 
or repayment. On the other hand, it would be another matter to write 
loans off entirely, because that would then raise the question of just how 
are dealing with this town by comparison with other communities. There may 
well be a valid point in that we should not exaggerate the values in this regard 
on our books. Nevertheless, we have a problem in deciding the appropriate way 
to deal with the town. That really involves a separate problem. 


Mr. Francis: Is Mr. Bryce saying to us that if we write these loans off 
there will inevitably be additional demands on the federal treasury? 


Mr. Bryce: I would not want it to be thought that we have given this great 
gift by writing off these loans, because we are trying to deal in as sensible a way 
as we can with this community that the federal government has created with 
the assistance of New Brunswick. ; 

Mr. Francis: Mr. Bryce is apparently recommending that we take this 
action at this point; is that right? : 

Mr. Bryce: I am incapable of making any suggestion at this point because 
I do not know what the evidence is that the committee received in regard to 
this subject. I think I would rather leave this situation to the committee to 
consider in the light of the detailed evidence it has received. 

Mr. Lesuanc: Mr. Henderson, is this case more or less similar to the case 
we just discussed in respect of the National Capital Commission? 1 


Mr. HENDERSON: There is a lot more value behind the National Capita 
Commission loans, as Mr. Bryce pointed out, and as Mr. Francis emphasized, 
than there is in respect of the loans made to the town of Oromocto. That is 
to say, the National Capital Commission has extensive property holdings which 
it is believed will increase very substantially in value over the years. The 
finances of the town of Oromocto are obviously in an unhealthy state, as we 
learned from the evidence of Mr. Armstrong. I am afraid there is not very 
much one can do about a situation like this, Mr. Chairman. We made reference 
to it because it was an item having implications to the Department of Finance. 
We did explore it pretty thoroughly with Mr. Armstrong. K 

The CHAIRMAN: If, after Mr. Bryce has received the evidence, he wants to 
make a communication to the committee we may receive such, bit until that 
time I think we should leave this particular item at this point. 

Mr. Bryce: Thank you. 

The CHAIRMAN: How do we stand now, Mr. Henderson? 


Mr. HENDERSON: We have only four more items to deal with although 
they are not very long ones. 5: 

We marked down paragraph 45 of the 1963 report covering governor gen- 
eral’s warrants for discussion with Mr. Bryce because several of the members 
of the committee I think at the time this was discussed at an evening meeting 
on June 30 with Dr. Davidson, secretary of the treasury board, felt that they 
might have several questions to put to Mr. Bryce. 

In order to bring the committee up to date, I would sum up the views 
expressed by saying that the committee was concerned that payments whict 
did not meet the test of being urgently required for the public good had been 
made and that to a large extent expenditures continued to be made in the same 
manner as if parliament had provided funds for carrying on governmental 
services between the sessions. Dr. Davidson informed the committee that in 


4 
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opinion section 28 of the Financial Administration Act did not make ade- 
te provision for the carrying on of government service when parliament 
ssolves without having provided the necessary funds, and the committee 
dorsed my recommendation that a detailed study be made of the financing 
oblems which result when this happens. 

te I mentioned to the committee on June 30, that I had had the benefit of 
a discussion of this subject with Mr. Bryce aad he might therefore care to 


aia bs I am ine responsible one, Mr. Bryce, whose suggestion indicated 
that you might care to add a word rae 


The CHAIRMAN: I see Mr. Bryce has his music here. 


Mr. Bryce: Thank you, Mr. Chairman. I have my music but I am not sure 
at I should play. 


. Perhaps I can just say that upon reflecting on this matter, and after reading 
Ds Davidson’s testimony, I did not entirely agree with it, although not in 
Tegard to the particular items that are enumerated here but rather in respect 
of the need for a detailed study or for any basic change in the law. I would 


be quite happy to explain my thinking in that regard if you wish. 


be The CHAIRMAN: I think the members of the committee might desire to have 
“your explanation. How do the members of the committee feel in this regard? 
[I think we were quite concerned about this item and it is my impression of 
the wishes of this committee, if I am interpreting their wishes correctly, that 
Eomething should be done. 


Mr. Bryce, I think probably we should have the benefit of your views 
ie ‘in this regard. 


_ Mr. Bryce: I should like to stress that these are really my own views 
‘and not the views of the minister or anyone else particularly in the depart- 
‘ment. I have indicated that my views differ somewhat from those of Dr. 

Davidson who is in a position much more directly responsible than I am. 

_ It is my impression that the use of warrants has not been seriously abused 
by any of the governments during the twenty-five years I have been here, 

and that the expenditures authorized by warrants would almost certainly have. 
seen authorized by the House of Commons if they had come before the com- 

| mittee of supply in the normal course of business. Whether they have all been 
“urgently required for the public good” is another matter, and a matter of 
opinion. The law places the power and responsibility for deciding this matter 


| clearly on the minister in charge of such expenditures. 


| The chief use of warrants during this period—and on several occasions 
iy defore that, I believe—has been to finance expenditures between the time of 
dissolution of parliament and the meeting of the new parliament. Warrants 
were used for this purpose in 1896, 1926, 1940, 1945 and 1958, as well as 1963. 
|}l have had the impression that ine has been ae and accepted by many 
embers on both sides of the house for a long time, as well as by the public. 
The wording of the act does not suggest that this would be the main use of the 
(ae it confers, but in fact this-is the case and has been recognized to be the 
Case. It was only about six years ago that the wording was changed to make 
| this somewhat more evident than it had been in the preceding version—one of 
long standing—which started out by reference to an accident happening to a 
j public work. This change was made in 1958 after the most recent previous 
‘vecasion when warrants were required on a large scale to meet expenditures 
after dissolution, and I think it was quite evident that parliament had this 
current problem in mind, although the language used in the debate was guarded. 
Moreover, a provision was introduced in the law at that time to ensure that the 
Pevfiarment would consider and sanction such expenditure, by deeming the 


public good normally hope and expect to confront that new parliament as” a 


into the law at the first opportunity. I assume the committee would not wish. tO 


* ay y ae : Seay aah itis | 


Lay ; 
ieee COR Oye ¢ 


amounts of the wraerante ~ be pctuded in the anne Spree bi pa 
ment in the next act passed for granting supply. It had been customary > if 
parliament to approve, after the event, expenditures that had been made by v 
rant and this change required it—in so far as any parliament can by sti it 
bind a later one. ‘ ; 

In accordance with the intention of that parliament, as expressed in su ‘b- 
section (4) of Section 28, this parliament has already considered and appror d 
on July 15 of last year the items covered by these warrants on which + 
Auditor General has reported. Opportunity was thus afforded to consider | 
need for any of them, and whether or not they contravened the law. They have 
been reviewed and sanctioned, in accordance with the earlier intention, an 
don’t think that any voice was raised against the provisions of the law or the 
way it was applied in the issue of any particular warrants. 

Given this history, it seems to me somewhat less than realistic to sugge st 
that this is a subject on which, by lack of proper attention, the law has beer zi 
left in an ambiguous state, and that there is need of a detailed study of the sub- 
ject to prepare an amendment to assure appropriate parliamentary control. After 
dissolution there is no parliament until the writs are returned for the new one, 
so we can have no current parliamentary control. The law of 1958, and the 
customary practice followed before that, provide for whatever review, con 
and sanction the new parliament chooses to enforce at the time. Those who 
authorize the expenditures in question and certify that they are required for the 


government. a 

Therefore, I do not feel that a detailed review and basic amendment of the 
law would warrant a high priority on the time of parliament. There are a fev V 
simple things that can be done, and if desired certain of them could be written 


deal with such suggestions forthwith, but it might wish to bear them in mind 
on a future occasion. They might make more effective what is already in the law. 

First, it has for years been recognized as most important that all warrants 
should be published promptly. The law presently requires publication within 
thirty days and tabling in parliament early in the next session. Bearing in mind 
the circumstances under which they are frequently used, perhaps they should he 
required—by law or custom—to be published, as an extra issue of the Gazette if 
need be, within, say, three days. There would then be a better opportunity for 
prompt scrutiny and any criticism, even in the midst of a campaign. 

Secondly, the Auditor General could be requested, possibly even required 
by law, to report on the issue of warrants within, say, sixty or ninety days of 
their issue. This report could be requested by the government under Section ‘ 
of the Financial Administration Act. Such a report could then be laid bell re 
parliament when it was considering the appropriation act required to sanct 
the expenditures made under the warrants. The annual report of the audit of 
accounts will in almost all cases be too late to be of use for this one occasion . 
when Parliament considers the warrants. Whether the house really needs or 
wants such a report one must leave to honourable members to judge. “” 

In the last analysis, however, the effectiveness of any system for control- 
ling expenditures made under warrants will depend on the willingness of the 
members of the house to devote the time and effort to deal with them when t 
come along in the supply bill. It is not for a civil servant to prescribe w 
parliament ought to do in this regard, nor what priority it should give to t 
kind of problem by comparison with others. Basically, however, I believe t 
the main problems in the use of warrants, and in controlling their use, | 


ministerial and parliamentary problems rather than legal and bureaucratic 
matters. ‘eh 
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- I have spoken so far in relation to the question of the need for a special 
udy on the substantial revision of Section 28 of the act, on which I differ 
om other witnesses. Let me say that I feel the Auditor General has quite 
soperly drawn attention to a number of cases where it appears that ministers 
ave been inadequately advised in coming to a conclusion that the sums in ques- 
jon were urgently required—notably items 1, 2, 3 and 4 on page 18. I believe 
that the practice was changed on items of this character in the subsequent 
warrants issued. On the other hand, I do not feel that their inclusion caused any 
wasteful or improper use of public funds, even though their authorization in 
this way may have been open to question. 
ie Perhaps I should add one minor legal point. The Auditor General says that 
the subsection of the law providing for the issue of warrants does not provide 
for any control of commitments. It should be noticed, however, that the very 
ext subsection below it does provide for this control indirectt? by saying 
_that warrants shall be deemed to be appropriations, and this brings into effect 
in regard to them the sections of the act relating to the control of commitments. 
would think there is more of a problem involved in the government having 
-adequate authority to enter into commitments in the earlier months of a fiscal 
year without having to issue a warrant to cover the year as a whole, in order to 
meet the requirements of Section 30 of the Financial Administration Act. 
# If members of the committee wish to study the history of the law on this 
matter, and the use made of it, I commend to them the excellent scholarly arti- 
“e le on the subject by Mr. Balls, the comptroller of the treasury, which appears 
in the Canadian Tax Journal for May and June 1963. 
- JI wonder if I might conclude, Mr. Chairman, by drawing to the attention 
“of the committee the old and well-known opinion given on the use of warrants 
We _by Sir Oliver Mowatt, as minister of justice, in 1896. It is most conveniently 
é: found in paragraph 305 of the latest issue of the Audit Office Guide. That is 
L ‘avery brief paragraph, and possibly I might be permitted to read it in full: 
| 


i 
| 
| 
i 


3 305. Subsection (1). Words that may present an audit problem are 
id ‘any other matter’. In 1896 parliament was automatically dissolved by 
bak reason of five years having elapsed since a general election. Supply for 
ie the new year (then starting on 1 July) had not been granted and after 


the election a question was whether warrants could issue to pay civil 
service salaries. The new Prime Minister requested an opinion from the 
Minister of Justice who replied that: 
I think that the payment of the employees mentioned in your 
letter is ‘urgently and immediately required’ for the public good, 
within the meaning of the said enactment, and that, under the 
circumstances which have occurred, and the consequent present con- 
dition of public affairs, the governor in council may properly on the 
reports mentioned, order a special warrant to be prepared to be 
signed by the Governor General, for the issue of the amount esti- 
mated to be required. 


This opinion has since been relied upon for the issue of special 
warrants for all administrative services during general elections called 
before full Supply for the year has been granted. 


| The Cuarrman: Have you a question, Mr. Francis, or has it already been 
1 answered by Mr. Bryce’s comments? 

1 Mr. Francis: I have no immediate questions. 

The CHAIRMAN: Mr. Rock? 

Mr. Rock: How much power has the comptroller of the treasury? I mean 
can the treasury be made to approve an account, or does it approve the account 
of the comptroller of the treasury? 

212326 
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‘Here we have the Auditor General bringing out a big report and in 
report there is a lot of ambiguity on many of the departments rega 
whether they have the right to make certain expenditures, and things | 
this. And yet, all this, I believe, goes to the comptroller of the treasury whc 
making the errors, if there are any errors. The point is that we have a comp- 
troller of the treaciey: How much power has this man to say “No” to these 
expenditures when he feels that these expenditures are illegal, in a sense? 

The CHAIRMAN: Do you want Mr. Bryce to answer that as the former ; 
secretary of the treasury board? : 

Mr. Bryce: I think, sir, the comptroller has to see that there is an 
appropriation for cheques that are to be issued, and this is one of his statutory 
duties, just as the one that I mentioned about seeing that money is availabl 
before a commitment is made. However, in the case of a Governor General's S 
warrant, once he has received that warrant it is defined as an appropriation, 
and he cannot look beyond that to say whether the minister is exercising his 
proper judgment in holding that these are payments for the public good. Once 
the Governor General has approved that warrant, the comptroller will not 
look behind it and say that the governor general made a mistake. 

Mr. Rock: I do not want to restrict it only to the governor general’s 
warrants. ; 


Mr. Bryce: I was applying it there. This is where he had some role in 
this particular case. The Auditor General is drawing attention to six or sevel 
cases here where he thinks there is some question on whether it is possible > 
Say properly that these were urgently required in the public good. However, I 
take it he is not questioning the legality of these but rather the judgment 0: 
the ministers in certifying that these were urgently required in the public comm d 


Mr. Rock: I do not want to restrict this question to this item here 
would like to go beyond that to many other occasions that have come up i 
the report. 4 

Mr. FrANcIs: We have had a very fundamental statement from Mr. Bryc ce 
and we have had an opinion which is, on the face of it, contrary to Mr. David. | 
son’s opinion at the previous sitting of this committee. I wonder if this wot ld 
be an appropriate time for members of the committee to adjourn so as to con- 
sider the statements before them and perhaps to possibly, at some future time, 
have the opportunity of asking Mr. Bryce for comments in the light of - the 
record. I would personally welcome an opportunity to go back and do SOI ne 
homework. “ae 

The CHAIRMAN: There are, before we adjourn if possible, two small ite 1S 
left which I do not think will take very long and which would conclude eve 
thing which Mr. Bryce is concerned with. With regard to the questions wh 
Mr. Rock has raised, I think that later on, during the consideration of the 1 
report, we could deal with them. This does not directly deal with the issue 
which Mr. Bryce is directing his attention but it can come up for consideration « 
at a further point. 

Mr. FrAnNciIs: I hope we will have a further opportunity to come back < 
ask Mr. Bryce some questions on this point. He has made a careful statem 
which is on our record, and I for one would like an opportunity to study i in 
a little more detail. 

The CHAIRMAN: Perhaps we could go on with the last two items. 

Mr. HENDERSON: Yes, Mr. Chairman. 

Paragraph 60 reads as follows: f 

60. Overpayment to province under the Federal-Provincial T 


Sharing Arrangements Act. The estimated population figures used in 
calculations of amounts payable to the provinces under the Ree 


ensus became available. Accordingly, when the census figures for 1961 


years 1958 to 1962 were recalculated resulting in additional payments 
being made to eight of the provinces and establishing that overpayments 


and Ontario, $177,000. 
The agreements with the provinces under the act provide for im- 


- mediate repayment of any amounts overpaid, and the overpayment to ~ 


Ontario was recovered from the payment due to that province in March 


- $4,818,000 was not due immediately since the succession duty rentals 
have not been finally determined. An amount of $200,000 was withheld 


ee onthly deductions of $175, 000 which are now being made from amounts 
_ payable to the province. At the time of the signing of the 1957-62 agree- 
ments, the provinces had been given the option of receiving a succession 
_ duty rental on the basis of the one-year yield of these taxes rather than 
on the basis of the three-year average as specified in the act, provided 
they made their choice known at the beginning of the tax agreement 
period. British Columbia and two other provinces requested the one-year 
- option. A recalculation on the basis of the one-year option is expected 
- to result in an increase in the succession duty rentals payable to British 
Columbia for the fiscal years 1957-58 and 1958-59, and these will be 
applied to the outstanding balance of the claim mentioned above. The 
- department expects that the application of these amounts together with 
- the monthly deduction of $175,000 now being made will extinguish the 
debt in full by mid-1964. 


Paragraph 60 of the 1963 report deals with overpayment to a province under 


r. . Bryce’ $s appearance before the committee. It describes how overpayments 
cre made to the provinces of British Columbia and Ontario under the Federal 


vered but the province of British Columbia maintained that the overpay- 


y rentals had not been finally determined. This appears to have led to a 


on of these amounts, together with the monthly deduction of $175,000 now 
sing made, would extinguish the debt in full by mid-1964. However, the 
>deral- Provincial Tax-Sharing Arrangements Act has not been amended to 
mit the payment of succession duty rental on the optional basis of the: one 


t, and a balance of $1,818,000 remained to be collected at July 20, 1964. 
“ma do not know whether Mr. Bryce would have anything further to add to 
. That is right up to date, Mr. Chairman. 


res I have as of June 30, but the difference is a small one, and there may 
| have been a payment applied since June 30. The change in regard to the 
ssion duties is in the bill before the house now on the fiscal revision. We 
mate that this change will mean an additional $367,000 for British Columbia 
espect of the year 1957-58, and an additional $711,000 for 1958-59, a total of 
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‘incial Tax-Sharing Arrangements Act, 1956, eats were ‘subject. 
correction when the population figures resulting from the taking of a 


- 1963. The province of British Columbia maintained that the amount of | 


from a payment to that province in March 1963, leaving a balance Of) 
$4, 618,000 owing at March 31, 1963. Subsequently the province agreed to — 


e federal-provincial tax sharing agreement. This note was stood over pending 


Ptial Tax-Sharing Arrangements Act. The overpayment to Ontario was ‘ 
t, in its case of $4,818,000, was not due immediately since the succession N 
calculation of the succession duty rentals payable to British Columbia for the 


1 years 1957-58 and 1958-59, and these were to be applied to the outstand-__ 
balance of the claim. The Department of Finance expected that the applica- 


yield of these taxes, rather than on the three year average as specified in. 


‘Mr. Bryce: Mr. Chairman, it seems to be a little more up to date than the \ 


ecame available in 1962, the payments made to the provinces in the _ 


had been made to the other two, as follows: British Columbia, $4,818,000; eae 
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something over a million dollars. This will be applied to the Bo ee still 
standing. Very shortly we will also be able to calculate the difference 
1959-60, and that further adjustment will probably be sufficient to offset tl 
remaining amount of liability. It is just a matter of our getting the necessa; 
information in regard to the assessment of estates to finish these calculations 
make the collection once parliament passes the bill that will authorize 
change in basis. 


Mr. WincH: Next time I see our premier in British Columbia I will 
tell him to pay his bills; otherwise he will not get more credit. c. 


Mr. Bryce: If I may use that as a point of departure, in all fairness I m 
warn the committee that in future years we have to expect more of this sor 
thing, not less. These arrangements with the provinces are now very subst 
tial, very complicated, and we have to make under the law, various forecast 
what the payments will be, and make interim payments based on those fore- 
casts. We are finding that frequently these forecasts are wrong and we have 
substantial amounts to recover from the provinces, so I anticipate that we will 
be appearing before you on a number of occasions on items of this nature. 

Mr. WincH: Do not let Mr. Bennett say he is broke because he has on 
set of books saying he does not owe any money at all. 4 


Mr. Francis: Does the Auditor General have any specific remarks to ma 
on this point? 


Mr. HENDERSON: No. 


The CHAIRMAN: Paragraph 61. 
61. Indirect compensation to chartered banks. In paragraph 68 of 
last year’s report reference was made to an arrangement between the. 
Department of Finance and the Canadian Bankers’ Association whereby 
the banks pay interest only on the amount by which the governmen 
minimum weekly balances on deposit are in excess of an aggregate 
$100 million. The arrangement was continued throughout the ye 
1962-63 and interest at a rate equivalent to the weekly average acce 
treasury bill tender rate for three months treasury bills, less 10 per cent 
of that rate, and amounting to $14,395,000 was received from the banks 
The corresponding amounts of interest received in the two previous yea 
were $6,394,000 in 1961-62 and $6,645,000 in 1960-61. As was pointed out 
last year, the maintenance of substantial balances with the banks, incl 
ing $100 million interest-free, compensates them indirectly for hand 
cheques or other instruments payable by or to the receiver general, 
violation of the requirement of subsection (1) of section 93 of the B 
Act, 1953-54, c. 48, which reads as follows: y 
No bank shall make a charge for cashing a cheque or other 
instrument drawn on the receiver general or on his account in t 
Bank of Canada or in any other bank, or for cashing any oth 
instrument issued as authority for the payment of money out of the 
consolidated revenue fund, or in respect of any cheque or other 
instrument drawn in favour of the receiver general, the governme! 

of Canada or any department thereof or any public officer in fF 
capacity as such, and tendered for deposit to the credit om the 
receiver general. | 


If the banks are to be compensated for services provided to 7 
crown, consideration should be given to the most equitable manner ~ 
which this may be done, with statutory sanction being given by mea 
of an appropriate amendment to the Bank Act, possibly at the time of 
the decennial revision in 1964. a 

Mr. HENDERSON: Paragraph 61 deals with my comment on indirect c 
pensation to chartered banks. This matter was originally discussed on Decer 


| 
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6 last when Mr. Bryce appeared before the committee and the members may 
all it was discussed in considerable detail, and this in turn led to comment 
y the committee in its fourth report 1963, tabled on December 19, 1963. The 
committee stated that when considering the question whether or not the bal- 
ances maintained by the government of Canada with the chartered banks 
interest- free to the level of $100 million constituted indirect remuneration, it 
was assisted in its deliberations by the deputy minister of finance who outlined 
the arrangements which had been in effect since January 1, 1947, whereby the 
banks pay interest to the government of Canada on the amount by which 
minimum weekly balances are in excess of this sum. 
7 The committee then reported its agreement with the Auditor General 
that this arrangement does constitute indirect compensation to the chartered 
banks and may be construed as being contrary to the intent of section 93 (1) 

of the Bank Act. The committee stated it believed that if the banks are to be 
‘compensated for services provided to the crown, consideration should be given 
to the most equitable manner in which this might be done with statutory 
‘sanction being given by means of an appropriate amendment to the Bank Act, 
possibly at the time of the decennial revision in 1964. 

__ We discussed this matter again on May 26, when I submitted my follow- -up 
report on the recommendations made by the committee in its fourth report. I 
advised the committee at that time that notice had been given by the Minister 
of Finance in the House of Commons on April 13, 1964, concerning the intro- 
duction of a measure to amend the Bank Act to Botond by one year to July 1, 

1965, the authority for the banks to which that act applied to carry on business, 

and in a statement to the House of Commons on May 6, 1964, the minister had 
‘said it was his hope that a bill relating to the ecennial revision would be 
‘presented in the late fall of 1964. 

_ That is where the matter stands at the present time, and I do not know 
whether Mr. Bryce would care to speak to it further, or whether members 
of the committee have any additional questions at this time. 


| Mr. Bryce: Mr. Chairman, of course, we have noted this matter and I have 
‘drawn it to the minister’s attention in connection with the revision of the 
Bank Act on which we are working now in the department and on which the 
minister is working. It would be helpful to be able to confirm what the Auditor 

General said last December, as reported on page 304 of the evidence, where I 
take it he did not criticize the substance of the arrangement and does not con- 
| sider the present arrangement as wasteful, but as slightly illegal. 

; The CuarRMAN: I think the suggestion made is that we should legitimize 
‘it. Are there any comments on this item under consideration? 

This leaves us with the last item, paragraph 110, which reads: 

110. Inactive loans and investments. The $94,824,000 shown for this 
item in the Statement at March 31, 1963, unchanged from the two pre- 
E vious years, comprised the following balances: 

Loans to China, in 1946, under the Export Credits 


ie PHSUTANCeSACl th. Waa esa car tat erioner ale Une anes ieceas $49,426,000 
| Loans to Greece and Roumania, in 1919, for the pur- 
|e chase of goods produced in Canada .............. 30,854,000 


Balance arising out of implementation of guarantee, 

given under the Export Credits Insurance Act, of 
f loans by chartered banks to Ming Sung Industrial 
| Company (carrying prior guarantee by the Govern- 


EM Lira ane a Pe cee vw eres Av vo ie snecelaie CR nde ne oe 14,470,000 
Loan to province of Saskatchewan, in 1908, for the 
urchase Of SeGd STaIN . . Mea qc «td e yns one orks 74,000 


$94,824,000 
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Mr. Haws Von may ecaity we Biccu ese this files in th con 
on June 16, 1964, dealing with paragraph 127 of the 1962 report at which 
several members asked questions with regard to why inactive loans and 
vestments of this character continue to be carried as assets in the stater 
of assets and liabilities. It was agreed that we might bring this reference 
page 71 of my 1963 report to the attention of the committee today while Mr 
Bryce is present. ig 

Mr. Bryce: Mr. Chairman, if I might be quite succinct on this I could say 
it mainly indicates that we have not given up hope on any of these. I w 
not want to discuss Canada’s international loans in any detail. We still bel. 
there are opportunities for negotiating some recovery on these. 


Mr. Francis: Mr. Chairman, in the interest of confederation, I would i 
to suggest that the loan to the province of Saskatchewan in 1908 for the pul 
chase of seed grain be written off. 


Mr. Bryce: I was going to add that that is the one item on which I co ui 
not get a satisfactory explanation until I came into the room and was hande¢ 
some papers in respect of it. I have not been able to digest them adequately 
in order to present them to the committee. If we do not write it off in the 
meantime perhaps we can take it up next year. . 

Mr. SoutHam: May we thank Mr. Francis for his very benevolent 
suggestion. 


Mr. Fores: The government is waiting for the people of Saskatchewan 
to elect a government which will honour its debts. q 

The CHAIRMAN: I do not see any particular great interest at this time « 01 
the part of committee members, so I want to extend my thanks to Mr. Bryce 
for staying here this long. I am particularly grateful to members of the com=— 
mittee for their efforts expended in struggling through this. 

I would remind you that we are going to have an in camera meeting at 
3.30 tomorrow to consider our fourth interim report. The steering committee 
will meet at 3 o’clock here and the committee will follow at 3.30 in camera, 
in the hopes that we can complete our report and have it ready for presentation 
to the house. 


\ wae 
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APPENDIX 
Report to the Public Accounts Committee by 
The Minister of Finance on the Exchange Fund Account 


The Public Accounts Committee in December 1963 requested me to present 
Report on the Exchange Fund Account. The purpose of this Report was to 


n 1961. The following paragraphs appeared in the final report of the Public 
‘of the A Committee (July 1, 1961). These refer to comments made in Reports 


it 


ommittee to the Minister of Finance to comment on the desirability of writing 


' the Exchange Fund Account. They also contain a request by the Public Accounts 
2 the surplus and also of transferring annually to the Consolidated Revenue 


Fund the various amounts which have been applied to Surplus in the past. 


77. The Auditor General’s Report explained (in paragraph 89) that 
the advances to this Account at March 31, 1960 were included in the 
Statement of Assets and Liabilities at their full value of $1,960 million, 
although the value of the investments from advances was only $1,746 
million. To the extent of $78 million this unrecorded deficiency of 
$214 million was simply the exchange loss arising from the year-end 
valuation of United States dollar holdings at the ruling exchange rate. 
However, the remaining $136 million represented the net loss on dealings 
in gold and foreign securities and on revaluations of gold and curren- 
cies, since the establishment of the Exchange Fund Account in 1935. 

78. Since the $136 million amount referred to in the preceding 
paragraph represents the loss realized from exchange management oper- 
ations over the period since the establishment of the Account, the Com- 
mittee recommends, 

that the Minister of Finance be requested to submit to the 

Committee at the next Session a report dealing with the desirability 

of writing off the amount in the accounts, with appropriate parlia- 

mentary authority, for example against the reserve for losses on 


your Committee believes that at the next Session of Parliament it 


of transferring annually to the Consolidated Revenue Fund the 
realized profits or losses from trading operations and re-evaluation 
of holdings. 


¥ 


Minister of Finance said that he would like to see a report prepared which 
would be pertinent to the current situation and which would contain addi- 
tional information. The Committee agreed, at the suggestion of the Deputy 
Minister, to defer consideration of the suggestions of the 1961 Committee until 
he next session at which time an up-to-date report would be available. 


Before dealing with the request of the 1961 Committee, it is proposed to 


ments in the surplus account since the Fund became operative. An understand- 
ing of the composition of this account will aid the Committee in approaching 
’ 1 e problem. Finally, the suggestion in paragraph 78 of the report of the 
1961 Committee requesting comments on the desirability of writing off the 


185 


provide explanations originally requested by the Public Accounts Committee — 


of the Auditor General regarding the composition of the surplus account of | 


realization of assets. The importance of the problem is such that — 


should give special attention to the problem, including the question 


_ A draft report was prepared prior to the devaluation of the Canadian 
‘dollar in 1962 which is out of date as a result of this development. In the 
hearings of the Public Accounts Committee in December 1963, the Deputy 


Ee a brief history of the Exchange Fund Account, and to analyse the move- — 
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The Exchange Fund Act of 1935 established a special account, called 
Exchange Fund Account, at the Bank of Canada to be held in the name 
the Minister of Finance. The purpose of the Act was to create a fund whi 
would be available ‘“‘to aid in the control and protection of the external value 
of the Canadian monetary unit”. The profit resulting from the revaluation 
the gold holdings of the Bank of Canada from the statutory price of $20. 67 
per fine ounce to the current market price was to be credited to the special 
account. The account could be invested in gold or foreign exchange upon the 
issue of an Order-in-Council under the Exchange Fund Act. Such an Order 
was issued in September 1939. A second Order on the same day provided 
for the institution of foreign exchange control and established the Foreign 
Exchange Control Board to administer this control as well as to operate 
the Exchange Fund. At the same time the exchange rate was fixed at $1.00 
U.S. = $1.10 Can. The gold holdings of the Bank of Canada had been revalued 
from week to week since 1935 and when the Exchange Fund Act became 
operative, the accumulated profit was $83.9 million (Canadian). This amount 
constituted the original capital resources of the Exchange Fund. 

On May 1, 1940, $325.0 million (Canadian) was advanced to the Fund 
from the Consolidated Revenue Fund under the Exchange Fund Order, 1940, 
to enable the Foreign Exchange Control Board to purchase the gold reserve 
of the Bank of Canada and foreign exchange held by residents of Canada. This 
second portion of the account, financed in the form of advances from the Con- 
solidated Revenue Fund, fluctuated with the level of holdings of the Fund 
while the original capital remained intact. This situation remained until the 
revaluation in July, 1946 when the Canadian dollar was raised to a rate o 
$1.00 U.S. = $1.00 Can., and consequently the value of the gold and U.S. dollar 
holdings of the Fund declined in terms of Canadian dollars. The resulting write 
down was applied to the whole of the original capital and the surplus whick 
had accumulated since 1939. Subsequently, the capital account represented the 
total amount owing to the Consolidated Revenue Fund in the form of advances. 
In place of the surplus there was now a small deficit shown. 


In 1946, the Exchange Fund Act of 1935 was replaced by the Foreign Ex 
change Control Act. The purpose of this new Act was to put exchange control 
on a statutory basis and expand the powers in the Exchange Fund Act. The 
major portion of the new Act dealt with the rules and regulations of foreign 
exchange control, and the powers of the Foreign Exchange Control Board. 


In September 1949, following devaluation by a number of other countries, 
Canada devalued her currency to $1.00 U.S. = $1.10 Can. and the resulting 
write-up of the Canadian dollar value of the assets of the Exchange Fund 
wiped out the accumulated deficit in the Exchange Fund and gave rise to a. 
surplus. 


In September 1950, because of a substantial inflow of capital—to a large 
extent speculative—and the general economic situation of Canada, it was 
decided to allow the exchange rate to be determined by the market forces of 
supply and demand. This policy continued to May 2, 1962 when the exchange 
rate was fixed at $1.00 U.S.=$1.08108 Can. During the period of the floating | 
rate the Canadian dollar fluctuated in a wide range reaching a high of $1.00 | 
U.S. = $.94 7/32 Can. in 1957. ty 

In 1952, following the termination of foreign exchange control in 1951, 
the Currency, Mint and Exchange Fund Act was passed. The section dealing 
with the Exchange Fund provided for the continuation of the Account a | 
established in the Act of 1935 and continued in 1946. It also changed slightly 
that portion of the Act of 1946 which dealt with the Exchange Fund Account. 
The main purpose of the Exchange Fund, however, remained what it was 
intended to be in the Act of 1935. 
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‘Turning now to consider the history of the surplus or deficit shown in the 
Exchange Fund Account from the beginning, it is first necessary to observe 
that, while the Account has been maintained with fundamentally the same 
accounting structure since 1939, the means of dealing with profits and losses 
have been changed twice since that time. The effect of these changes has been 
reflected in the surplus or deficit shown in the Account. The treatment of earn- 
‘Ings and surplus each year is summarized in tables 1, 2 and 3. 
Table 1 shows that from 1939 to the end of 1946, the total excess of 
‘revenue over expenditure was credited to a reserve to be used in case of a 
revaluation of the Canadian dollar. When the value of the Canadian dollar 
was raised to $1.00 U.S. = $1.00 Can. in 1946, it became necessary to revalue 
‘the gold and U.S. dollar and sterling holdings of the Exchange Fund. The 
resulting write-down or unrealized loss of Can. $163.7 million was applied 
against the original capital ($83.9 million) and the accumulated reserve ($51.0 
‘million) leaving a deficit of Can. $28.8 million. 
: Table 2 reflects the change in procedure which was provided for in the 
Foreign Exchange Control Act of 1946. All earnings were now to be paid into 
the Consolidated Revenue Fund. During the period from 1939 to 1950, the 
‘main earnings of the Fund were derived from the margin established by the 
Foreign Exchange Control Board between its official buying and selling rates 
'for foreign exchange and from interest earned on investments. Against these 
| earnings the Fund charged expenses for interest paid on advances and for com- 
/mission paid to authorized dealers. From 1939 through to 1946 the Foreign 
Exchange Control Board charged its general operating expenses to profit and 
loss. These included such items as salaries, communications, printing and rental 
of premises. Since 1947 these operating expenses have bea absorbed by the 
|Bank of Canada which has operated the Fund on behalf of the Minister of 
|Finance. It would be difficult to separate these modest expenses from those 
ii applicable to the Bank’s own operations. 
| When the floating exchange rate was adopted in September 1950, the 
|echartered banks were permitted to resume dealings in foreign exchange as 
|principals and the Board no longer maintained fixed buying and selling rates 
hor paid commissions to dealers. The major items of earnings and expenses 
thereafter were interest earned and paid. The total earnings of the Exchange 
Fund, including interest earned on investments, were paid to the Consolidated 
Revenue Fund in accordance with the Foreign Exchange Control Act. Advances - 
to the Exchange Fund were used to finance the Fund’s holdings of U.S. dollar 
investments and gold. Since only the investments provided any return, the 
Fund would be unable to pay interest at going rates on the whole of its 
advances. Accordingly, within the powers granted by the Act, it was decided 
that no interest should be charged on advances but that the net earnings of the 
/ Fund should be transferred to the Consolidated Revenue Fund. 
; The devaluation in 1949 increased the Canadian dollar value of the gold 
and U.S. dollar holdings of the Fund by $75.3 million. This ‘profit’? was applied 
to the Deficit Account at the end of that year producing a Surplus of $46.5 mil- 
lion. Following September 1950 when the Canadian dollar was allowed to fluc- 
tuate, the Surplus/Deficit Account underwent large fluctuations depending on 
the year-end values of the gold and foreign exchange holdings which were val- 
ued at market prices. This continued until May 2, 1962, when a new par value 
for the Canadian dollar was established. As the rate is permitted to move only 
within 1% of the par value, much smaller fluctuations in the amount of the 
Surplus (or Deficit) Account take place when a par value is in effect. On 
December 31, 1963, the balance in the Surplus Account was $30.3 million. 
Table 3 covers the period since 1951. No interest has been paid on advances 
during this period and earnings from investments have been paid into the 
Consolidated Revenue Fund as the law stipulates. Since the end of foreign 
Be 
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exchange from time to time. It makes small profits, or pecionat loeee Fn 
such transactions. From time to time the Exchange Fund sells securities o1 
gold at a price differing slightly from the Fund’s book value for the asset i 
question and these differences are applied to the Surplus Account. Howe 
the main factor contributing to the fluctuations in the Surplus (Deficit) Account 
has been the year-end revaluation of gold and foreign exchange arising fr 
changes in the exchange rate for the Canadian dollar. This profit or loss i 
computed by comparing the value of the holdings at the beginning of the yeal 
with the value at the end of the year, making allowances for the net pig 
or loss on the change in the holdings over the year. 

The following is a summary of the disposition of the major elements oj 
profit and loss during the three periods. 


Total To Consolidated Revenue Fund To Surplus 
Earnings © ————- A - 
Before Earnings Earnings Profit or 
Payments To From Interest on (Loss) from 


to C.R.F. Surplus Operations Payments Investments Revaluations 


(in millions of dollars) 


1939-46... 90.6 51.0 = 39.6 — (163.7) 
1947-50.... 60.1 — 35.2 24.9 a ( 15.0) | 
1951-63)... 327.7 15.1 = — 312.6 59.00) 
POUR, cies’ 478.4 66.1 35.2 64.5 312.6 (119.7) | 


Vv 
412.3 
(2) Includes net profit of $7.1 million from unmatched purchases and sales. 


The cumulative net loss on periodic changes in the value of foreign cur- 
rency holdings has been charged to Surplus. This figure has displayed 
fluctuations in amount and has been the major factor in the large swings ll 
the balance of the Surplus (or Deficit) Account. Of the sixteen year-en 
revaluations that have taken place, ten have been for amounts in excess 0 
$50 million, ranging from a loss of $163.7 million in 1946 to a profit of oO 
million in 1961. The highest deficit shown in the Account at a year-end ws 
$224.0 million in 1959. 

The following is a summary of total changes in the Surplus Account fen ¢ 
1939 to December 31, 1963. 


(in millions of dollars) 
Original capital acquired from the Bank of Canada in 1939............ceeeeeeeeeee $ 83.9 


Add: Net increases from profits or losses on operations and 
BOI BTR RHO ATTICA -o  eeur. hala ies wink Matias cxmvione fee te ae etavate OTS ae 
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Interest earned on investments.......0..02..ce sv cccccvces 347.4 

$478.4 

Less: Payments to the Consolidated Revenue Fund 

Interest on advances (1940-1950)... 2... 2... cece ccc eee eee 64.5 

Net profits including interest earned (1947-1950).......... 35.2 

Interest earned on investments (1951-1963)............... 312.6 412.3 66.1 

$150.0 

Deduct: 


Net deficit from year-end revaluations of gold and currency holdings 126.8 


Less: Net annual valuation adjustment on unmatched purchases or sales 
Obexchanro st 1S Cela sens ce oe ake ee eae Renae ilk s Nem Pea CA LO 


Surplus Account credit balance at December 31, 1963. ...........0cceeceecceueee $30.3. 


a . 
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ty of writing off the Deficit or Surplus and of transferring annually ~ 
- Cor olidated Revenue Fund the realized profits or losses from trading — 
ze ns and revaluation of holdings. 
tf is clear from the above description that the balance in the surplus 
count at December 31, 1963 results from a variety of causes, including the 
eral revaluations as well as trading operations. I propose that this be left 
he Fund, where it may serve as a modest reserve against any poset 
future revaluation losses. 
I believe that in future it is desirable to distinguish between the pe 
nd losses arising from trading and investment on the one hand and profits" a 
ne d losses arising from revaluations. I propose that in future, commencing 
wi ith this year or as soon as the necessary parliamentary authority is obtained, 
i e annual balance of profit or loss arising from trading operations and invest- oe 
: Rent , including interest and discount on securities, trading profits and losses — 
on purchases and sales of foreign exchange, gold and securities, and the net 
aluation adjustments on unmatched purchases or sales during the year should 
e transferred to the Consolidated Revenue Fund. 
I would not propose that any decision now be taken to transfer to hae’ ; 
C yonsolidated Revenue Fund any future profits or losses at our year-ends arising 
from changes in exchange rates. We now have a formal par value for the 
Canadian dollar established by law. In our accounts we now value our foreign 
ange and gold holdings at that par value (with suitable allowance for 
I == costs on gold). This will give more stability to the accounting valua- 
jons. Any change in the par value is a hypothetical contingency which does 
require action now. To require by law that any profits or losses arising 
m changes in the year-end valuations of our reserves be brought into 
budgetary revenues or expenditures immediately thereafter could have led 
at times in the past to serious distortions of our budgetary accounts and caused 
in desirable confusion and uncertainty as to the state of the budget. We can 
and do take into our accounts the changes in value of the government’s 
foreign cash balances that are held for current operating purposes, but these 
‘significantly smaller and are required for immediate use. The exchange 
ese! ves are held for national economic purposes and can properly be treated 
“mm a different manner. , 
_ Authority will be required from Parliament to recoup the Exchange Fund ~ 
any deficit in accordance with the course of action I have proposed and 
“Some change in the law is desirable to make clear the authority to transfer 
‘profits or surpluses to the Consolidated Revenue Fund. 


Ottawa, July 16, 1964. 


— 


= 


eee: eee (0'ST) ae 6'¥6 


fe ‘ike (88h) $660 'T (¢°06) PL PL c's om Z'0 19 by aehete> eli Se ORE ae Shae RSC OC Ep 
pen 4 SOF OL'T e°G) $'8 9°. 19 aes L'0 8°6 (Ghee. Dat eira tard t6'8) 6) alee (916 a 16-0 aide) aie. 6! (ane ’ 6F6I 
pias a _ (8°82) 00°T es 9°8 SF Ze res bas ZOL sPe sic gers e\eahas, Senslahiee ore ie by RANEY S OAT 
a es (8°82) 00°T ate 8'OL I's 0°% Z°0 r'0 rel Bye! Be eis. SES Bie gece ys eee NSC AT 
ee ae 
ios. Oe] 10 puo-1v904 UOTIVNTCAY Si Bae at sooUBAPY UO SjJuOUT4ySOAUT sSuUOT}BIOdg suUOTIVIEdGg suoryze10dg, 
SS rs — snqding qe gs'g wor yoyoqd 0} pred “TWO 04 uo poulve AyLIMIeG PION aSuByoXxg 
tab peyenuinooy = =jo ontvA ro snjding ssuluiey pred 4se10juy 4So104UuyT UlOL} YON UW1Od} YON WO} JON 
ee eee oy [®@}O], 
is = Lice) Unite paunicor@) Sso'TyT puv JUOIg ul sjyuowmely soley 
4 Fe EAs] Pe 
cae: dhe 1s] f 
oo Bae 6 ATAVL 
eae & 
%5 a “snj[dins 04 SSutusrve [8104 Oj Soinsy 9seyy ul pepnzoul civ AoYT, ‘poidAod potsed oy} 
= not IO} UOT][IUI J°C¥ OF POJUNOWIB YOIYM O[GB} 9AOGK OY} UI SsuIpvoY-qns oy4 Jo Auw UI pepNjour you sso'7T puv yyOIg 04} AT[wnuue posieyo Ssosuodxe ulvy190 9IOM OLOULT, z 
fs moe : ‘OFGT ‘6% OUNL 0} BEET ‘OT Joquieydog w10I} potsed 
Ee ers oy} 09 sorjdde YoryM UOTT][IUL F°O¢ ST ,.SN{ding 0} SsuluIeW [BIOT,, JO WINsy oy} Ul pepnpoUuy ‘OF6T ‘T A[NE WoT poried oy 10} ATuO A[dde QFE] IO} UMOYS SsutuIEA 7 
bo . ei ee oo —— —— 
. 3 : (2°€9T) 0°1g 9°68 
oe br Rs - ——— == ———— 
eh Ba a (8°82) 00°T (1°€9T) LT 8°6 8's 0 T°0 0°8 aR ae he eI 
ie rs 6°E8 8 °6F OL'I ea. g's ¢"g LZ ares, e°0 0°01 sete eten esses ss ropeT 
tae 2 6°€8 Sais OL'T re £9 v9 rare Fars 10 6 °Or hes are BOL 
e 3 ae 6°88 8°88 OT —_ v6 0'F 8°0 _ €°0 a Pie ie ORS sift 
BY: 6°€8 ¥ 66 OL'T on: It £'P 0°€ 40 (10 ) 0'sT Sie aoa OF OL 
Bee : 6°&8 GAH OL LT a £°6 0°¢S (Ams es aaa FSI i eis. as OT POL 
: 6°&8 6°8 OL'I ae 6°8 9°T font ae 10 Cy GialSen aaethhers SO 5 
‘ yeyideg qyunoo0Vy pue-1v9f = uoT}UNTVAYZ «og SnTding 09 ssouBApy uO sjuSUT4ysSOAUT suOoTyeIOdg suOoTyeIodgQ suorye1sdg 
# OAIOSOY qe eon UlOJ} SSULULEHT WHT Oot uo pouledy AYLaINdeS ploy OSUBY OX 
; JO On[BA snjding 04 1830. pred 4so10quy 4so10}UT UIOI] JON WO} JON W1Od} JON, 
&3 worgnqr1}zUo0y 
: ssoT pus’ JyOIg ul syuowmeyy Ioleypy 
= 
By eS 1 @TaVL 
k Lad 
x 
SaaS OE kee RRL ie a 0 | Ok AP sd ne oe (BS, 9g i So ce am aS a Re one se Bog ee jay ak i eee PS A ee Pe a Pl 


791 


PUBLIC ACCOUNTS 


SEE 


ae 18 °TS 69 “CIE (oes 

£°08 80180 °T ag°0 16 69°29. oot VI F9 69°69 aes (1°0) Cort S96T 

vst GLL0°T 20 1°89 BGs (90°F) a bs eae G8°% 1% (00°6) Z96T 
(6°SF) yep T G9 T #8 9°SE Ge TL& 9°SE ¢°0 ¢°0 g"s T96T 
(0°T?T) 9966" OT 9°62 G°OS VG 6 °F $°CE £0 (ang (T°0) 096T 
(0° Fz) 6696" 60 (§°83) G°Se LT G16 G°Gs VT £°0 6961 
(9°€02) vr96° (2°0) (¢°S€) 9°8T Spal! T°06 9°8T irae v0 861 
(3°69T) T¥86° ST L°&¥ 6°63 8°0 L°& 6°66 v0 70 LS6T 
(6 FIZ) L696" (7D) (€°TL) VL ¢°0 6° LT VAL v0 T0 96T 
(8°OPT) 1666" GG 6°6S 8°0T 9°0 Vit 8°01 L°0 (1'0) So6r 
(¢°G02) 6996" (0°T) (0°41) 6 OT 8°0 A 11 6°0T £°0 cal) PS61 
(3161) LEL6° ST 19 €°9T 9°0 6°9T €°9T T0 "0 S61 
(Z°661) £016" (9°T) (9°32) 8°F1 9°0 VST 8°FT T0 T'0 v0 C61 
(9°ST) 61T0°T (¢°T) (6°€8) 9°CT 9°E GOT 9°CT ¢°0 (3°0) S's TS6T 
(q10y9q) pue-1894 sojeg pue = UOTPVNT BAYT > (28 6) snjding (#) (g) (Z) (1) Squeu4seAut suotyeiedgQ = =suoreredgQ = Suor}¥10dQ 
Io snjding qe e-O'Q soseqoing WOLT 04 04 SSUIUICT uo poured AqLINIeg Ploy osuByoxy 

poyenunoy = joonfeA peyoyeuruy) syuomseg  uworgnqiu0y 1210, 480104 UT ULOI} JON WOI} JON WOT JON 
WHOL (¥) (8) (@) (1) 


snjding 09 uorynqri4Uu0D 


ssuluieq JO uorzIsodsiq 


€ HIAVL 


Sso'T puv JGOIg Ul syusweyy role 


G 0.8. 
Bi (in millions of U.S. Dollars) _ 
- at December 31st - 


Syabde she. 
ae «219 50. 7 
“1951. 
 f 


~~ 


WAITS CORS 
COD ENT Or 


BBSseaBes 
CUM wWN WOOHOO WOH: 


ea) 


DDD He eee 
WON 


na <0 ghOe HE) Tape 


oy ven eii yj ee ve trannonsageceeeeanwaand 
= 1968.2 eee 


HOUSE OF COMMONS 


Second Session—Twenty-Sixth Parliament 


1964 


STANDING COMMITTEE 
ON 


PUBLIC ACCOUNTS 


Chairman: Mr. G. W. BALDWIN 


MINUTES OF PROCEEDINGS AND EVIDENCE 


No. 17 


Public Accounts, Volumes I, II and III (1962 and 1963) 


f Reports of the Auditor General to the House of Commons 
1962 and 1963 


THURSDAY, JULY 23, 1964 
INCLUDING THIRD REPORT TO THE HOUSE 


WITNESSES: 


iE Berom the Department of Public Works: Messrs. Lucien Lalonde, Deputy 
| “Minister; G. B. Williams, Assistant Deputy Minister, (Technical) ; 
i and L. P. Boyle, Financial Adviser; and Mr. A. M. Henderson, Auditor 
General of Canada; and Mr. D. A. Smith, of the Auditor General’s 


office. 


ROGER DUHAMEL, F.R.S.C. 
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY 
OTTAWA, 1964 


B  21234—1 


Berger, 


ue Cameron (High Park), 


errs: oA arciee, 


. 
Choquette, 
Ry be Coté (Chicoutimi), 


Pe e Crouse, 
Danforth, 
Be ~ Drouin, 
Dubé, 
Fane, 
ue e _ Fisher, 

_ Forbes, 
ce a Francis, 
aa Frenette, 
a. ‘ Gendron, 


% 


Tee aang ey, 


STANDING COMMITTEE ON PUBLIC ACCOUNTS 


Chairman: Mr. G. W. Baldwin 
Vice-Chairman: Mr. P. Tardif 


and Messrs. 


Grégoire, 

Gray, 

Harkness, 

Horner (Acadia), 
Leblanc, 

Legault, 

Lessard (Saint-Hen7i), 
Loiselle, 

Mandziuk, 

McLean (Charlotte), 
McMillan, 

Muir (Lisgar), 
Nowlan, 

O’Keefe, 

Pigeon, 

Pilon, 


Prittie, 
Regan, 
Rinfret, 
Rock, 
Rondeau, 
Ryan, 
Smith, 
Southam, 
Stefanson, 
Stenson, 
Stewart, 
Tucker, 
Wahn, 
Whelan, 
Winch—50. 


M. Slack, 
Clerk of the Committe 


REPORT TO THE HOUSE 


FRIDAY, July 24, 1964. 


The Standing Committee on Public Accounts has the honour to present its 


THIRD REPORT 


Your Committee recommends that it be empowered to engage an accountant 
and clerical personnel, as it may deem necessary, for the purpose of its inquiry 
and relevant investigations arising from its study of the Public Accounts. 


Respectfully submitted, 


G. W. BALDWIN, 
Chairman. 


(Note—This Report was concurred in by the House on Monday, July 27.) 
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MINUTES OF PROCEEDINGS 


u WEDNESDAY, July 22, 1964. 

; (27) ; 

_ The Standing Committee on Public Accounts met this day, in camera, at 
3.40 p.m. The Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Berger, Cameron (High Park). Cardiff, 
Fane, Forbes, Frenette, Gendron, Gray, Hales, Harkness, Leblanc, Legault, 
McLean (Charlotte), Nowlan, Pilon, Ryan, Southam, Stefanson, Stenson Tardif, 
Tucker, Wahn, Whelan and Winch (25). 


_ The Committee proceeded to the consideration of its “draft” interim report 
to the House, and following its consideration and amendment, it was adopted. 
The Chairman was ordered to present it to the House as the Committee’s Fourth 
Report. 


At 5.30 p.m., the Committee adjourned until 9.30 a.m., Thursday, July 23, 
1964. 


Note: For Fourth Report, see later issue of Proceedings. 


e THURSDAY, July 23, 1964. 

iA (28) 

_ The Standing Committee on Public Accounts met this day at 9.45 a.m. 
The Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Crouse, 
Fane, Francis, Frenette, Hales, Harkness, Leblanc, Legault, Mandziuk, McLean 
(Charlotte), Rock, Ryan, Southam, Stefanson, Stenson, Tardif, Wahn, Whelan 
and Winch (22). 


In attendance: From the Department of Public Works: Mr. Lucien Lalonde, 
Deputy Minister; Mr. G. B. Williams, Assistant Deputy Minister (Technical); 
and Mr. L. P. Boyle, Financial Adviser. And Mr. A. M. Henderson, Auditor 
General of Canada; and Messrs. Smith and Laroche of the Auditor General’s 
Office. 


The Chairman tabled the 1962 and 1963 long form reports of the Auditor 
General with respect to Canada Council, which will be considered by the 
Committee on July 28th. Copies of these reports were distributed to the 
members. 


Mr. Baldwin announced the membership of the Subcommittee on ‘Form 
of Public Accounts” as follows: Mr. Ryan, Chairman, and Messrs. Prittie, 
Southam, Smith, Pilon, Cameron (High Park) and Rondeau. 


} The Chairman also announced the membership of the Subcommittee in- 


quiring into the sale of surplus equipment of the Department of National 
‘Defence by Crown Assets Disposal Corporation as follows: Mr. Tardif, Chair- 
‘man, and Messrs. Hales, Winch, Coté (Chicoutimi) and Francis. 


The Chairman reported as the first recommendation of the Subcommittee 
on Agenda and Procedure that the Committee seek permission to be empowered 
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to engage an accountant and clerical personnel for the purpose of its inquiry 
and relevant investigations arising from its study of Public Accounts. The 
Chairman noted that this was conditional upon discussions with the Treasur ry 
Board. 


On motion of Mr. Winch, seconded by Mr. Wahn, 


Resolved,—That the first recommendation of the Subcommittee on Agenda 
and Procedure, presented this day, be now concurred in. ¥ 


The Chairman reported the second recommendation of the Subeome ian e 
on Agenda and Procedure recommending ‘a follow-up investigation of the 
matter drawn to the Committee’s attention by the Auditor General under para- 
graph 87 in the report of 1963. And that in furtherance of same, the haa a 
correspond with the former Minister of Transport at the time the contract wa 
let, enclosing a copy of the Committee’s transcript and asking for an expieua - 
tion of the procedure. The steering subcommittee, on the basis of any reply 
received, to determine whether or not there is necessity to ask for a personal 
appearance before the Committee of the former Minister.” 


On motion of Mr. Southam, seconded by Mr. Leblanc, 


Resolved,—That the second recommendation of the Subcommittee on 
Agenda and Procedure, presented this day, be now concurred in. 


The Chairman tabled a letter from Mr. G. A. Scott, Acting Deputy Minister, 
Department of Transport, supplying names of original directors of Air Food 
Caterers and other information requested on July 16. The Committee agreed 
that this letter be printed as an Appendix to the Minutes of Proceedings and 
Evidence of this day. (See Appendix 1). 


The Chairman also tabled a letter from Mr. E. B. Armstrong, Deputy Min 
ister, Department of National Defence, enclosing information on National 
Defence Schools in Canada as requested July 14. The Committee agreed that 
this letter be printed as an Appendix to the Minutes of Proceedings and Eva - 
dence of this day. (See Appendix 2). 


The Committee resumed consideration of the 1962 carryover items and the 
1963 Report of the Auditor General. | 


The Chairman introduced Messrs. Lalonde, Williams and Boyle. 4 | 


On paragraphs 99 of the 1962 Report and 79 of the 1963 Report, Payment 
of Maintenance Expenses of Civil Service Recreational Association Centre, Mr, 
Henderson reviewed these paragraphs, and Mr. Lalonde was examined thereon 


On paragraphs 115 of the 1962 Report and 98 of the 1963 Report, No 
productive payments, Mr. Lalonde was examined, particularly on Construction 
of breakwater, New Haven, N.S., and also Construction of Surveys and Map- 
ping Building, Ottawa. 


The questioning of the witnesses still continuing, at. 10.55 a.m., the Com- 
mittee adjourned until 3.30 p.m. this afternoon. a 


AFTERNOON SITTING 
(29) 


The Committee resumed at 3.35 p.m. The Chairman, Mr. G. W. Bald in, 
presided. , 


Be | a 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Crou e 
Fane, Forbes, Francis, Hales, Legault, Mandziuk, McLean (Charlotte), Southan n, 
Stenson, Tardif, Tucker and Winch (16). 


cS questioning of the witnesses being concluded, the Chairman than 
srs. Lalonde, Williams and cin 


Clerk of the C ‘eae 
M. Slack, ie 


EVIDENCE 


THURSDAY, July 23, 1964. 


p The CHAIRMAN: Gentlemen, I see a quorum just about to sit down. Will 
you please come to order. Before we launch into the business scheduled for 
today I have some formal matters to deal with. First of all, I have here the 
long form reports from the Auditor General in respect of the Canada Council 
for the years 1962 and 1963, respectively. As officials of the Canada Council 
‘will be appearing before us next Tuesday, these documents are to be tabled 
‘in order to form a background for the discussion. Therefore, I would ask for 


a motion that these be tabled. 

Mr. Wauwn: I so move. 
Mr. WincuH: I second the motion. 
The CHAIRMAN: The motion has been moved and seconded. Is it agreed? 
Motion agreed to. 


; In addition, for your information you should have received the annual 
‘reports for 1962 and 1963 of the Canada Council. These are the reports which 
|have been referred to us. Any members who find themselves without too 
_much to do over the week end may have an opportunity to spend a useful 
‘period of time examining these documents so they may come here prepared 
| to ask searching and analytical questions. 

Now I shall announce the formation of the two subcommittees which this 
/main committee has instructed to be set up. First, the subcommittee on the 
| form of the public accounts will consist of Messrs. Ryan, Prittie, Southam, 
Smith, Rondeau, Pilon and Cameron. Then the subcommittee to inquire into 
the question of national defence surplus and assets in connection with the 
|/Crown Assets Disposal Corporation will consist of Messrs. Tardif, Hales, 
Winch, Cété and Francis. In each case the first person named is the chairman. 
/I shall get in touch with these committees later on. There will be reports 
made and information prepared for their use. Therefore, some time will be 
spent before the committees actually commence deliberations on the matters in © 
which they are interested and get under way. 

In connection with the latter committee, your subcommittee met yesterday 
(and in view of the discussion which the Chairman had with the Auditor 
General in connection with the scope of this inquiry into the Crown Assets 
| Disposal Corporation and the Department of National Defence, it has been 
‘suggested that a motion be presented with the approval of the steering com- 
| mittee, with conditions attaching. I shall speak about this later. It is also 
| suggested that authority be requested from the house to engage accountants 
‘and clerical personnel for the purpose of this inquiry and relevant investi- 
1 gations. 

i In my discussion of the matter with Mr. Henderson two points were 
| brought out. Since his staff has been stretched pretty thinly as the result 
of the requirements of this committee, this particular inquiry into Crown 
_ Assets Disposal Corporation matters will necessitate a very close and searching 
| examination requiring the services of two or three people over a period of a 
/ number of weeks, probably five or six weeks at least. Secondly, by virtue of 
‘the position of the Auditor General as the auditor to which these two corpo- 
eons report, it is felt that it might be better if the matters were pursued 
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under the guidance and supervision of independent accountants. Therefore, 
motion has been proposed, and I shall now ask the committee for its approv: 
However, I should add that it is subject to this condition; before we actual ly 
proceed to engage any such personnel, we should discuss the matter with 
the treasury board to see if personnel of the kind required are available and 
can be secured for this purpose. So, if the motion is passed, as I hope it will, 
it will be passed on that understanding. Subject to that condition, the sub. 
committee, which will be making the investigation, will first go to the treasur, 
board to see if they can secure the personnel required. 
Mr. WincH: I move the adoption of this motion. 
The CHarrMAN: All right. Here is the motion: 


Your committee recommends that it seek permission to be em- 
powered to engage an accountant and clerical personnel, as it may deen ao 
necessary, for the purpose of its inquiry and relevant investigatea iS. 
arising from its study of the public accounts. 


It has been moved by Mr. Winch. Is there a seconder? 
Mr. Wauw: I second the motion. ; 
The CHarirRMAN: Is there any discussion? Are you ready for the question? — 
Motion agreed to. 2) 


You will recall that when Mr. Scott, assistant deputy minister of transport, J 
was here representing the department, some question arose with regard to the e 
Montreal airport. At that time Mr. Winch indicated to the committee that he 
proposed to bring before the steering committee a motion dealing with further 
investigation. i 

After consideration, Mr. Winch brought this matter up at the steering com- 
mittee, and the steering committee having considered the matter has thi 
proposal to make to the committee: , 


The steering committee further recommends a follow-up investiga- 
tion of the matter drawn to the committee’s attention by the Auditor 
General under paragraph 87 in the report of 1963. And that in further- 
ance of same the Chairman correspond with the former minister of 
transport at the time the contract was let, enclosing a copy of the com= 
mittee’s transcript and asking an explanation of the procedure. The 
steering committee on the basis of any reply received to deteriai 
whether or not there is necessity to ask for a personal appearance before 
the committee of the former minister. 


I am advised this should be paragraph 87, which deals with the catering 
contract. 


Mr. LEBLANC: It is catering instead of construction? 
The CHAIRMAN: That is right. I was dealing with the whole airport, which 
is a very different kettle of fish. 
Mr. SOUTHAM: I so move, Mr. Chairman. t 
Mr. LEBLANC: I second the motion. 4 
The CHAIRMAN: Is there any discussion? Are you ready for the question? 
Will all those in favour please indicate. Contrary? 
Motion agreed to. 


Gentlemen, I have here a letter dated July 20 from Mr. Scott, the Actin 
Deputy Minister of Transport, furnishing certain information containing the 
names of the directors in respect of this particular arrangement. This was 
information which was asked for at the meeting. Is it agreed that this be 
tabled and printed as an appendix to the proceedings? 

Agreed. 


Wa 
eg 


i Finally, I have a letter from Mr. Armstrong, the Deputy Minister of National 
ction with the Department of National Defence schools in Canada, their 


reed that this be tabled and printed as an appendix to Woes Ss proceedings? 
Agreed. 

\s Gentlemen, we have with us today the officials of the Department of Public 
“Works in the persons of Mr. Lalonde, the deputy minister, and Mr. Williams, 
he assistant deputy minister. Both of these gentlemen are known to members 
of the committee. Mr. Lalonde, prior to his present position, was Deputy 


9f Public Works for some considerable time. In addition, they are accompanied 
by Mr. Boyle, their financial adviser. I am sure that after we have heard from 


| committee will then be free to ask questions, as we have in the past. 
| . Mr. Henderson, would you mind opening the proceedings in connection with 
e first paragraph with which we have to deal? 


Mr. A. M. HENDERSON (Auditor General of Canada): Gentlemen, the first 


dealing with payment of maintenance expenses of the civil service recreational 
sociation centre. That appears on page 44 of my 1962 report. While this 
ragraph is being considered, may we also suggest that we deal with paragraph 
of my 1963 report which deals with the same subject. 

Members of the committee will recall that the subject matter of these 
paragraphs was discussed in the committee on June 16 last, details of which 
can be found at pages 142 to 146 of the evidence. 

‘i It was suggested by several members at that time that they might have 
| a few questions they would wish to put to the deputy minister of public works 
as and when he was able to come before the committee. Very briefly, at that 
_ time, as you will recall, the members took note of the fact that, contrary to the 
long standing parliamentary practice that grants or other forms of financial 
assistance to non-governmental organizations are made only from parliamentary 
appropriations specifically provided or clearly intended for such purpose, main- 


“service recreational association, a privately managed staff organization at 
Ottawa, had been charged to the vote entitled “Maintenance and Operation of 
gi Buildings and Grounds”. 

In my paragraph 79 in the 1963 report I bring the matter up to date; that 


2 
: 
ie 


is to say, through March 31, 1963. It is our understanding that in the estimates 
in the future it is proposed to add the name of the building to the vote wording. 
| But, I think it was brought out in the committee that a few extra words should 
‘be added after naming the building to indicate the nature of the charges that 
would be made to the vote. 


a 


ground of that matter. 
. The CHAIRMAN: Thank you. Now, gentlemen, we had a full and interesting 


ay do so now. 
ie Mr. Lalonde is present and I am sure he will be glad to answer any ques- 
| tions put by members who have formed a decision on the matter and who may 
feel their decision was right. 
Mr. Lrespuanc: Mr. Chairman, we discussed that matter yesterday. 


The CHAIRMAN: Yes. Would you proceed, Mr. Ryan. 


PUBLIC ACCOUNTS : 801 


ence, in which he encloses certain information which was asked for in con-. 


penditures and their grants. This information has also been requested. Is it 


Minister of Veterans Affairs and Mr. Williams has been with the Department 


Mr. Henderson with respect to various matters of concern to us today we will 
lave the benefit of a statement from Mr. Lalonde and his officials; and the 


aragraph for attention this morning is paragraph 99 of my, 1962 report 


tenance expenses of this recreational centre, which is operated by the civil 


a Mr. Chairman, I think that is about all I would have to say on the back-. 


‘discussion on this matter just recently, and if any members want to add to 
their knowledge or change or vary the views they expressed at that time ee 
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Mr. Ryan: Mr. Chairman, I have a couple of questions to put to bring o OL ut 
information which I would like to have. 
How many civil servants are there in Ottawa who would use these. 
facilities? “a 
Mr. LuciEN LALONDE (Deputy Minister, Department of Public Works): 
I would say between 55,000 and 60,000. 
Mr. Ryan: And, in cities like Montreal, Toronto, and other cities in Canada 7 
have we any similar provisions for civil servants? 4 


Mr. LALONDE: Not that I know of. a 


Mr. Ryan: How many civil servants would you have in the city of 
Toronto? ; 
Mr. LALONDE: I am afraid I do not know. 
Mr. WincuH: Is there any reason at all in the estimation of yourself or 
your department why there could not be a short explanatory note because this 
is not actually something in the nature of a government building or a govern- 
ment service. I agree with the principle involved, but should it not be shown 
more in the way of a grant for the specific purpose as between employer and ~ 
employee in the capital city? 4 
Mr. LALONDE: I am sure the department, in preparing its estimates for 
next year, will take note of the remarks of the committee. 
As you know, it was only in the further supplementary estimates of 1963- 64 
that this item was included as a result of the observations made by the 
Auditor General. So, I think that in consultation with treasury board we 
will take this into account. 
Mr. WincH: Then there is agreement between the Auditor General and 
treasury board and, I presume, the department, so no further action is 
required at this time. q 
The CHAIRMAN: Functus officio. 
Mr. TARDIF: How do you say that in French? 
The CHAIRMAN: Tout fini. 
Mr. WINCH: Just say fait accompli; that is easier. 


The CHAIRMAN: We will now proceed to the next item, paragraph 115. 
Perhaps IJ should leave it to Mr. Henderson to give the order of these para- 
graphs. However, I assume this is the next one that appears on our agenda. 


Mr. HENDERSON: The next item is paragraph 115, which again deals witk 
non-productive payments. While we are considering those which deal with 
the 1962 year would it be your wish, Mr. Chairman, that you might also 
include the 1963 ones which are referred to in my 1963 report under para- 
graph 98 where, as you recall, they are shown in appendix form, in order that 
we might have just one discussion of non-productive payments without having 
to go back to the subject. 

If that is agreed, the 1962 lot includes, as you will see, under paragraph 
115 of the 1962 report, eight cases of non-productive payments shown in the 
listing which starts at page 54, involving an aggregate amount of $345,000. In 
the 1962-63 fiscal year, as shown in appendix 1 of my 1963 report, whicl 
appears at page 148, you will note that out of the 37 cases of non-productive 
payments listed ore 20 of them, having an aggregate cost of $496,000, related 
to the Department of Public Works. 

It might be useful if I were to first give you the numbers. You might cars 
to tick them off the report. 


The CHAIRMAN: I was going to suggest that. 


Mr. HENDERSON: In the 1962 report under paragraph 115 the ones for 
discussion this morning would consist of items 12, 13, 14, 15, 16, 17, 18 and 19. 
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je: In my 1963 report, in appendix 1, on page 148, the pertinent numbers are: 
“g Heat -15, 16, °17, 18,1920, 21,22, 93, 24, 25, 26, :2f).28;, 29; 35 and os 
oe At Fis Hoint. Mr. Chairman, ne Peniers may wish to ask some questions. 


Mr. WincH: My first question would be addressed to Mr. Lalonde. Could 
pie explain to us why, for the first time in two years, they have been termed 
-non- -productive payments. 


. Mr. LALONDE: Mr. Chairman, I am not sure whether the interpretation 
that the committee places on the heading, “non-productive payments” means 
that every one of those is undesirable or a result of maladministration. If that 
is so, then I am afraid I have to disagree that all non-productive payments 
“must, of necessity, be bad, because in some of the instances cited here the 
department has in fact saved money by taking the action which it took; in 
other cases there is no such justification. However, I would not accept the 
premise that all of these items are the result of bad administration. 

; Mr. WincH: To save the time of the committee and yet get down to what 

the committee would like to know would you, of your own volition, point out 

those items which would be justified? 

Mr. LALONDE: I can give you a few examples. For instance, in the 1962, 
list let us take item 13 first. It has to do with construction of a breakwater at 
New Haven. First, there was a contract awarded to a contractor at a certain 
price. The contractor started the work and then found that the quarry which 
he had been using could not supply him with the kind of stone that he needed 
to use to construct the breakwater. When he reached the stage where he could 
-not-use that quarry any more, he said to the department, “I will only continue 

Bit you change my contract to a cost-plus contract. I will find the rock some- 

_ where else, but put me on a cost-plus contract”. The department did not agree, 
-as they do not, as a matter of policy, encourage the use of cost-p'us contracts. 

- They cancelled his contract and they had to pay him for the work he had 

done. The department subsequently called for new tenders. The prices that 

the second contractor quoted, based on another source of rock, were much 

- Jower than the original prices quoted by the first contractor, so that in effect 

| the decision not to place the first contractor on a cost-plus basis and the fact 

that we got a better price on the second contract enabled the department to 
complete the job at a total cost which was smaller than what it would have 
been if we had continued at the prices quoted in the first contract. 


Mr. TarpDiF: That would be the exception. 

Mr. LALONDE: This is an example of what can happen. 

Mr. TarpiF: It is an example of an exception, not of the rule. 
Mr. LALONDE: Let us take another example. 


Mr. Wrncu: I am sorry, I was thinking of different instances. I was going 
_ to ask whether we could get at least general explanations on different types of 
cases. I have just marked two examples on which you could give us some indica- 
tion of your operation. Take No. 18 in the 1962 report where it says, “As the 
_department’s representative was remiss in completing arrangements”. If you 
2 go to the 1963 report, under No. 7 we have a decision for a new route. In another 
i item, I have not marked it, we have something owing to faulty plans. Perhaps ~ 
' Iam being too general but it is information on this type of example that we 
would like to have regarding your operation and what happens to the tax- 
_ payers’ money because a serious mistake was made, or else after deciding 
something, and you must have had reasons for that decision, you then com- 
pletely change your route, or else your plans are wrong. 
- Mr. HarKNEss: Could we finish with item 13 before going on to the others? 


bet The CHAIRMAN: I was going to say that. Mr. Winch indicated his general 
line of questioning but we are now on 13 and Mr. Tardif brought up a specific 


Vi 
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question. Mr. Harkness has_ eacuher! one. Have you any specific ducaon w 
regard to 13? 


Mr. Tarpir: I was asking if this is the practice. If the department has 
saved money this is the exception, it is not the rule, because this normally 
would not happen. If you stop a contract in the middle and ask for further pri 
the normal result is that it will cost considerably more. 


Mr. LALONDE: The only thing I was trying to prove, Mr. Chairman, 
that you cannot say that all non-productive payments are bad. That is the only 
thing I am trying to argue at the moment before the committee. There are 
some that are bad, certainly. You pointed out a couple, Mr. Winch. A 


Mr. Cameron (High Park): Mr. Lalonde made a statement and I agree 
with it. We are not looking at it from the standpoint that because it is a 
non-productive payment we think it is bad. We want to examine all of them. 
Some may be good, some may be bad. That is the principle on which I at least 
intend to proceed, and I would hope that that would be the consensus of this 
committee, that that is the basis on which we should proceed, not to pick a 
certain one out and say it is bad per se. We want to find out whether it is) 
actually bad. There may be redeeming features in a lot of them. 


Mr. HARKNESS: The explanation which Mr. Lalonde has given, it seems 
to me, does not tie in with the figures that are presented in the report. The 
original estimated cost of this particular work was $125,000. The original 
contractor was paid $121,000. Then the second contractor received $134,000.) 
That is the thing that strikes me, that you finally end up paying more than | 
twice as much as the original estimated cost. The explanation is given tha 
the second contractor put in a lower price than the first. I just do not see = 
these two statements can be reconciled, in view of these figures. 


Mr. LALONDE: I think I have to admit, Mr. Chairman, that the oti | 
estimate was wrong. It was simply a departmental estimate; it was not the 
cost of the contract. 


Mr. HarkKNEss: It was not a fixed contract for $125,000; it was a cost-plu us 
contract, was it? 


Mr. LALONDE: It was based on unit prices. The original unit price for core | 
stone was $1.71 per ton, and on the second contract we got a quote of $1.2 
per ton on that kind of stone. The first contract on armour stone was $4.9 95 
per ton, and the second contract was $3.50 per ton. : 


Mr. HarKNESS: Then it would seem to be a serious error on the part of the 
departmental officials who made these estimates. { 


Mr. LALONDE: I agree with that. 


Mr. HARKNESS: Parliament actually voted $125,000 for this work and it 
ended up at more than twice that amount. Therefore, the money was voted on > 
what you might call a misapprehension, or something along that line. What 
happens in a case like this? You have had an estimate which proves to be very, 
very wrong indeed; is there any disciplinary action directed towards the e 

“persons who prepared your estimates? 


Mr. LALONDE: No, Mr. Chairman, because estimating, especially in a case 
“of that type of construction, in many instances, is not an exact science, the 
same as preparing a budget is not an exact science. We have had mistakes in 
estimating and we admit it; I think this is one of those. However, I do not 
think you can dismiss an engineer or architect for making a mistake in a - . 
mating when you consider the number of estimates the department puts out. 
in a year. I think the number is not that bad. I admit there are some errors 
‘but it is not that bad. 
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_ Mr. TarpiF: Does this mean that the engineer finds it difficult to figure out 
he cubic footage of stone necessary to fill this? 


ther you will get the necessary amount and particular type of stone. 
‘Mr. Tarpir: I do not care where he gets the stone, but it should not be a 


reat mathematical problem to figure out how many ise feet is needed fe 
‘a certain contract. 


ublic Works): In this particular case you must realize that the stone was 


placing armour stone on the outside. It is impossible to control completely the 
‘Inatter of how much you will lose, and how much will roll down. Without a 
reat deal of investigation work done in advance, it is difficult to determine 


empted to blast and get out the size of rock required, he could not get a system 
Mf blasting which would produce the required size of stone. Normally, we 
o not designate the quarry the contractor will use; we show him which ones 
ire available and he chooses. However, in this case, the quarry was immediately 
jacent and from all appearances it Hppecved to conta hard stone. The only 
y in which we could have determined this exactly would have been by going 
and opening up a test quarry. 


Mr. TarpiF: I know you are not answering in this way in an effort to 
mfuse me; you would not do that. However, I did not ask about the stone 
which would go around it. I was speaking about the stone to fill this in, and 
_ wondered whether the engineer calculated the type of bottom that is there, 
nd how much sinkage there would be? 


Mr. WiLLIAMs: He made his estimate and it was not an accurate estimate. 


: Mr. Crouse: The witness stated that the government referred the con- 
tractor to the quarry which he should use. 


Mr. WILLIAMS: In this particular case we did. 


i 
which you recommended? 


\ ‘f 


ia Mr. WILLIAMS: Yes. 


| 4 Mr. Crouse: Did your governmental engineer make a test of that quarry 
i ascertain whether or not the stone contained any asbestos fissures, or any- 
ia hing else which would break up the rock when quarried, so that he could not 
ij the stone he required. 


Mr. WILLIAMS: We did not open up a test quarry. 


“Mr. CROUSE: You did recommend this and when he started he found fissures 
the rock which prevented him getting suitable stone. 


Mr. WILLIAMS: Yes. 


| i 
in recommending this. particular quarry? 
_ Mr. Wiu1ams: I would not accept that they were definitely at fault. The 
ngineer examined the site. He saw a large outcrop of granite which normally 
would have produced good armour stone. In this particular case his judgment 
‘Was inaccurate and it did not. I might say, this is one case where we could not 
get the armour stone. However, if we were to open up a test quarry in every 
ese on every job, it would be a very expensive and very slow proposition. 
if we were to open up a quarry each time in order to establish whether or not 
ye were positive to get the type and size of stone required, I think this would 


_ Mr. LatonpeE: There is something else involved in this; it is a rather tech- _ 
1 matter and I would ask Mr. Williams to explain how it is determined — 


Mr. G. B. WILLiaMs (Assistant Deputy Minister, Technical, Department of 


being placed in tidal waters. You have to protect it in the tidal waters by 


low much stone will settle. In this particular case, when the contractor at- — 


. _. Mr. Crouse: And in this particular case he based his price on the quarry 


Mr. Crouse: Then your departmental engineers definitely were at fault — 


1h 
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be impracticable from an engineering standpoint in time and cost. In this 
we were wrong; in many we are not. i 
Mr. CrRousE: In view of the figures which Mr. Henderson has presente 
the committee, I would submit that the cost involved has been quite s 
stantial. Would it not be advisable to allow the contractors to do their 
assessment, because from the facts presented here it would appear that the 
contractor might not have chosen the quarry you recommended? 
Mr. WILLIAMS: The normal practice is to let the contractor choose 
own quarry. This is an exception where we selected it. You say it would 
more; that is true in this case, but if we were to open up a test quarry ¢ 
every job we did, the cost would be more than the amount involved here. / 
Mr. CROUSE: Would it not be advisable to test the quarry before you rec. 
ommend to a contractor or, if not, that you should leave the contractor te 
make his own assessment before bidding on a job? B| 
Mr. WiLLIAMs: As I say, this was the exception. Since that time, where 
we have specified a quarry we have test quarried. 4 
Mr. Waun: In this case, were tenders called on the first contract? 
Mr. LALONDE: Yes. 
Mr. Waun: Did the man who eventually completed the job tender? 
Mr. LALONDE: Tenders were called for the second contract. 


Mr. WauN: Did the man who got the second contract tender on the first 
contract? 

Mr. LALONDE: I am sorry; I do not have that information. 

Mr. WAHN: But tenders were called? 

Mr. LALONDE: In both cases. . 

Mr. WAuHN: Mr. Williams stated that ordinarily the department does not | 
specify a quarry. . 

Mr. LALONDE: May I interrupt; the man who tendered and who was 
successful on the second contract did not tender on the first contract. 


Mr. Waun: The tenders were adequately advertised? 
Mr. LALONDE: Yes. 


Mr. WAHN: Mr. Williams said it is not usual to specify a quarry. Why wa 1S 
a quarry specified in this particular case? 


Mr. WituiAMs: To the district engineer, the outcrop right at the site looked 
like a natural for the job. He specified it in an effort to get lower prices f 
the total job. He thought that by specifying this it would remove some of thé 
risk from the contractor and hence he would get a better price. 4 


Mr. Wauwn: I gather that when the job was officially completed it wa 
found that suitable rock was available within a mile or so of the job. 
said that if you opened a test quarry on each of these jobs, the total cost wou 
be excessive. I would agree with you. But the suggestion made was that th 
should not have specified a particular quarry, or if they did specify one, 
you then should make whatever tests are necessary in order to make sure tha 
the stone from that quarry would be satisfactory. 

I would go along entirely with what Mr. Cameron said earlier, that mere 
because this proves to be a non-productive expenditure it does not necessari 
mean that it was undesirable. I think what the committee is concerned with 
is to find out if mistakes have occurred, whether they are recognized as 
mistakes by the department, and whether corrective action is taken. I ¢ 
not think we are engaged in any witch hunting. All of us know that mistakes 
in planning occur, no matter how careful you may be. 


| 
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runs in cost occur because sufficient preliminary engineering and surveying 
that kind of thing have not been done. That is when you get into the big 


n Paane in this particular case. 
The cost then was due to the fact that the stone from that particular 


Mr. WAHN: Do you save money by erie: 

Mr. WinutiaMs: It is always debatable, but in some cases it might cause 
roblem. If in our opinion there is only one source available, and there is the 
ossibility of someone getting an option on that source, this would preclude 
“number of people bidding, and that could be the situation. 


L Mr. Waun: I would think that when you specify a quarry, it would tend 
to increase the cost rather than to cut it, because if you do not specify a 
quarry, then the contractor may make his own deal with whoever happens 
to have the required type of rock. But if you specify a particular quarry, then 
ou should make a very careful investigation to find out if it is the only 


e of material which would do the job, and that it is to be found in that 


o deal with the particular quarry owner you specify, but also with neighbour- 
ng quarry owners and perhaps thereby get better bids. You say you would 
ve by specifying a particular quarry. How does this work? 

Mr. Writrams: I would say that in 95 per cent of this type of job, and 
perhaps in even more than that, we do not specify. We rarely specify. In this 
particular case the supervising engineer felt that here was a quarry within a 
matter of one hundred yards or so, and if he could use this quarry, he might 
e able to keep the price down. 

Mr. Waun: Who owned the quarry? 

Mr. WitiiaMs: It was a local arrangement, but we could get control of 
he quarry. 

Mr. Waun: If the rock had been taken out of that quarry, who would 


_ Mr. Wiu1ams: I am afraid I cannot answer that question. 

Mr. Wann: I would like to know if it was a private owner? Is there some- 
thing improper? That is what this committee is interested in. 

Mr. Witurams: No, I am sure there was nothing improper. 

Mr. WAHN: T do not see how we can tell until we know the name of the 


a The SS Maybe that information could be apeeenede 
| 4 Mr. HENDERSON: It is right here. 

| The Cuarrman: On what page? 

1 4 Mr. WauN: Then my question is irrelevant. I am sorry. 
The CHariRMAN: Now, Mr. Ryan. 


a difference. Mr. Williams thinks it was controlled by the crown. 


t know whether it was crown owned or not. 


ecified spot. If I were a contractor I would like to have freedom not only 


Mr. Ryan: Mr. Williams said it was controlled by the crown. Surely there 


Mr. Witutams: I said that we had control of it for the contract, but I do 
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Mr. Ryan: It might have been leased by the crown. ae 
Mr. WILLIaMs: It could have been. ’ Bs 
Mr. Waun: I would like to know if any private individual would dee 
profit as a result of the stones taken from that particular quarry, whether it 
crown controlled or not. If it were the crown, presumably there would be ne 
royalty payment for the stone. ‘3 
The CHAIRMAN: If you do not have the information may we obtain it later 
on? You will get it later, perhaps by this afternoon? Now, Mr. McLean. 
Mr. McLEAN (Charlotte): I was going to ask whether or not this was don e 
on a unit basis, or if the contractor was obliged to keep on with this particular 
quarry, and if the unit price was much higher, it was going to cost the govern- 
ment a good deal more money. If the government owned the quarry, however 
it would be a different proposition. But if the government did not own t nd 
quarry, it would be another matter. I can see where a unit basis of $1253 ong 
does not make much difference because it might take twice as much stone. . 
you get a bad lot or something, it might take twice as much stone. I cannot se e 
where the trouble comes in unless it was privately owned and leased to tha 
government, or something like that. r 
The CHAIRMAN: This information will be secured by the officials, Mr. 
McLean. 
Mr. LALONDE: We will check all these details and I will provide them in 
writing to you. 
The CHAIRMAN: Mr. Ryan. 
Mr. Ryan: I would like to ask the gentlemen what it would have cost, i 
their estimation, to test this particular granite rock outcrop? 
Mr. WituiaMs: It is difficult to say how much drilling and blasting 
t 


- 


would have had to do. We have spent in one case, $56,000 on test borings, but 
we would not have spent that much for a job of this size. It would not be as | 
much as reported here as a non-productive payment in this particular case. 
Mr. RYAN: Would a simple test at the top of this outcrop have been of a 
value to you? 
Mr. WILLIAMs: No. This was a rare problem. It was after he got into deep 
drilling that it was found that the contractor could not fracture the armou ir 
stone satisfactorily. The stone on the surface, from what we could see from ou 
drill core, appeared to be solid and to fracture properly. But when we got into >} 
it, it just would not do so. | 
Mr. Ryan: Would it be possible to let the committee have the exact words | 
of the specifications from the first contract, that is, the specifications which © 
stated that suitable stone for the purpose could be obtained from the crown — 
owned quarry adjacent to the site? Could we have those words for our record! — 
Mr. WiuLt1amMs: Perhaps I should emphasize that this was the exception | 
to the rule. . 
Mr. Manpzruk: Mr. Chairman, my question might be hypothetical, but 
I assume the committee can take it that the first contractor was quite com 
petent to do the job; is that right? He could surely have given you an 
estimate of what the cost-plus job would run to, indicating whether it would | 
amount to the $134,000 some odd which you had to pay the second contractor. 
The second contractor built on the foundation, or at least some work had 
already been done; is that right? 
Mr. WiuuiaMs: That is correct. 
Mr. Manpziux: He would then have benefited from that work? 


Mr. WILLIAMS: We attempted to negotiate with the first contractor but 
he would not do it on any other basis than cost-plus. Cost-plus in itself is open 
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ended, because whatever the work cost the contractor we must pay, plus his 
percentage. 
Mr. MANnpzIuK: Could there not have been an estimate made of what the 
-eost-plus contract would run to? 

Mr. WILLIAMS: An estimate would be meaningless because when he 
reached that point, not being finished, he would just keep on working on the 
cost-plus basis. 

Mr. MANpDzIuK: Thank you. 

Mr. WILLIAMS: In the atmosphere of trying to negotiate with him the price 
for settling the contract we felt that it would be better to go to a public tender 
' for the job. 

Mr. Manpziuk: That is all, Mr. Chairman. 

Mr. HAuEs: Mr. Chairman, this situation existed in 1962. We have asked 
these witnesses to appear before this committee to help us investigate these 

_hon-productive expenditures. This question seems to hinge on one thing, 
whether this quarry was owned or leased by the government, or owned by 
someone else. I am surprised that the department officials cannot furnish us 
with this information at this moment in view of the fact this occurred two 
years ago. I am surprised that information is not available right on the spot 
this morning. If this is an example of how work is being done by the depart- 
| ment it is a wonder the loss was not more than $95,000. I think we are entitled 
| zo an answer to the question at this moment. Who owned the quarry? 


Mr. SoutHAM: I should like to ask a supplementary question, or make 
a remark in respect of what Mr. Hales has said. 

At page 58 of the 1962 auditor’s report in paragraph 13 appears the 
i following statement: 
z —suitable stone for the purpose could be obtained from a crown-owned 
quarry— 


Is that statement correct or incorrect? 


| Mr. Hates: That is exactly what the members of this committee would 
_like to know. . 
Mr. SoutHAM: The Auditor General’s report states at page 58 in the 
} second line from the top that suitable stone could be obtained from’a crown 
; Owned quarry adjacent to the site. Is there a difference of opinion whether it 
| was crown owned or just leased? What is the status of this particular quarry? 
Is this statement to which I have referred incorrect? 


| Mr. LALONDE: I am quite certain that the Auditor General obtained that 
/information from our files, and I am quite sure that the quarry must have 
| been crown owned. I think what Mr. Williams was referring to was the fact 
he was not sure whether it was owned by the department or leased by the 
| department with the department having control of it in any event. In the light 
| of the wording of the Auditor General’s remarks I am quite certain that it 
“was owned by the department. 


1 Mr. Hautes: Mr. Chairman, have the officials of the department made a 
‘thorough study and investigation of this situation and, if so, how could those 
/ Officials make a thorough investigation without knowing the answer to that 
| question? That is the point I am making. 


1 Mr. LALONDE: I am afraid we are becoming involved in an interpretation 
of words. Mr. Williams stated that he could not testify in that regard, but 
I am sure that the records of the department, all of which we do not have 
/ with us today, will indicate that this quarry was crown owned. Having read 
| the remarks of the Auditor General I have no doubt that it was owned by 
the crown. 
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Mr. Tarpir: Was it eainied in the pits ha contract that ‘the con 
tractor must purchase the stone from this particular quarry? 
Mr. Wittiams: Not necessarily, sir. The contract would probably have 
been awarded on the basis that the bid price took into account the fact _ 
the contractor would use stone from that quarry, if the quarry was crow 
owned, as is indicated in the Auditor General’s remarks, and which I am 
reasonably sure are correct. When I said I did not know I meant that sitting 
here at this moment I personally do not know whether the quarry was cro n 
owned. That is what I meant when I said that in the first place. If the 
quarry was crown owned we asked him to bid on that site and he would pay 
no royalty to us. We had bought the quarry and it was available for any 
works we carried out. The contractor would take his units from that site, 
Mr. Tarpir: Mr. Chairman, I am asking whether it was specified in the 
original contract that the stone must be taken from that quarry. 

Mr. WILLIAMS: That is correct. 

Mr. Tarpir: Would the price be averaged out? Was that portion done by 
the original contractor the most costly part of the contract, and would the 
$1.31 or $1.50 which was charged after, average out the price in any event? 

Mr. WiLuiAMs: No, that is not so. Part of the contract concerned core 
stone. The first contractor never did place any armour stone, which would 
involve a more difficult job. , 

Mr. Tarpir: If the contract was based on unit prices, would the officials 
of the department not know that the original unit price was too high? 

Mr. Wru1ams: No because this involved his bid price. It was after he 
started placing a certain amount of the core stone when we found we could not 
get any armour stone, and that is when he quit. 

Mr. TarpiF: Everything was based on a unit price; is that right? 

Mr. WiiurAms: That is correct. 

Mr. Tarpir: What caused the increase in his cost? The contractor was paid 
for every unit he produced; is that right? 

Mr. WILuIAMs: Yes, but he could not produce the unit to the specifications 
so he could not be paid for it. 

Mr. Tarpir: Thank you very much. 

Mr. WauN: Mr. Chairman, in order that I may be clear in this regard 
should like to know whether the officials of the department can tell me if any 
payment was made to any person for stone taken out of that quarry, regard 
of who technically owns it? I should like to ask another question arising out of 
that situation. Assume the quarry was crown owned; when did the crown 
acquire the quarry? Why did it acquire the quarry? How much was paid fag 
the quarry and from whom was the quarry purchased? In other words, if th 
crown purchased this quarry for the purpose of this contract I am very inted 
ested in knowing how much it paid for the quarry? ¢ 

Mr. Ryan: I am also very interested in having that information. 


The CHAIRMAN: Perhaps that information could be obtained and made avail 
able later. ; 
Mr. LaLonDE: Yes, Mr. Chairman. 
The CHAIRMAN: Are there any further questions in respect of this particular 
item, non-productive payments? 
Being not a very good mathematician, I should like to ask whether th 1e 


Auditor General has at some time or another added together all of the ay 
items of non-productive payments itemized both in the 1962 and 1963 reports? 
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the total figures available, and can they be i on the wecord for the 
9 efit of committee members? 


Mr. HENDERSON: Mr. Chairman, the 22 items listed in the 1962 report total 
27,547. The 37 items listed in the 1963 report total $1,051,193. 

_ Mr. Francis: I should like to ask a question referring to item 15 in the 
962 report. 

_ The CuarrMAN: Yes, that question would be in order. 


_ Mr. Francis: I am wondering whether the costs referred to in that item 
apply to space under long term lease, in this case in London, which turned out to 
be space which could not be economically used or not réquired? The statement 
i erest, and I am curious to know what procedures are followed in an attempt 
o dispose of these things in situations of this kind. I should like to know 
whether the officials of the department have been able to make any more 
‘satisfactory arrangements subsequent to the report of the Auditor General? 
_ Mr. HENDERSON: Mr. Chairman, perhaps I could answer Mr. Francis’ 
Bicction by saying that if he will eae at item 17 in the 1963 report he will 
see that the situation did continue into that fiscal year but that the interest was 
disposed of subsequent to March 31, 1963. I think that will answer your query. 
t is item 17 on page 152, you see, in the 1963 report. 


Mr. Francis: Was it disposed of in terms which leave a continuing liability 
o the department, or was it disposed of in such a way that there would be no 
iability to the department? 

_ Mr. HENDERSON: That would be within the next fiscal year. Perhaps Mr. 
Lalonde could answer that. I do not have that information. 

ie Mr. Boye: There is no continuing liability on the department. The 
esidue of the lease has been disposed of in its entirety. 

_ Mr. Waun: May I go back to item 12, which is a Department of Public 
| Works item? 

The CHAIRMAN: Of the 1962 report? 


i 


neurred because the plans apparently were changed or were not available for 
the contractor. 


ng 

be I really do think this is the main source of overrun in costs in most con- 
struction contracts, and this seems to be another instance of it. Could the 
witness tell us why it was impossible for the specifications to be prepared for 
he equipment needed by the Department of Mines and Technical Surveys for 
these press rooms so the contractor could have proceeded without delay 
nd without the additional cost that is incurred? Should the plans not be 
completed in advance? 


e _ Mr. LatonpE: This would be wonderful in so far as our department {is 
concerned, but in providing service to other departments we have to take 
heir requirements as they are produced for our use. In this case the experts 
in the Department of Mines and Technical Surveys did not know exactly in 
§ 58 how many presses or what type of presses they were going to place there. 
‘I think there were a number of reasons, but it is a little hard for me to say 
what was in their minds. Undoubtedly, the question of volume and the ques- 
tion of new types of press were involved. It was only in November, 1959, that 
this knowledge was available. There was a delay there between February and 
November when the department did not have a firm decision on how many 
resses would be placed there or what type they would be. 


. Mr. Waun: I think it is most likely, in any case where plans and specifica- 
ms are not complete before the contract is let or when the contract is let, that 


ndicates that there has been no disposition of the residue of the leasehold > 


Mr. WAHN: Yes, 1962. Here again is a case where additional costs were 
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you will run into additional costs. I would think in most cases this would hap- 
pen; correct me if Iam wrong. If you do not have complete plans and specifica 
tions before you start a contract job, in many cases, at any rate, one is bound to 
run into additional costs. 
Mr. LALONDE: Normally we would, yes. 5 
Mr. Waun: So when the Department of Mines and Technical Surveys 
asked you to go ahead with this building and were unable to give you the 
information needed to provide a contractor with complete plans and specifica- 
tions on which he could bid accurately, you must have known that there was 
a danger of an overrun in costs. Then, presumably, the Department of Mines 
and Technical Surveys told you to go ahead anyway. In those circumstances 
when you think there may be an overrun in cost because the plan is not ready, 
who makes the decision whether the urgency on the part of the Department of 
Mines and Technical Surveys for this building is sufficiently great to incur 
the risk of additional cost, which is almost inevitable? Who makes this decision? 
Mr. LALONDE: I do not know who made the decision at that time, but I 
think that the factor involved in making the decision is whether there is a 
need to provide the total accommodation in spite of the fact that this small 
portion of it is not at the moment available for final planning. 
If I remember correctly, the situation in the Department of Mines and 
Technical Surveys at that time was fairly bad, and I think it was bad until 
the buildings on Booth street were constructed. I am sure the deputy ministers 
involved and the Treasury Board looked at this and decided that they could 
not wait and delay the construction of the whole building itself for almost 
another year. 
Mr. Waun: In this case, Mr. Chairman, there was a fixed price contract 
of $7,840,000. Would this be approved by the treasury board? What is the 
procedure? When you go ahead and erect a building such as this, what is the 
procedure? 1 
Mr. LALONDE: We submit the project to treasury board for saaroeam 
Mr. WauHN: The project? 
Mr. LALONDE: Yes, we submit the project in detail. Then, when the tenders 
come in we submit the tenders for final approval of the project and of the 
tender to be accepted. 
Mr. WauN: They approved this specific tender? 
Mr. LALONDE: Yes. 


Mr. WauHN: Would you inform the treasury board at that time that 1 
your view the plans and specifications were not sufficiently complete and that 
there would likely be additional costs incurred? 


Mr. LALONDE: I am not sure whether this was done. I am not even sure 
whether at that time the Department of Mines and Technical Surveys was 
in a position to say whether there would be further costs. I think the only 
danger there was that the department could have proceeded with some plan 
and put in X number of presses, and then a year later the Department of 
Mines and Technical Surveys would come to us and say, ‘This does not work; 
you have to change this.’’ Then it would have been more costly, I think. 


Mr. WauN: The amount involved is relatively small in relation to the 
total contract, but the point I am trying to make is that from what the witness — 
has said it would appear that the decision on whether this job is to be done 
is made by the treasury board, because the treasury board is the one that first ; 
approves the project and then actually approves the tender. 4 


__ Mr. Latonpe: The Department of Public Works clears with the departme nt 
involved first—in this case the Department of Mines and Technical Surveys. 
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Then, having received acceptance or concurrence by the department involved, 
it submits the project to the treasury board. 


Mr. WAHN: Would this be an impossible or undesirable suggestion: that, 
in cases where the Department of Public Works has not received the detailed 
plans and specifications required for the entire job—when these have not been 
made available to it—they should specifically notify the treasury board to 
this effect so that the treasury board, which presumably is the body which 
makes the ultimate decision whether the project is to proceed, can make a 
policy decision on whether it should proceed immediately, knowing full well 
that there is likely to be an overrun in costs because the plans are not ready, 
or whether they wait until the plans will be finalized. 


Mr. LALonDE: Mr. Chairman, I think this is a very good method of 
[proceeding except for the fact that, as I hope you realize, at that time we 
‘can only issue a warning because we could not at that time place a money 
lestimate on what might be involved. In other words, when this was approved, 
prior to April, 1958, we could not say to the treasury board that this might 
icost $50,000 or $100,000. We could only say that the plans are not complete; 
and that we can do. 


| Mr. WAHN: You say the plans are not complete and, because the plans ° 
are not complete, in your experience this is likely to and probably will result 
in increased cost; and that I think would be a useful warning to treasury board. 


| The CHAIRMAN: I have Mr. Tardif, Mr. Southam and Mr. Ryan listed as 
wishing to ask questions. I will take Mr. Tardif’s questions, and then I am 
afraid we will have to adjourn because the defence committee follows us in 
this room. 


Mr. TarpIF: What is the name of the contractor involved? 
he Mr. LALONDE: E.G.M. Cape. 


| 

| Mr. Crouse: Is any disciplinary action taken against officials? It says 
“Result of delay in submitting finalized plans”. I was wondering if any 
disciplinary action is taken by the senior officials when these mistakes are 
made by the engineers and engineering staff. You must be aware of these 
errors. What action do you take, if any, to discipline these people who make 
these mistakes? 


Mr. LALONDE: There are a few instances where there has been a separation 
(of some employees who were responsible, not for an error in estimating or 
a mistake in choosing a kind of material for a certain purpose, but where it 
was gross negligence. Although there have been some cases, as I say, there 
jlave not been very many. There are a couple mentioned in here where that 
Nappened. 


| The CHAIRMAN: We may be able to go on and have Mr. Southam and 
Mr. Ryan put their questions. 


| Mr. SoutHam: Mr. ‘Chairman, I have a short question. It is supplementary 
land in respect of item 12. In the case of this contractor having been paid an 
‘xtra $141,300 for this work, I would like to know who arbitrates this. How 
i loes the arbitrator act in arriving at this extra amount of $141,000? Because 
ae contractor did not have a complete set of plans and specifications is there 
\i tendency on his part to gouge a bit, or is it done fairly equitably? 


. Mr. LALonDE: Normally it is done by negotiations between the department 
tnd the contractor and eventually as a result of those negotiations the de- 
vartment makes a submission to treasury board explaining why it recom- 
nends a settlement at a certain figure. 


The CHAIRMAN: Would you proceed, Mr. Ryan. 
bh 
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Mr. Ryan: Mr. Lalonde, was this building designed by your departm 
or by an independent outside architect? ie 
Mr. LALONDE: There would have been a consultant architect involved. 
Mr. Ryan: Did your department do all the engineering for the air condi: 
tioning, heating and so on in respect of this building? a 
Mr. LALonDE: No. The consultant would have been responsible for this. 
Mr. Ryan: Therefore, the architect in this case, as is usual, employed his 
own enginering staff? 4 
Mr. LALONDE: Yes. 


Mr. Ryan: I take it that there were complete working drawings before 
the fixed price of $7,840,000 was tendered and accepted in this case? 


Mr. LALONDE: Yes. 
Mr. Ryan: And this extra money was really due then to difficulties either 
arising with the engineering or changes made by the Department of Mines and 
Technical Surveys? 
Mr. LALONDE: That is right. It was as a result of a change in specifications 
which came out later following discussions between the representatives of the 
Department of Mines and Technical Surveys, our own architects and the con- 
sulting architects and engineers. 
Mr. Ryan: Then, really the extra of $141,392 is rather small compared 
with the original contract price of $7,840,000; in other words, it is not unusual 
that a situation like this would arise, even in private construction? a 
Mr. LALONDE: I think it would happen in outside construction as well. 
Mr. Ryan: Yes, I think it would. 
Mr. Cameron (High Park): Mr. Chairman, I have a supplementary 
question which, in part, relates to the question put by Mr. Southam. I wo 
be interested in seeing a breakdown of how in March, 1962 the amount 
$141,392 to cover additional costs incurred as a result of the delay was mai 
up. I wonder if that could be supplied at our next meeting? 4 
The CHAIRMAN: What item is that? 
Mr. Cameron (High Park): Item 12, and it is in the amount of $141,392. 
Mr. LALONDE: Yes, we have that information right here. We can provide i 
in writing and it could form part of your record. 1 
Mr. Wincu: Mr. Chairman, I am sorry but it was imperative for me_ ne 
leave. Are you considering having Mr. Lalonde back again? ; 
The CHAIRMAN: We have to adjourn to make room for the defence com 
tee. However, we will be meeting again at 3.30 this afternoon, at which time w 
will proceed with this same subject in this same room. j 
For the benefit of the latecomers we have available for distribution th 
1962-63 report of the Canada Council, which we will be discussing next 
Tuesday. i 


AFTERNOON SITTING 


The CHAIRMAN: Gentlemen, I see a quorum. The meeting will please come 
to order. Before we carry on from where we left off I wish to say that I hav 
been given a letter by Mr. Lalonde to which he has attached the material whic 
was asked for, and which covers a breakdown of the claim in connection w 
item 12 for the construction of a surveys and mapping building in Otta 
There are a great many figures included and I suggest that the committee agre 
that this document be tabled and printed as an appendix to today’s proceeding: 
It deals with item 12 on the construction of a surveys and mapping building, ai 
mentioned in the 1962 report. We are asking that it be tabled and printed 
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appendix. If members wish to pursue any further questioning in the matter, | 
here it is. May I have agreement in the matter? 
Agreed. . 


Before we go on, let me say that Mr. Lalonde has also prepared additional 
information with regard to the other projects on which he was questioned. 
| Rather than table it, when the time comes he will read it into the record and | 
_ make a statement in which he will give the information requested. 

| F Mr. Manpzruk: My question does not relate specifically to this matter. 
Mr. WincH: After we adjourned the public accounts committee this morn- 
g we held a meeting of the defence committee which lasted until after one 
o’clock. When I left the room I left my public accounts documents in front of | 
me with a note reading: “Harold Winch, please leave on table.’ Would the 
hairman please find out who it was who removed my documents, and have 
em returned to me? 
; The CHAIRMAN: Would you check on it, Mr. McGee. Mr. Winch says that 
some of his documents were left here after the defence committee finished its 
proceedings, and they are now missing. Oh, they are at the back. Thank you. 
would have been bad if they had been removed. 

Mr. Wrncu: I left a note on them saying “Do not remove from this table.” 
Mr. TarpiF: How is your handwriting, Harold? 
Mr. Manpziuk: My question is of a general nature. With all these addi- 
onal payments for contracts, I would like to know what the yardstick of 
easurement is? On what grounds are they made? Is it on compassionate 
rounds or on legal grounds? Where there is some fault in the contract itself, 
and if it were a contract with a private individual, the contractor would prob- 
ably be entitled to receive some consideration. But it is known across the 
untry pretty generally that you can get almost anything out of the department 
you ask for it. Rather than avoid court action, they will settle out of court 
nd pay through the nose. I would like to know what the yardstick is, and if 
ere are any legal grounds under which a contractor may ask for compensa- 
tion. Does the Department of Public Works consult with law officers of the 
crown before making a settlement? That is the first part of my question. I shall 
put everything on the board. 

; The second part of my question is this: I take it that the treasury board, 
so we have been told, approves these additional awards to contractors when 
there is a recommendation. Does the treasury board get all the pertinent facts 
which justify them to agree to the payment of $50,000 or $100,000, or whatever 
is? I think we should be made clear about it because I know in private busi- 
“ness a contractor would have quite a time of it to get anything extra. Once he 
has entered into a contract, he must carry out his contract. At least, it usually 
7ould end in a lawsuit if nothing else. I have given you quite a big order, but 
maybe it will require only a short answer. 

Mr. LALONDE: Perhaps I can best answer you in as few words as possible 
by explaining how we do it. 

Mr. MANDZIUK: Yes, please do. 

| -Mr. Latonpe: It is departmental policy that each claim by a contractor 
| must be documented and justified. You mentioned the word “compassionate”. 
‘I think we have been quite often accused of not being compassionate enough. 
7 Mr. Manpziuk: I have never heard of that. 

- Mr. LaLonpeE: So far as the department is concerned, that does not enter 
nto the picture. The contractor must produce evidence to show that he has. 
ffered damage because of some action which was unforeseeable, or which 
resulted from departmental action of some kind. He puts forward his claim. 


816 STANDING COMMITTEE 4 poate 


His claim is then analysed by departmental officials. They give their opinior 
on whether each item in the claim is valid or not. Then this opinion is placec 
before the executives of the department where a decision is made on what 
items in the claim should be recommended by the department to the treasury 
board. 

A complete submission is then drafted and forwarded to the treasury board 
giving the amount of the claim, the details of the claim by the contractor, and 
the departmental recommendation. Sometimes the treasury board approves our 
recommendation, and sometimes they vary it. 

I do not know if I have answered all your questions. 


Mr. MAnpziuk: After you have been given the facts that you require, you 
pass them along to the treasury board? 


Mr. LALONDE: Yes, together with our comments. And in this particular case - 
that I have left with the Chairman, the claim was higher than what we recom-— 
mended to the treasury board, and what the treasury board approved. { 


Mr. MANDZIUK: You have answered it so far, but does your department 
ever ask for opinions from law officers of the crown? I can understand where — 
through the fault of the department or the crown a contractor may have had to 
ask for some additional award. But it may be for something which he should 
have foreseen himself. If so, then why should he be compensated? 


Mr. LALONDE: We have representatives of the Department of Justice 
attached to the Department of Public Works. We have a number of them. And 
before we make our own decision, we clear with them whether there are legal ° 
implications with respect to the claim, on whether it is legal or not to make a 
payment, or whether the statute of limitations operates. 


Mr. Manpziuk: What I am after is this. You would ask for a legal opinion 
whether you are liable. That is as far as your questioning of the law officer of the 
crown should go. If I employ a contractor, then what I would like to know from 
my counsel or from the court is whether I am legally liable to that contractor 
where through no fault of his own he has not been able to carry out his contract 
within the figure at which his tender has been accepted. If you can assure this 
committee that you are legally bound, then perhaps we can vary the heading 
which the Auditor General has put on these items as non-productive, because 
they are certainly non-productive. This is like giving a contractor an exttg 
bonus for something or other. 


Mr. LALONDE: I find it difficult to pinpoint the area of legal responsibility 
when we are talking about a claim which might depend on a change in specifica- 
tions or something similar. There are certain terms in the contract which cover 
that sort of thing. This is something we would have to read to you to indicate 
the wording of the new contract form which, incidentally, is laid down by 
contract regulations. 


Mr. Manpziuxk: If through no fault of the contractor something arises, then — 
you are legally bound and perfectly justified in making additional payments, - 
and I am sure you could justify this to the treasury board and the Auditor 
General. Is this procedure just an attempt to keep peace in the family by — 
settling the claims? That is the impression I have. 


Mr. LALONDE: Mr. Boyle could give you a little more detail in regard to. 
the new contract form, which I think is relevant. 


Mr. L. P. BoyLe (Financial Adviser, Financial Services, Department of — 
Public Works): I think I followed your question and perhaps I can make this i 
distinction. There are certain terms in the contract which give to the contractor — 
entitlement for additional compensation when certain circumstances arise. I am 
thinking now in terms of soil conditions being not the same as the contractor 
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c aad a right to expect, or the crown taking some action which delays the con- 
tractor in his work. There is a legal entitlement under the contract to additional 
compensation under those circumstances. 
Over a period of time, of course, departmental officials, on the basis of 
advice given by legal officers tend to become familiar with these areas in 
which there is a legal obligation and which would cause us to seek approval. 
There is the other area of claim by a contractor, which is outside the 
| contract range, and I rather think this is what you have in mind. When a 
eontractor comes in and says, for one reason or another, he has lost money 
‘on a job, although there is nothing in the contract through which he can claim 
Mes legal entitlement to compensation, he still asks for consideration, I think I 
ean say the department takes a particularly rigid view. These claims are 
‘outside the terms of the contract proper. Notwithstanding what you may 
| have heard, we are not disposed to accept all these cases. We seek the advice 
| of our law officers to support the position which we feel we should take on all 
| these cases. We are prepared to do everything that the contract obligates us to 
do, but beyond that we feel the contractor must accept the risk he has assumed 
‘when he signed the contract. I think it is fair to say we can assure you that the 
| number of cases in which compensation is paid now over and above the legal 
| right of the contract is very small. Mind you, it is only since April 1, 1963 that 
the new contract has been introduced, building in certain rights for the con- 
| tractor which previously he had not had. 
ni I do not want to take up too much time but I should say that prior to 
April 1, 1963 a federal construction contract was very much weighed in favour 
\of the federal crown, and there was no legal obligation on the crown to pay 
anything other than the price quoted in the bid. 


| Mr. Manpoziuk: Mr. Chairman, are we to understand that the contractor 
-as a rule comes to the department after he has completed the contract and 
| attempts to prove a case for entitlement to an additional award, or is this 


done during the process of the contract when something arises? 


__-Mr. Boyte: Yes, if during the course of the work a circumstance arises the 
_ contractor will bring that compensatable circumstance to our attention. Again, 
in the past, this was done in some cases, while in other cases the contractor 
held the claim until the end of the job because he obviously would not know 
| whether he had a claim or not until he found out whether or not he had made 
a profit. Under the present contract the contractor must bring circumstances 
_ from which a claim might arise to our attention within specific time limits. 


‘a Mr. Manpziuk: I have one further question. Do you now have a standard 
_ contract? 
Mr. BoyLe: We do use a standard contract now. 


a Mr. Manpzruk: Mr. Chairman, may we have a contract either incorporated 
in the evidence today or circulated among the members of the committee. 

_ The CuarrMAN: I think that could be done. Is it agreeable to members of 
the committee that contract forms be left with the clerk and circulated to the 
| members. 

Some hon. MemBeErs: Agreed. 

The CHAIRMAN: Do you have a question to ask Mr. Winch? 


| Mr. WincH: I have two questions I should like to direct to the deputy 
| minister. As a result of my experience in industry, I completely understand 
that small and big mistakes can be made, but I am very interested in a re- 
, Mark made by the deputy minister at approximately five minutes before we 
adjourned this morning to the effect that on occasions gross mistakes are 
made. I should like to ask the deputy minister what his procedure is in 
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handling gross mistakes when they are discovered. Can you give an 
example of a gross mistake being made and indicate how you handled it? ae 


Mr. LALONDE: I have not been with the department long enough to come 
across a case of that kind, Mr. Winch. ; 


Mr. WINcH: You made the statement that there are gross mistakes made. 


Mr. LALONDE: There are one or two cases mentioned by the sna 
General in the 1963 report. 


Mr. WincH: Where are those items listed in the 1962 or 1963 report? ~ 
Mr. LALONDE: The first item is 18 in the 1962 report. 
Mr. WincH: At what page does that paragraph appear? 


Mr. LALONDE: That paragraph appears at page 59 and involves the con- 
struction of some housing units in Fort Smith in the Northwest Territories. 


_ 


Mr. WINcH: I think that was the item to which I drew your attention this 
morning. 


Mr. LALONDE: Yes. 
Mr. WincH: The departmental representative was remiss. 


Mr. LALONDE: In this case the departmental representative assured every- 
body concerned he would take the necessary action to provide power at a 
certain time. He did not do so and power was only provided a month later. 
This gave rise to a claim and there was a separation there. 


The other item involves the construction of a building and is referred ta 
in the 1963 report, paragraph 80 at page 49. 


The CHAIRMAN: That item is not included in non-productive items, is it, 
Mr. Lalonde? 


Mr. LALONDE: That is right, Mr. Chairman. 


The CHAIRMAN: This is the next item we will refer to after we complet 2 
our discussion of the ones now before us. Perhaps the members of the com- 
mittee will leave this item for consideration after we have completed the 
items with which we are now dealing. 


Are there any further questions regarding the items now before us? © 


Mr. WiNcH: Can you indicate what your general attitude is toward gross 
mistakes? I am not suggesting that a man should be fired, but how do you 
handle this situation? 


Mr. LALONDE: I have experienced several cases during the past six months 
regarding departmental representatives being demoted for what I considered 
to be inefficient operation at the level at which they were making decisions 
Certain individuals have been subjected to reductions in pay for what I con- 
sidered to be gross negligence. These cases are not very numerous. 


Mr. WINCH: Yes. 


Mr. LALONDE: We feel that with the volume of work these people have to 
do—and there is no doubt that we have to decentralize more and more all the 
time—it is inevitable that there will be some mistakes if they are going to take 
any action at all. If they do not do anything, they will never make any mi 
takes, but we will never get anywhere. 4 


Mr. WincH: I am somewhat concerned about the relationship betwee n 
your district engineering office and yourself on requests or demands, or wha - 
ever term you wish to use, by contractors when they think that your plans are 
incorrect. If I wanted to do so, I could give a number of instances. May I ask 


what is your procedure on these matters when you have a demand by a con- 
tractor for an additional sum? What is your procedure on your plans? ; 
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his came up the other day with regard to a duplex. They just gave the 


; t it must be the same for the plumbing on the other side. I have had instances 


rk has to be done, work which must be done. It is to my personal knowledge 
that the treasury board has not passed certain expenditures or authorized cer- 
ain extra payment when it was not shown on your plans or specifications that 
the work had to be done in order to fulfil the contract. 

Iam now going to come to my specific point. Your regional office in Van- 
ouver turned down a request, the architect turned it down; everybody turned 
2 down; Ottawa turned it down. However, when the blueprints were really 
studied it was found that the regional office was wrong, the architect was wrong, 

the engineer was wrong, and you were wrong. 

Mr. MANDZIUK: To err is human; to forgive is divine. 

Mr. WINCH: How often are contractors stuck? I am speaking now on behalf 
of contractors. How often are contractors stuck because your architects, your 
Tegional office, your engineers say, “You should have known this”. They say 
‘that although the blueprints did not show it and the specifications did not 
show it. 

I think Mr. Williams knows the case to which I am referring. 

_ Mr. Tarpir: Can the solution to that problem not be that if a contractor 


‘does something that is not shown on the specification or the plan he gets a 
working order? 


Al 


a Mr. WINCH: You try to get it from the district engineers of the Department 
of Public Works! 


| Mr. WILLIAMS: The procedure we have—and this is implicit in the new 
contract—is that the contractor bids on the information he has at the time he 
enders and those inferences that it is reasonable to draw from them. In any 
et that goes out there are always supplementary drawings. There are, for 
xample, shop drawings. In making up his bid there are certain things that he 


among all bidders, and the differences may provide a different fit. He provides 


complete, but they are complete within the concept of the trade. 


_ From what you have said I am assuming you refer to a particular job in 
which there was a dispute at the district level with regard to whether he 
uld, from the information given to him in the initial stage, have assumed 
ind provided for certain additional works. It was checked with the consultant 
irchitect, and the consultant architect and district architect took the same 
lew. 


Mr. WincH: That he had no claim? 


Mr. WILLIAMS: That he had no claim. The matter was referred to head- 
luarters. The report from the district architect and the consultant architect 
Was reviewed in headquarters and, from the information provided, head- 
arters advised the contractor that he did not have a claim and the reason 
which he did not have a claim. The contractor subsequently wrote to 
1eadquarters on the basis of reasons for which we turned it down and gave us 
nformation which, when we checked it through, we found to be correct; and 
en he was paid. This is not abnormal procedure although in most cases 
, does not arise. 


Mr. Wi1nNcH: Harold Winch, M.P., who can read blueprints, read the blue- 
ints and your staff agreed that I was reading the blueprints correctly. Then 


rn 


ctions for the one side and did not write on the plan or the specification © 


ovides to meet the specifications. These provisions are not exactly the same 


appropriate shop drawings, so to that extent the original drawings may not be — 
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Mr. WituramMs: There was a difference in opinion and if there wa 
error made in our office we regret this. We took the necessary action to correct 
it as soon as we established there was an error. 

Mr. CameERON (High Park): With what additional information did He 
supply you when he wrote direct to headquarters? That is what I understood 
you to say he did. 

Mr. WILLIAMS: When we wrote back to him we gave him the basis | on 
which we rejected the request. We try to give the basis on which we do 
reject it so that if there is something we are not interpreting correctly or 
some information that he has to which we did not give proper consideration 
he has the opportunity to present it. 

Mr. CAMERON (High Park): I was interested to know what it was. 

Mr. WincH: Mr. Chairman— 

The CHAIRMAN: May we get the answer to Mr. Cameron’s question a ad 
then go back to Mr. Winch? ; 

Mr. Wriutu1aMs: The answer to your specific question is that I do not knov v. 
I am treating it in a general way; I am not speaking of a specific case. I think 
I know the case to which Mr. Winch referred, but I do not know the detai r 

Mr. CAMERON (High Park): I think I know, and probably we will agree. 
The plan for a double building showed heating on one side only; the other 
side of the building did not show heating. 

The CHAIRMAN: I would suspect this possibly covers a building that is 
not within the ambit of our consideration. It has been discretely hidden in 
generalities so far, and we should probably not go into detail. We are getting 
into the field of 1964, which might be the subject of a non-productive payment 
in some other year. 

Mr. Winch, have you finished? 

Mr. Wincu: I mentioned that in a general way but I was referring to t e 
British Columbia penitentiary, and that you probably know. 

The point I am after here is this: Is it not your architectural and engines r- 
ing practice that, if something has to be duplicated or if you have to gO 
through a certain procedure in order to be able to do what the contract cal 
for, it should not be shown on the plan? Does a mistake like this occur very 
often? 


Mr. Wriuu1aMs: I am not clear what you are getting at, Mr. Winch, but 
I would hope it is not very often that a mistake like this occurs. 


Mr. Wrincu: Is it the general practice in the Department of Public Works? 
You must have to do thousands upon thousands of blueprints and drawings. 
Is it not the general practice in that department when something has to be 
duplicated, if you do not show it on the actual blueprint, to mark on the 
blueprint itself that there has to be a duplication in such and such a circum- 
stance or, if one thing is shown on the first floor and the third, you will show 
on the blueprint that the same thing has to be done on the second floor although 
it is not in the contract? Is it not the case that you do this when, although 
something is not shown on the blueprint, it has to be done in order to complete 
the job properly? 

Mr. WinuttAMs: If it is shown as a detail on the mechanical engineering 
plan, then it should be referred to on the architectural plan on each floor as 
it applies. 


Mr. WincH: Thank you. It should be? 
Mr. WILLIAMS: Yes. 


Mr. WincuH: So the matter to which I am referring is just one of those 
occurrences when it was not shown? 
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. WILLIAMS: That is right. 

. WINCH: It was not shown? 

. WILLIAMS: That is right. 

. WINCH: Thank you. It should be. 
Mr. WILLIAMS: Yes. 


2 Mr. WINCH: So, what I am referring to is just one of those occurrences 
| _when it did not. 


Mr. WILLIAMS: Yes. 
Mr. WINcH: It was not shown. 
Mr. WILLIAMS: That is right. 


Mr. WINcH: Is there any check made by any senior officer between the 
| eduction of the final drawings and the one who uses them? 


Mr. WILLIAMS: Yes, there is a check made to the extent that we have to 
Brake sure the plans conform all the way through. Now we, like other people, 
| have a volume of work to do with a certain number of people. eras: 
| in some cases we miss them. 


le Mr. WINCH: Well, I know I never have caught up on all the mistakes I made 
in the construction business. 


The CHAIRMAN: Would you proceed, Mr. Southam. 


Mr. SoutHam: Mr. Chairman, this morning the Auditor General Mr. 
Henderson, in answer to a question in respect of non-productive payments, 
summed up the total amount for 1962 as roughly half a million dollars and 
I think in 1963 it added up to a little over $1 million. This in itself is startling. 
Could you tell us the reason for the increase between 1962 and 1963? Is it pos- 
‘sible that this may be due to what Mr. Smith referred to a short while ago 
in answer to questions put by Mr. Mandziuk, as recent changes in the contract 
form in order to make it a little more favourable or flexible to the contractor? 
As I say, is it possible that this would be the reason for this large increase in 
‘non-productive payments between 1962 and 1963? 


The CHAIRMAN: If I may interrupt, Mr. Southam, that was Mr. Boyle. 


Mr. Borie: Mr. Chairman, if I could deal with the question, I do not 
believe the introduction of the new form has had any effect on these non- 
productive payments. Perhaps it is the success Mr. Henderson has had in some — 
‘small way of increasing his own staff to make it possible to produce more 
evidence and, perhaps, there was a greater number reported in 1962 than 
in 1963. 

be Mr. SouTHAM: I have a further question on that subject. Who directed this 
pressure upon the department to have these contract forms changed to make 
them more favourable or flexible? 


Mr. Boye: There is a body in existence, the treasury board advisory com- 
mittee on contracts, which is chaired now By the comptroller of the treasury, 
On which representatives of the major construction agencies, public works, 
pect northern affairs, D.C.L. and so on are represented. This group has 
‘been working for a very long time under terms of reference given by treasury 
board to produce a contract. It has three terms of reference, (a), to make it as 
fair as possible between the contractor and the crown; (b) iS make it as simple 
and as easy to understand as possible, and, (c), to identify the professional 
responsibilities of the professional persons involved, These are in the terms of 
Teferences set out by treasury board, and the contract was developed by the 
treasury board advisory committee. 


fe Mr. SoutHam: To follow along that line of questioning and the number 
of items listed in 1962 in respect of non-productive payments, with an increase 
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in 1963, could you advise ite the percentage of the neseprodecien! paym 
items were compared with the total number of applications which came bef 
the department for revision of contracts. I am trying to get this into the prope 
perspective. fi 
Mr. BoyLe: I would not want to answer without doing further research 
in this connection. However, I will be glad to supply you with this informatior . 
Mr. SouTHAM: The reason I put the question is that it might put this whole 
thing into a better perspective so far as the department is concerned. We are 
dealing with a number of cases here which look fairly glaring; however, the 
over-all picture may not be so bad when we are supplied with the information 
in respect of the total number of applications reviewed. a 
Mr. BoyvLE: We will be glad to do some research on this. We are unable 
to give you this information today but we will be glad to furnish it later. 


The CHAIRMAN: Does the committee agree that when this letter is received 
it should be tabled and printed as an appendix to these proceedings so the 
information will be available to the members? g 


Some hon. MemMBERS: Agreed. 
Mr. SoutHam: In answer to my first question, will Mr. Henderson or some- 
one advise why the increase in 1963 is almost double that of 1962 in respect of 
these non-productive payments? 


Mr. Henperson: First of all, I might just say that the number of people 
that Mr. Smith has on his establishment handling the auditing work for the 
Department of Public Works has not been increased in 1963 or 1962. : 


As you know, our work is a test audit; it is not a complete check of all 
the transactions of the department, and the non-productive payments listed 
here are only those which come to our attention in the course of carrying out 
that test audit. We discuss them with the department. In fact, they are good 
enough to check the correctness of the facts with us before the note is even put 
in, and we have sought to eliminate any so-called border line cases. 


I would like to just mention to the committee that there never really has 
been a precise definition given to me or my predecessors of what constitutes a 
non-productive payment. In 1962, as you will see from my reference at the 
beginning of paragraph 115, I refer to the committee’s direction to me to list 
all of these encountered in the course of my work, and that I do. We go to con- 
siderable pains to present the facts just as fairly and as clearly as we can. 


I think in our discussion today about the cases we encounter in connection 
with our work with the Department of Public Works you do have to realize 
that the department, as the deputy minister said, is essentially a servicing 
department, and they are by no means to be blamed at all for a number of 
these because they are caused by circumstances beyond their control. For 
example, number 19 in 1962, in respect of architectural services in connection 
with the proposed R.C.M.P. building in Markham, the R.C.M.P. decided after 
the work had been started that Markham was not the place they wanted to 
locate because it was too far from Toronto. Nevertheless, acting on earlier in- 
structions, the department had proceeded to make commitments. Therefore 
it is factors like these that I know you will want to bear in mind as you assess 
the situation. Mr. Lalonde this morning discussed the construction of a surveys 
and mapping building in Ottawa, item 12. Again, that was as a result of action 
taken by the Department of Mines and Technical Surveys. Now, Mr. Lalonde 
and his associates are speaking to these things because, of course, they take 
place on their books. I just felt I should mention this, Mr. Chairman, because 
I think this whole thing should be brought into the proper perspective and, in 
ai to the Department of Public Works, these things must be borne in 
min Ml 
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ely one half million dollars in respect of 1962 and a little over $1 million 
1963 and, as I understand it, this was for all departments. Is it possible that 


ou made more spot checks in the latter year which ea this figure or was 


iere, in fact, that much of an increase? 


Mr. Senin As I Hated: you i ihinied this ve this morning as approxi- 


Mr. HENDERSON: Perhaps I could have Mr. Smith say something in that ie 


mnection. He is in charge of this work in the Department of Public Works. 


Mr. SmitH: Mr. Chairman, I think there is bound to be a variation from. a é 


year to year in the number of items which we have selected as fitting into this 


rather nebulous definition of non-productive payments. ‘While our examination — Me 


is on a test basis I think that the items which appear in the reports for the at 


i respective years in which we are dealing do, in fact, represent practically all, Wa 


if not all, of the non-productive items in excess of $1,000. 
i 


bring to light. 


a Mr. SoutHamM: I was just wondering in view of these two years and the 
‘total amount, whether we should not go back a year or two and get the figures 
for 1960-61. would they show a gradual increase, or this much /of an increase? 
“4 his seems like a fairly large increase. Maybe we should get the whole thing 
-into perspective and see whether this is accelerating or maintaining a happy 
nedium. 


Mr. SMITH: For some reason, which I cannot explain, the Aes of iene 
of this nature relating to the Boeat year 1962-63 was greatly in excess of any- 
hing which we had experienced in the past. 


‘contractor, if he lost money, could come back to the department and put his 


case before the department and secure some help? 
7), 


enforceable. 


q Mr. STENSON: They would not receive any money whatsoever? 


Mr. Boye: I cannot say a definitive no. Our position would be that we 
could give them compensation owing to them under the contract. 


. 
aa 


i) 


Mr. STENSON: Would they have to show something for it? 


a Mr. Boye: The loss of money in itself would not be sufficient grounds to! 


e consider additional compensation. 
Mr. Manpziuk: Mr. Chairman, my question stems from Mr. Southam’s 


d paid, because we are given to understand that these came up from a spot 


maybe to considerably more than a million or a million and a half dollars. 


Mr. ManpzuiIk: Yes, just the years under discussion. 


ee would like to ask a question and I do not know at which point to ask it. 
because as we have these distinguished witnesses from the Department of 


or at some other time, about their specifications which are non- productive in 
» 21234—3 


Mr. Stenson: I would like to ask did Mr. Boyle, intimate to us that a 


Mr. Boye: In the department we try to live within the terms of the 
contract on the basis that it has now been made equitable and therefore is 


estions. I believe Mr. Boyle promised to give us the number of COM) 
actors whose claims for additional awards were rejected. Could Mr. Boyle at : 
e same time, while on that task, give us a list of the number of claims made _ 


heck by the Auditor General and therefore there could be others amounting es 


Mr. BoyLe: I will try to give you a list of the contracts, those paid and 
those rejected. This might involve a considerable amount of work, and somes, 
yf them may escape us. Could I confine myself to a given fiscal year 1962- 63? 


Mr. Wincu: Mr. Chairman, I am basically asking for your advice because 
I relates in general to non-productive payments. I am asking for your advice, 


lic Works with us I would like to ask them a question, either at this point — 


a _ Undoubtedly there will be smaller claims which our test audit did not 
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that they specify, in construction work, that a contractor rast eee eats 
ment of a trade name, which often has to be imported into Canada, whe n 
the same equipment or its equivalent which is even more efficient, can be 
obtained at a much smaller price. I am very much intrigued with this, and I 
will say right now that at the moment my studies make me believe that it: iss 
not in the Department of Public Works but somewhere else there are kick- 
backs on the specifications. I am asking you, Mr. Chairman, at which point I i 
might ask this question, now or later on? 
The CHAIRMAN: This is a question of general nature. I do not know 
whether the department officials are in a position to answer it. 
Mr. Wrincu: If my question can be asked now I would like to make it 
more specific. Can I do it now? 
Mr. Manpziuk: I think this is practically a charge, and a serious one. I 
think Mr. Winch should be more specific. It is a reflection on somebody or 
other in the department. We are not trying to put them through the wringer, 
but we are trying to find out facts. ; 
The CHAIRMAN: Not only that, of course, but the department officials are 
here to deal with specific matters which are contained in the Auditor General’s — 
report. 5 
Mr. WrincH: Could I ask the question at the end of the meeting? 
The CHAIRMAN: You could frame your question specifically. If it is 
matter which comes within the ambit of Mr. Henderson’s report, it is a matter 
which these gentlemen must be prepared to answer. If it is not in Mr. 
Henderson’s report, but if it is remotely related to it, we might be able to 
consider it. We will get through the other items, if we can, and then we will 
consider it. 
Mr. CarvirF: I have been following this very closely and I would like to 

ask the following question: Is it not a case of a lack of direction from some 
person who is responsible and in charge? We cannot get that information 
out of the deputy minister or anyone else because they will not pinpoint 
anybody down, but is it not a case of a lack of direction from some respon- 
sible person who is in charge which causes a lot of these mistakes? Mind you, 
I can pick up the book here and pick out a dozen items where the contracto. 
received twice as much as the contract price in the first place owing not to 
his fault but to a lack of direction from the department. I can name the 
cases, if you want me to. < 
Mr. LALonpE: Mr. Chairman, I am afraid these are general questions that 

are very difficult to answer. Is this lack of direction on the part of the con- 
sultant or the architect or the engineer? Is this lack of direction on the part . 
of the district official? 
Mr. CarpirFr: I would say it was lack of direction on the part of comeboume 
responsible for these changes being made. I have not the slightest doubt that. 
the deputy minister knows pretty well where these mistakes are made. 
Perhaps he corrects them, I do not know. If he does not, he should. It is the 
responsibility of the Auditor General, as far as I can see, to find these things 
and to point them out to the committee. He has a double-barrelled respon 
sibility because he has also to protect the contractor. 
Mr. LALONDE: Once we get the report of the Auditor General it is too late | 

to take corrective action on that particular item. The only thing we try to 
do is to prevent a recurrence, but we are not always successful. 


Mr. Carpirr: This has been going on for years. 


Mr. LALONDE: Yes, ever since there has been a government. You cannot. 
stop this altogether. 
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Mr. CarpiFF: That is true, but mistakes can be corrected. I am not critical 
n someone makes a mistake because if you do not make mistakes then 
ther people want to know why you are not doing very much. However, we 
ant to know who is responsible for these mistakes. This is costing this 
country a lot of money. That is what we are here for; to try to correct them. 


- The CHaIRMAN: While Mr. Lalonde is considering whether there can be 
. further answer, Mr. Hales has a question. 


Mr. Hates: Mr. Chairman, I apologize for being late but there is a fact Is 
vant to point out. While we were on item 13, construction of a breakwater at 
Yew Haven, Nova Scotia, which we were discussing this morning, I think 
he committee wanted to know who owned the other quarries. Has this been 
answered? : 

_ The CuarrmMaAN: No, we got started on the other matter and we are pro- 
ecting ourselves in several directions, Mr. Lalonde has this material and he 
$s going to read it before we leave. 


_ Mr. Tarpir: The same thing worries me as worries Mr. Cardiff. I know 
t is inevitable that there will be some errors in a big operation such as the 
epartment of Public Works, but although these errors are drawn to our 
‘attention there is no specific blame put on anybody. For instance, let us take © 
\the purchase of land for the R.C.MP. building at $127,000. Somebody must 
have given the O.K. for the purchase of this land at Markham, Ontario. Was 
, the same person who a couple of weeks ago found that it was in an improper 
lace and that the $127,000 had been spent for nothing? I think what Mr. 
ardiff and I are worried about is that we find out that these things have been 
one, but we never do find out who did them. 


Mr. CarpirF: That is the point; nobody is ever pinned down. 


Mr. Tarpir: Then we ask whether any disciplinary action is taken. If a 
son is guilty of one or more mistakes which cost the country a lot of money, 
itis a proper question to ask whether any disciplinary action is taken. Certainly, 
we know there are going to be mistakes, but we would be interested in knowing 
‘whether these mistakes are made by the same persons all the time. 
|. Somebody must have been responsible for giving the O.K. to purchase the 
and at Markham, Ontario, for the R.C.M.P. headquarters. Certainly, if the 
j9erson who did that did it without finding out how impossible it would be to 
ive the expected service from such a distance, then definitely there must have 
j9een a lack of efficiency, a lack of knowledge, or both. We never find out who 
did it. The department says, of course there are mistakes and that efforts will 


/)€ made to see that they do not happen in the future; but if the same man makes 
Neveral of these mistakes, I would think that if he were transferred somewhere 
“ise, or if he were given a ten month leave without pay, this might help cure 
hese things in the future. 

| Mr. Carpirr: If this land was acquired for an R.C.M_P. building at Markham, 
Intario, and the government does not use it for that purpose, what happens to 
le land? . 

_ Mr. Taroir: It is still there. 


Mr. LALONDE: We are in the process of declaring it surplus to require- 


- Mr. Manonzrukr: Is it still worth the amount of money that you paid for it? 
_ Mr. LatonvE: We think so. 

LS Mr. Manpziuk: We have had experience in respect of what the Crown 
\ssets Disposal Corporation does with these things; they sell it for a buck. 


Mr. Tarovir: Is there an answer to my question? 
2123433 
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Mr. LaLonpe: I am endeavouring to find out who wrote to us to te 
buy this. oa ’ : Candee ; , 
Mr. Wincu: Was it the R.C.M.P. who said they wanted it there? 
Mr. LALONDE: That is right. ae 
Mr. HaLes: Mr. Chairman, may I ask which is the next item we will take ug 
so that we might be studying it? 4 
The CHAIRMAN: We will be taking up paragraph 80 in the 1963 report. — " 
Mr. HaLEs: What about item 17 in paragraph 115? a 
The CHAIRMAN: We have been dealing with the non-productive items ing 
group. We are still on those items, both in the 1962 and the 1963 reports. Whe! 
we finish those, we will proceed to paragraph 80 in the 1963 report. y 
Mr. Tarpir: May I suggest that for future meetings the persons who a 
going to be witnesses before this committee, and who I presume know hat 
is to take place, bring along with them the documents pertaining to the item 
which will be discussed. uv 
Mr. LALONDE: We are going through the notes right now; they are here. 
Mr. Tarpir: I am glad you are not guilty of this, but previous witnesses 
have been guilty of it. Members of parliament do not have a tremendous mems- 
ory; sometimes they forget, and eventually do not obtain their answers. 
The CHAIRMAN: At this time I will ask Mr. Lalonde to give an answer t 
the question in which Mr. Hales is interested. | 
Mr. LALonDE: This is with regard to the breakwater at New Haven, whick 
is item 13. The question was asked: Who did the quarry belong to in the fi 
contract? I now have the information which is contained in the specificatic 
clause 19, in respect of procurement of rock. The information is to the effec 
that the site is owned by the Department of Public Works, and that there is ¢ 
sufficient quantity of suitable rock on the site. This is where the specification 
were wrong, because it turned out later there was not sufficient rock. . 
Then, on the second contract the contractor was told to make his ow 
arrangements to provide whatever rock was necessary to complete the job. One 
of the queer things in this matter of public bidding is that on the first contrac 
there was no charge made for the rock taken out of our quarry. That quarry was 
next to the site and had been purchased not as a quarry, but as a suitabl 
approach to the breakwater, and at the same time served the dual purpose 0 
providing the rock. If the intention had worked out, it was good but the unt 
prices were higher on the first tender than on the second tender, although the; 
were not by the same people. There were public tenders in both instances. — 
Mr. Hates: In the second case, the quarry was the responsibility of the 
contractor? . 
Mr. LALONDE: Yes. 
Mr. Hates: To go back to the first tender, the Department of Public Works 
was going to supply the quarry stone out of their own pit, as it were. a 
Mr. LALONDE: That is right. 
Mr. Hates: This had been purchased for approach purposes? 
Mr. LALONDE: Correct. : 
Mr. Hates: Did the department take any soundings or make any investi- 
gations in respect of whether or not rock was available on that property? 
Mr. LALoNDE: There were no actual drillings, as Mr. Williams explain 
this morning, to test the quarry. It appeared to be sufficient and this is where 
we admit a mistake was made. 
Mr. Hates: We do not need to pursue that any further. The departm 


i 


admits they made no soundings and no testings, and thought there was suf- 
ficient rock there. aM 


Ss basis? 


operty; would it be the area man? 

_ Mr. Latonpe: The district engineer. 

Mr. Hatss: Is he still on the job? 

Mr. LaLonpE: Yes. 
Mr. HAueEs: He is located in Halifax? 

_ Mr. Latonne: Yes. 


a Mr. HALES: How long has he been there as the district engineer in Halifax? 


Mr. LaLonvE: Since 1955 or 1956. 
_ Mr. Hates: He went there in 1955 or 1956 as area engineer? 
| _ Mr. Latonpbe: As district engineer for harbours and rivers. 


_ Mr. Hates: Has he had any promotion since then, or has he had a promo- 
ion since this particular case happened? 


| Mr. Latonpe: No. 

| Mr. Hates: I believe this was in 1962? 

| Mr. Latonve: No: this was in 1958-59. 

_ Mr. Hates: The work was done in that period? 

_ Mr. Latonpe: Yes. 

Mr. Hates: You do not know whether or not he has had a promotion since 


Mr. LALONDE: He has had no promotions. 

Mr. HaLes: Has he had an increase in pay since then? 

Mr. LALONDE: Yes; the usual salary adjustments or increments. 
i _ Mr. Hates: I do not think I need pursue this any further. 

| The Cuarrman: Mr. Stenson. 


| Mr. STENSoN: My question is in respect of item 13 in paragraph 115. What 
Le annot understand is that if the estimated cost of the contract was $125,000, 
2 certainly did not complete it, or nearly complete it and yet he was paid 
1,000. Could you explain to us why he was given so much money and was 
ot able to complete the contract? 


; Mr. LALONDE: I think the estimate of the cost was based on unit prices. 


L SO much, plus overhead and everything else. 

_ That is why the whole construction became much more expensive than the 
riginal estimate. 

_ Mr, STENSoN: Would he have a fixed unit price when he got this contract? 
4 _ Mr. LaLonveE: Yes, I mentioned it this morning. 


| Mr. STENSoN: He must have delivered very few units. How did they Route 
aying the contractor $121,000? 


_Mr. LaLonbE: You had better explain it, Mr. Williams. 


Mr. WILLIAMS: Because the contract was not practical; he could not perform 
ontract because he could not get the rock. He could not be paid at the unit. 
e in the contract, because it was impossible for him to perform because of 
error. In a situation like that you negotiate, or you try to negotiate a settle- 
And in the absence of that, you must pay under the contract cost- plus; 
we had to pay him his costs under the contract, plus. 
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: Hates: And they thought wrong. The specifications were drawn up 


Mr. Hates: Who in the department would say that there was rock on this _ 


Ss is what we explained this morning. This is where the whole thing went — 
ng. The basic items on which you had to pay were so many tons of rock > 
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Mr. STENSON: You feel that the costs were shown as his Sypensoee 

Mr. WiLLIAMs: His costs were examined. He provided us with his boo 
his costs, the amount of money he spent on his equipment, and the wo 
he did in moving his equipment in and out; the formula is cost plus ten pe 
cent. : 
Mr. Manpziuk: Was there any consideration given to the obligation of the 
contractor to check, on his part? Was there any obligation on the contractor 
to find out whether this particular quarry was suitable or not? 

Mr. Wituiams: As I said this morning, this was an exception where wi 
undertook to say “That is where you will get it.” Then it became our respon- 
sibility, when it otherwise would have been his responsibility. t 

Mr. Hates: I am sorry to have to come back to this, because I did not 
think of it earlier; but this approach land which you bought and eventually} 
found to have rock on it for this job, from whom was it bought, and wha 
price was paid for it? 

Mr. Wiu1ams: It was purchased by the crown from Mr. John Jacob 
McLeod of New Haven; and the price was $6,270. It was an expropriation. 

Mr. Hates: That seems to be in order; first—how many people tendered on 
this first contract, and was the lowest tender accepted? 4 

Mr. LALONDE: Nine people tendered, and the lowest tender was accepte 

Mr. Hates: So it is pretty much the one point, an error in judgment 
this particular piece of property, where the department said there was ro 
while in fact there was no rock; and the man who said there was rock th 
was your district engineer, and this mistake cost the taxpayers of Canadé 
$95,000. R 
Mr. Wincu: I have a question which I think is important, at least it is te 
me, Is it general policy of the public works department that if a contract 
is accepted and a contract awarded, and then because of an error in judgmen 
of the department the contractor is unable to complete his contract, he is the 
paid off on the basis of his costs plus ten per cent profit on his actual costs 
Is that a general policy that is applied here? 

Mr. WILLIAMS: Yes. You have three alternatives: you may negotiate fol 
an amendment to the contract taking into account the change; or you ma 
negotiate, or if you have to terminate, you can negotiate a lump sum set 
ment; or, if you cannot make a satisfactory negotiation, you may pay the con 
tractor on a cost-plus basis, that is, cost plus ten per cent. 

Mr. Wincu: Is it always cost plus ten per cent? 

Mr. WiuraMs: That is right. The ten per cent is for overhead, not profit 

Mr. WincH: I have worked on jobs over 35 years where it is T.M. plus 
time and material plus. Is cost not the same thing? 

Mr. WILLIAMS: Costs are defined as being the actual cost. 

Mr. Wincu: Is it not the T. and M.? 

Mr. WILLIAMS: Time and material, yes it is essentially that. 

Mr. WincH: Plus ten per cent? 

Mr. WILLIAMS: Yes. 

Mr. WIncH: So it is ten per cent profit. 

Mr. Wituiams: No, the ten per cent is to cover his overhead sucha a 
insurance, workmen’s compensation, and so on. If there is a mark up in if 
I suppose, there is some profit. 

Mr. Wincu: I always understood that T. and M. meant all the cost of thi 
contractor plus. 
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Ss Mr. Witutiams: It depends on the definition of costs. 


_ Mr. Wincu: Even in compensation you can go as high as 6 per cent alone; 
especially on quarry work you can go to 6 per cent. 


Mr. WILLIAMS: Under wages yes. 


Mr. Boye: In a construction contract the cost formula is defined as costs 
acceptable in a settlement of this kind. It is the time of persons who are 
~ employed directly on site. 

| Mr. WincuH: I do not know about Ontario, but in most provinces there 
must be vacation pay, compensation, and so on included. Are ee not ante 
as being costs of the contract? 


s Mr. BoyLe: Yes, but in addition there is ten per cent to cover the head- 
5 office costs, and fnere is no provision for anticipated profit or loss of profits. 


The CHAIRMAN: Have your officials any other information available? 

Mr. LALONDE: Yes. We were given instructions in a letter from Assistant 
es Beer mnissioner Perlson of the R.C.M.P. on January 10, 1958, to expropriate the 
' Markham site, and informed that the expenditure had been ap pio by the 
eos _ treasury board. 

Hey Mr. WincH: These were orders given to public works upon instructions 
| from the Royal Canadian Mounted Police? 

le Mr. LALONDE: That is right. \ 

the Mr. WINCH:I want to be very careful because I want to be fair. Therefore, 
| while you are nominally involved, you had to operate because you had received 
| instructions from the R.C.M.P. through the Minister of Justice. 

Mr. LALONDE: That is the way we work most of the time. You see, we 
are a service department. We are told to do something. We are a copetaction 
agency. We may be asked to do something by another department, and the 
_ decision has usually been approved by that other department. 


| Mr. WiNcH: Does the Department of Public Works expropriate land at 
os the request of other departments? 

Mr. LALONDE: That is right. 

Mr. Tarpir: It is unfortunate, because when reading this one would tend 

to say that the responsibility for doing this was the responsibility of the 
a Department of Public Works. But when we ask questions about it, we find out 
that the responsibility was that of the R.C.M.P., with the sae ueneeil of the 

| treasury board. 

Mr. HENDERSON: I pointed this out earlier. I drew your attention to this 

one example, when I said there were circumstances over which they had no 

control because of the nature of their operation being largely as a service 

agency. 

Mr. Tarpir: Would it be possible to put information of that type in next 

year’s report so that instead of questioning the Department of Public Works 

| we might question the R.C.M.P. or representatives of the treasury board? 

1a The CHAIRMAN: That is an excellent suggestion, Mr. Tardif. We can con- 

| sider it when we reach our consideration of the report for the House of 

| Commons regarding the non-productive items. 

Mr. WincH: I think this is one point we should be very careful to keep 

i in mind when considering our report. 

ti Mr. HENDERSON: I should like to point out that if you read that paragraph 

| if you will note it states: 

g In April 1960, following a review of the suitability of the Markham 

site, the conclusion was reached by the force that it was too remote 

from downtown Toronto— 


Are you suggesting I should put that in bold type? 


Mr. TARDIF: ONO) that ad not roe x BaSS 

Mr. HENDERSON: This statement is here and we have tried to give 
facts. 

Mr. Tarpir: The paragraph states that the Department of Public Wo 
purchased this property for the R.C.M.P., and then in the later part of the pa 
graph you state that the R.C.M.P. decided it was not a suitable location. 


Mr. HENDERSON: That is right. 7 
Mr. TarpiF: I do not have a degree in literature, but those words indicate 
to me that the Department of Public Works is responsible for the mistake yet 
the R.C.M.P. told the department, as is indicated at the end of your paragraph, 
that the Department of Public Works should not have purchased that property 
because it is not suitable. That is the impression I gain in reading that para- 
graph. 9 
Mr. HENDERSON: That is right. 


Mr. Wincu: I think I have the situation clear in my mind but I should like 
to ask this question to get the information on the record. Mr. Lalonde, do I 
understand correctly that your department is obligated at any and all times 
to expropriate property and prepare plans on the instructions of any other de- 
partment of government? oi 


Mr. LALONDE: If a department has obtained the approval of the treasury 
board for the construction of a building and the purchase of a site on which tal 
construct it we will on occasion point out, if we have reasons to doubt that we 
can build the kind of building required on the kind of site suggested, that it 
is not a good site. Otherwise we do not question the choice of location by 
another department. 

Mr. WincH: You are obligated to follow through any instructions from a 
department through the treasury board in respect of expropriation of land; is 
that right? 

Mr. LALONDE: If we think the suggested site is not suitable we do com- : 
ment on that fact but if the department insists on going ahead I think we 
are obligated to do so. 

Mr. WincuH: Bearing in mind your own words regarding this situation, did 
you raise any objection to this particular site? Bs 

Mr. LALONDE: There was no reason for any objection because we were able 
to erect the kind of building the R.C.M.P. wanted on that particular site. 


Mr. Wincu: I am referring to what you said earlier, that if in your esti- 
mation the site chosen by a department is unsuitable you so indicate. Did 
you question this site for this purpose? 


Mr. LALONDE: We did not question this one, no. 


The CuHarrMAN: Are there any other questions in respect of non-produc- 
tive payments or may we now move on to a consideration of paragraph 80, 
reserving to Mr. Winch the right to ask a question at the end of our meet 
which may or may not be in order? Paragraph 80 reads: c 

80. Failure to recover, or seek recovery of, cost of remedial work. 
The construction of a public building at North Bay, Ontario, to accommo- 
date personnel of a number of departments was substantially completed 
in April 1957. Because of certain known deficiencies in the work, the final 
payment to the contractor was not made until December 1957 and his 
security deposit was released in the following month. In the meantime, 
the premises had been progressively occupied and, during the winter of 
1957-58, the district representative of the Department of Public Work Ss 
received many complaints from the occupying departments. In March 
1958, he informed the contractor of 39 deficiencies which required correc- 


nae 
‘ 


oa Of these, 34 were of a minor nature and were corrected by the con- 
_ tractor but, although over a period of four years he was repeatedly 


- he had followed plans and specifications. On the other hand, the depart- 
ment took the stand that the repairs were required because of poor work- 
manship or faulty materials, and the cost of the remedial work would 


been released prematurely. 
Early in 1962, because some of the unsatisfactory conditions had cre- 


charged to the 1962-63 appropriation for “Balances required to complete 
any projects undertaken in previous fiscal years and for which no specific 
provision is made in the fiscal year 1962-63” (Public Works Vote 190). 
Efforts to recover the cost of the remedial work from the original 
contractor have not included recourse to legal action. ; 


_ Mr. Hautes: This paragraph refers to a public building in North Bay. 
| should like to know the tender price paid for erecting this building and why 
the department released full payment to the contractor before these deficiencies 
had been corrected? 


. The CHAIRMAN: Have you any comment in this regard Mr. Lalonde? 


i Mr. LALONDE: Yes, Mr. Chairman. The contract was in the amount of 
$1 847,658 and was awarded to the low bidder, Bennett and Pratt of Weston, 
Ontario, in December, 1954. It was completed on April 29, 1957. 


Mr. Hates: How many firms tendered, Mr. Lalonde? 


Mr. LALONDE: When the building was completed there were some defi- 
Ciencies and there was an argument between the department and the contractor 
regarding responsibility for the deficiencies. The department claimed they 
resulted from faulty workmanship on the part of the contractor. The contractor 
claimed this was not so. The contractor argued that he had lost money. He said 
he had lost $172,000 and refused categorically to undertake any repairs. In 
if 1962, another contract was awarded to repair the deficiencies. These negotiations 
4+ 
been some dispute whether these deficiencies were entirely or only partly the 
contractor’ s fault, there could be no successful legal action taken against the 
contractor for the amount involved. 

Mr. Hates: Some things may be easier to say than to execute and I realize 
that, but you accepted a tender at a certain price to construct the building 
der specifications prepared by the department, and it was the contractor’s 


tractor was responsible to complete the building according to your request and 


the contractor in December. The contract commenced in April and the 
ulding was substantially completed in 1957. At the end of 1957 you released 
$s security deposit. Can you tell members of this committee why you did not 
ep the deposit until you were satisfied the job had been properly done? ; 
Mr. Wituiams: Up to April of 1957 there were some deficiencies which the 
ontractor did correct. During the following winter additional deficiencies 
became apparent. These deficiencies showed up between the end of 1957 and 
pril of 1958. We tried to get the contractor to correct these deficiencies. 
think we must add that in the atmosphere of getting the previous 34 of 39 
ciencies corrected during that winter we would have been better off had 
not released his total security deposit in December of 1957. The district 
itect or his representative at the time did inspect the building on com- 
tion of the correction of those deficiencies and gave a clearance, so we 
PG 
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ordered to deal with the remaining items, he refused on the grounds that 
undoubtedly have been withheld from the security deposit had it not 


ated a public hazard, a contract was placed with another contractor for 
the correction of the outstanding deficiencies. The cost of $40,156 was 


took quite some time and the department eventually felt, because there had 


obligation to complete that building according to your specifications. The con-— 


> did not, yet you released his security deposit and made the final payment 
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released the funds. Following that release we were then in the position 0: 
having recourse only in terms of legal action. There was a difference of opinio1 
whether the four deficiencies in dispute were design faults or the contracto re? 
faults. : 
Mr. LALONDE: I may say, Mr. Hales, this case is another one in respect | of 
which there was a separation on the part of the district architect and the 
department. He had inspected the building and gave a certificate when obviously 
he should not have done so. 
Mr. Hates: The district architect of the Department of Public Works? 
Mr. LALONDE: Yes. ; 
Mr. Hautes: What do you mean by a separation? 
Mr. LALONDE: He resigned from the department. 
Mr. Hates: I know in my own case there was a holdback with the con 
sulting architect in a public building, and he was not paid for two to three 
years after the building was completed. He was not paid until he was sure that 
it was properly done. There was a holdback there, and it was fixed up even 
though it did take two or three years. But in this case you went ahead ant 
paid this man before you should have done. ; 
I do not suppose there is much to be gained by pursuing it any further 
but what are the largest items in this $40,000 that were deficiencies in 
building? Just give us a few of the largest items. : 
Mr. WILLIAMS: The major item was the facing stone. There was a leakagh 2 
Water leaked in and it froze in that first winter, and it loosened up the facing 
stone. That was the largest single item. There was also a problem of a similar 
leakage in some of the flashing on the roof. There was some plaster cracking, 
I think, and there was some problem in the ventilation. Those were the fou 
major items. q 
Mr. Hates: Has this firm received any tenders from your department 
since then? 
Mr. WILLIAMS: They have never had any work from us since and, to my 
knowledge, they have not tendered. 
Mr. Tarpir: If they have lost $172,000 they cannot afford it any more 
The CHAIRMAN: Paragraph 81, Mr. Henderson? 
Mr. Hates: Before you proceed, Mr. Henderson, may I ask if the separa 
tion was related to this particular incident? 
Mr. LALONDE: To that and other things. 
Mr. HENDERSON: Paragraph 81 is entitled “Failure to recover part ol 
dredging costs.” 


81. Failure to recover part of dredging costs. It has long been the 
policy of the Department of Public Works to limit its participation in the 
cost of dredging access channels from private areas to main channels, t¢ 
sharing the cost equally with those desiring such access, and not to 
accept any financial responsibility for dredging slips or berthing areas 
considered to be of a private nature. A departure from this policy 
observed during the year when a payment of $45,000 was made to the 
City of Trois-Riviéres as a charge to the Public Works appropriation 
for ‘‘Dredging-Maintenance and Operation of Plant and Contract and 
Day Labour Works” (Vote 150). 

In October 1962 the Department of Transport requested the Depart- 
ment of Public Works to undertake dredging in the St. Maurice Ri 
in connection with the development of a municipal park and marina 
the City of Trois-Riviéres. The former Department had already 
quested quotations for the work involved, from three dredging firms: 
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in the area. The Department of Public Works, in reply, referred to its 
policy in such matters and stated that it would be prepared to recom- 
mend only the sharing of the cost of dredging the access channel, 
which would mean a departmental outlay of about $9,000, but that it 
could accept no financial responsibility for the mooring basin and 
berthing area associated with the municipal park. The Department also 
stated that it could not award a contract on the basis of the bids already 
obtained by the Department of Transport because section 36 of the 
Public Works Act required that tenders be invited by public advertise- 
ment. It suggested, therefore, that the City negotiate a contract for 
the dredging, with the payment by the Department being in the form 
of a contribution to the City. 

After further representations by the Department of Transport that 
the Department of Public Works should make a contribution of $45,000 
to the City to cover the full cost of dredging not only the access channel 
but also the mooring basin and berthing area, the Treasury Board was 
approached for authority to make the contribution on this basis and 
such authority was given in January 1963. 

As well as being at variance with the policy with respect to sharing 
dredging costs, the priority of the charge to Public Works Vote 150 

hae is open to question because of the long-standing policy that financial 
assistance may be given to outside organizations only from parlia- 
mentary appropriations specifically provided, or clearly intended for 
such assistance. 
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In the opinion of the audit office, this payment, in addition to being at 
variance with the policy outlined, is open to question because of the charge 
to public works, vote 150, violating as it does the long standing policy that 
financial assistance may be given to outside organizations only from parlia- 
‘mentary appropriations specifically provided or clearly intended for such as- 
sistance. 

I understand that in the departmental view this expenditure did not 
Brepresent an expenditure in the normal sense but rather an alternative method 

of carrying out the work which, in the circumstances, the department would 
ha ave undertaken itself directly or by contract. 

Perhaps Mr. Lalonde would care to add something to that, Mr. Chairman. 

Mr. LALONDE: I think Mr. Boyle is the financial expert and I will ask him 
to answer that. 

Mr. Bove: This is a difficult area for departments, I think, in trying to 
adhere strictly to the principle that payments in the nature of grants and sub- 
sidies must be included in the wording of the vote. We do subscribe to it, of 
course, and we have a number of votes in which this is made quite clear. 

In this particular case, as was indicated by Mr. Henderson, there was a 
‘recognition on the part of the department that departmental responsibility 
could be argued to be involved. Therefore, in other circumstances, we would 
have undertaken this work on our own account either by entering into a con- 
tract on our own account or using our own dredges. 

Because of the rather fortuitous and, we thought, favourable circumstances 
in which we found ourselves, namely that tenders had been called and the 
prices obtained had been very good, we felt that it was in the public interest 
| to permit those tenders to be acted upon, thereby letting another non-federal 
ie tS agency in effect become the contracting agency, and we would pay the amount. 

\ I think it is at least arguable that this is not in the nature of a subsidy or 
| contribution as is contemplated by the principle that such contributions must 
Teceive parliamentary authority. 
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_ From another practical: ante ere Rew, in order te anaes the contribu 
it would have been necessary to introduce a change in our estimates’ word 
which would, of course, have delayed the processing of the whole project it- 
self. 

Mr. Tarpir: If the price is good—I say this because you said that it was, 
because the price was good that you thought it would be all right to do ita 
if the price is good, it changes the policy and it allows you to do some dredging 
on private property? ; 

Mr. Boye: It was not entirely a matter of the price being good. Tendem 
had been sought. 2 

Mr. TarpiIF: Were the tenders called for doing some dredging on private 
property? 

Mr. BoyLe: On municipal property, yes. 

Mr. TarpiF: Is it not the policy that you do not do any dredging on private 
property? "4 

Mr. Boyue: That is the policy, yes. 4 

Mr. Tarpir: Who changes the policy? Who changed the policy in this par- 
ticular case? 7 

Mr. Bore: In this particular case, again, as has been said, the recom- 
mendation was put forward by our department to the treasury board, who 
concurred in the action we proposed. ; 

Mr. TarpIF: Someone in your department recommended that you forgo 
the established policy and do dredging in this particular case at this particular 
time on private property? 

Mr. BoyLe: Yes, there was a combination of factors which in other cir- 
cumstances we recognize as federal responsibility. There was a tourist element 
involved, and also a navigation element and an element of harbour of refuge. ~ 
The city was embarking on a very large development on their own, and the 
cost of the dredging in which we were asked to participate was 20 per cent of 
the cost of the harbour development and less than 7 per cent of the cost of the 
whole project. Mi 

Mr. Tarpir: I am not too interested in the cost. If you are not allowed to. 


do it and you do one per cent, it is wrong; if you do 10 per cent, it is wrong 
too. 


Mr. BoyLeE: This is a policy followed by the department, and this was 3 
case in which the department felt there was reason to depart from their policy. 

Mr. Tarpir: Mr. Chairman, there is no doubt some policy in some place or 
other which states that you are not to do dredging on a piece of private . 
property. Is there also in this printed policy—and I am sure it must be printed— 
the provision that there are exceptions? : 

Mr. Boye: No. 

Mr. Tarpir: There are no exceptions? 

Mr. Boye: No. 

Mr. TarpiF: In this case, who was responsible for creating or okaying this. 
exception? 4 

Mr. Boyte: In the final analysis it was the deputy minister of the depen 
ment who put forward the recommendation to the treasury board. 4 

Mr. WincH: Under what authority? If there are no exceptions in the law 


or in the regulations, under what authority can the deputy minister make the 
recommendation? " 


Mr. LatonpeE: I think we have to clarify the situation a little here. It is 


aX fore. tHe inner Boa starts and finishes io be a very difficult and nebulous 
of policy. 


what has been done. 
c Mr. WincH: It is common sense? 
Mr. LALONDE: Yes. 


apply to the federal government it certainly applies to the province, and that 
is stipulated in the laws of the province. It applies to all the municipalities in 
Ontario, I am sure; and if it does not apply to the federal government it is time 
something was dene about that, and that should be one of the recommendations. 


. Mr. LaLonpbE: As I understand it, it was done on the property by mutual 
consent of the federal government and the municipality. 


Mr. Tarpir: There is no law in the municipality that prevents anyone from 
doing anything for nothing, but there is a law in municipalities that prevents 
v rork on private property for something, and I am surprised that the federal 
government does not have the same law. 

How many times has this exception been applied in the year 1962-63, let 
us say? 

a . LALONDE: That is the only case, Mr. Tardif. 

. TARDIF: Were there any occasions in 1961-62? 

. LALONDE: No. 

. TARDIF: Were there any cases before this of which you know? 

. LALONDE: No. 


7 Mr. Tarpir: This is the paragraph that establishes the precedent? 
I would like to know, Mr. Chairman, who was responsible for giving the 
direct order that this should be done at the cost of $45,000? 


in what Mr. Tardif says, if it is common sense then that is all right but if there 
has never been a case like this before, if this is the only time it has ever 


Since—the only time? 
The CHAIRMAN: That is added as an appendix to Mr. Tardif’s question. 


ture of the Department of Public Works, or are we blaming the Department 


done? 

_ Mr. Boye: This was a cost to our department. 

_ Mr. Tarpir: But the request came from the Department of Transport? 

_ Mr. LALONDE: The first request came from the Department of Transport. 


low to the previous one. Is Mr. Lalonde now saying because of this request 


think even though there was a policy at the time—and it was definitely 

epartmental policy—to do certain things and not to do others, it was never — 

tten or even confirmed by an act of parliament that this would be an absolute © 
icy. As a matter of fact, at the moment I am in the process of trying to — 
lve with the departmental officials what we consider could become a prac- as 
cal and applicable policy for tourism, for dredging and all the related problems 
‘that there is no question of law irvelyéd. I think, we must not etic es 


Mr. Tarpir: As a matter of fact there may be no question of law in connec- 
tion with the dredging, but certainly in some place or other there is a question 
of law in doing work on private property by any public body. If it does not 
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Nappened, what was the occasion that made the department, in a common sense 
approach, say that this had to be done for the first and only time before or ae oe 


va of Public Works for something that the Department of Transport should have 


_ Mr. WincH: Now, we are getting to the crux of this. We are going back — 
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a Mr. WINcH: If I may put it in a different way, because I am interested ae 


Mr. Tarpir: May I add one more question, a question I did not have time. — ay 
to ) ask? Was the cost charged to the Minister of Transport or is it an expendi- uve 
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coming from the Department of Pere it was obligatory on the Depart nt 
of Public Works to do it? 


Mr. LALONDE: No, it was not. 
Mr. WINCH: I thought the request c came from the Department of Transport, 
Mr. LALONDE: The request did, yes. 


Mr. WincH: Then why did you do it? This was unprecedented and ye t 
you agreed to do it. This is a very interesting phase. Why did you do it? 

Mr. LALONDE: I do not know. 

Mr. WINCH: May I ask you, Mr. Lalonde—this is most intriguing—in how 
many places does the Auditor General report on what the Department of Public 
Works does because of requests of an obligatory nature from other departments? 
Are the two examples we have the only two, or are there others? In other. 
words, are you the fall guy for all the departments of the government? Are 
you the fall guy for all departments? 

The CHAIRMAN: Wait a minute, Mr. Winch. The question has been asked. 

Mr. LALONDE: I think if we were to look over each and every one of 
the non-productive payments we will find there are others where we were 
following instructions from the department involved in getting the accommoda- 
tion or whatever it is. . 

Mr. WIincH: I have no other questions but I would like to put on record 
now that this committee, in drafting its report, should give very serious con- 
sideration to the situation that the Department of Public Works finds itself in, 
in doing things because of demands of other departments. 

Mr. TArRDIF: Mr. Chairman— 

The CHAIRMAN: Mr. Cameron has a question first, Mr. Tardif. 


Mr. Cameron (High Park): I think Mr. Henderson has spelled out the 
case very well. He starts it by saying: 
It has long been the policy of the Department of Public Works... 
Then he sets out the policy. Then, having had a request from the Department 
of Transport the Department of Public Works does not adhere to the policy. 
Then, the work is not done by the Department of Public Works but by an 
outside agency. Following that the Department of Transport comes in and 
says to the Department of Public Works, ‘‘We think you should make a con- 
tribution of $45,000”. Then, Mr. Boyle suggested certain reasons for the 
Department of Public Works coming to the conclusion that was a reasonable 
thing to do, and he mentioned tourism and helping develop the city of Three 
Rivers, and so on. 
I think Mr. Henderson has got down to the point of it, and without going 
into whether it was a proper or wrong decision it should have been spelled 
out in the vote exactly what it was for, and then we would have known. That, 
I think is the whole germ of the complaint. Here is something that was done and 
it is not properly spelled out in the estimates so that anyone looking through 
them could inquire and find out what this is all about. Is that not the situation? 
Mr. LALONDE: I am quite happy to take this as guidance in the future, 
Mr. Chairman, because I would hope that we are not going to have to make 
exceptions to our general policy once we lay it down. 
Mr. Cameron (High Park): I would imagine when there is a change in 
the policy, then the ministerial decision is one that governs it. There has to be 
a ministerial decision or you would not change your policy. Is that not so? — 


Mr. LALonDE: That is correct, and it has to be approved by treasury board. 
Mr. Tarpir: What I wanted to ask is this. Is there any method by which 
the Department of Public Works could charge this amount back to the depart- 
ment that ordered it. If the $45,000 was ordered by the Department of Trans- 


of Podccting Laie following the Glassco report, where the Department of 
Public Works always will charge for every service rendered to someone else. 
In this case we might still carry, even under the new program, the cost of all 
dredging, no matter who requests it. I think this particular aspect of our 
ti ae may be charged entirely to us; that is, the whole dredging program. 

Mr. TarpiFr: Does the Department of Public Works pay for all dredging at 
lis time? ‘ 
a Mr. LALONDE: We pay for the bulk of general dredging done at federal 
cost but sometimes we have an agreement with the province or a municipality 
where we do pay for the dredging of the access channel, and we do the rest 
and they pay us for it. 
e Mr. Tarpir: That means—and perhaps I misunderstood—that the Depart-_ 
ment of Public Works pays for the dredging on Department of Public Works 
property and that they do not pay for the dredging on private property. 


_ Mr. LatonveE: That is right. 


‘e Mr. Hautes: May I make a comment at this time. With the low water situ- 
ation in Georgian bay and lake Huron this year, I imagine this will create 
quite a problem for you? 

ae Mr. LALONDE: We are doing a fair amount of dredging in that area now. 
We have some contracts in existence and these are being pursued. 

ie The CHainMAN: Gentlemen, we have three more items left. What is your 
|Wish. Do you want to tough it out and finish it now or come back at 8 o’clock? 

| An hon. Memper: Finish it now. 

Mr. HENDERSON: The next is paragraph 82. 

Mr. CarpirFr: Will we have to come back at 8 o’clock tonight, anyway? 


The CHEERS No. If we finish these items we are finished. Paragraph 


82. Construction of ferry landing facilities for provincial govern- . 
ment. For a number of years it has been the general policy of the 
Department of Public Works to regard the landing facilities at either 
end of a ferry service linking an intra-provincial highway as the 
exclusive responsibility of the province concerned. Two departures from 
this policy in 1962-63 attracted atention. 

In the early part of the fiscal year the department sought treasury 
oe board authority to enter into a contract for major wharf improvements 
i at Les Eboulements, Que. The board noted that a significant part of the 
mS proposed expenditure—at least $100,000 of the accepted tender of 
be $575,000—would relate to the construction of a loading facility for 
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the ferry service operating between Iles aux Coudres and Les Eboule- 
ments, which is subsidized by the Canadian maritime commission. Ac- 
cordingly, while the board authorized the department to enter into the 
construction contract, it was suggested that the province of Quebec 
should be asked to make a capital contribution which would bear a 
direct relationship to the cost of the facilities being provided in con- 
lo nection with the ferry service. Several months later the department 
informed the board that the province had shown a reluctance to par- 
ticipate financially in the provision of the improved facilities. The board 
directed that in future instances of a similar nature the department was to 
approach the province concerned at the outset and obtain an under- 
taking regarding “an appropriate financial contribution”, in order that 


cee 


1c 
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In the second case Sar to a, ieee were ied: 
for the construction of terminal facilities at Matane, Quebec, for a: pro 
posed ferry service between Matane and Godbout. Treasury board ap 
proval of entry into a contract was initially withheld because it was fel 
that an exception should not be made to the general policy with re 
to facilities for intra-provincial ferry operations. Eventually, howeve 
“since some commitment had been given to the private interests, o 
which basis they undertook substantial commitments related to th 
acquisition of a vessel and the construction of the Godbout terminal” 
the board reluctantly approved proceeding with the project. They 
directed, however, that ‘‘the expenditure involved was definitely thi 
limit of federal assistance to this service, and wished it to be made ver 
clear that no operation subsidy payment would be made’. The termina 
facilities were completed during the year under review at a cost 
PTL O 1. 

Notwithstanding the board’s previous direction as to the limiea Te 
federal assistance to this service, executive authority was granted i 
August 1963 for entry into a three-year agreement with the compan 
operating the ferry, for a subsidy of $50,000 for 1963, $40,000 for 1964 
and $30,000 for 1965, with a recapture clause for amounts earned ii 
excess of $39,400 per annum. 


Mr. HENDERSON: Mr. Chairman, paragraph 82 relates to construction 0 


ferry landing facilities for provincial government. “ 


This paragraph refers to the general policy of the Department of Public | 
Works to regard the landing facilities at either end of a ferry service linkin 
an intra-provincial highway as the exclusive responsibility of the provine 
concerned. . 

Particulars of two cases are set out in this note. The first relates to maje 
wharf improvements at Les Eboulements, Quebec, to the extent of at lea 
$100,000, and the other at Matane, involving termina! facilities for a propose 
ferry service, at a cost of $171,557. : 

The CHAIRMAN: Has Mr. Lalonde or any of his officials any comment ; 4 
make upon this, or are there any questions to put in respect of this mattel 

Mr. CARDIFF: Yes, Mr. Chairman, I think there is. I am not ready + 
ask one yet but I will be in a minute or two. a 


The CHAIRMAN: You are giving notice of your intention to put a question 

Mr. Carpirr: Did the province of Quebec ever make any contribution 1 t 
this? 

Mr. LALONDE: No, Mr. Cardiff. 

Mr. Carpirr: They should have, but they did not. 

Mr. Latonpre: At the moment, anyway, our position with respect to this 
type of wharf where a ferry service is involved, is that we attempt to enforce 
the policy whereby we consider a ferry service as an extension of a province 
highway. In other words, we consider it for local purposes as transporta 


by water instead of by road. I am afraid, however, we have not been enti 


successful over the years in that policy being accepted by all provinces, ar 
being enforced. I think those are two cases where we could not enforce the 
policy. However, I would say that in both instances those are public whar 
they are not wharves owned by the ferry services. The ferry has used 
wharves but they are still owned by the government. : 
Mr. CAMERON (High Park): Mr. Chairman, it looks to me as though the 
Department of Public Works is not involved in this at all. We have not th 
A 
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per witnesses for this ‘het We should have before us meuihers of the 
asury board and the executives who authorized these departures from this 
icy if we are to get to the bottom of it. It seems to me the Department of 
blic Works had no decision whatsoever to make in connection with this. 
Mr. Tarpir: They just picked up the tab. 

_ Mr. CarpirF: But the responsibility lies with the province in the first 
place. They should have paid it regardless of whether they were asked for it 
or because it was for their benefit. 
The CHAIRMAN: Is there any further comment? an we pass on to No. 83 
which reads: 


83. Cost of constructing additional wharf. In 1955 the Department 
of Public Works constructed a wharf at Desbiens, Quebec, at a cost of 
h $10,828. While title to the site of the wharf had been acquired by the 
| Department, control of the approach remained vested in the municipality, 
if which undertook to maintain the roadway at its own expense. In 1958 | 
the department was requested to provide a new wharf at Desbiens, 
at a location approximately 1,000 feet distant from the structure built 
in 1955, because access to the existing wharf had been closed to the 
public by the municipal authorities. The department was not prepared 
to expropriate the approach to the existing wharf because of local feeling 
nor was it prepared to build a new wharf, and matters were allowed to 
stand until 1961. In that year, without having sought or obtained the 
approval of the Treasury Board, the department agreed to build a new 
wharf at the site suggested in 1958, provided it could obtain clear title 
to all the necessary properties, and in March 31, 1963 costs of $11,808 
had been incurred. In the meantime, efforts to sell the first wharf for 
its salvage value, through Crown Assets Disposal Corporation, were 
unsuccessful. 


Mr. HENDERSON: Paragraph 83 deals with the cost of constructing an 
dditional wharf. This paragraph describes how the department constructed 
a wharf at Desbiens, Quebec, in 1955 at a cost of $10,828. Three years later 
the department was requested to provide a new wharf which it did in 1961 
and 1962 at a cost of $11,808. Efforts to dispose of the first wharf were un- 


_ The CuHatrMAN: Is there any comment on this or any questions from 
ee embers of the committee? 
| Mr. Hautes: They got a good price on the second wharf. 
i The CHAIRMAN: Can we pass on to the last item, paragraph 96?, as follows: 
a 96. Identical tenders. In Paragraph 114 of last year’s report (and in 
i i. paragraph 77 of the 1961 report) reference was made to identical bids 
| received by the Department of Public Works for the supply of incandes- 
cent lamps and fluorescent tubes to meet the needs of various federal 
buildings throughout Canada. Last year, after commenting on other 
ie cases of identical tenders which had also been observed in our examina- 
, tion of departmental records during the year then under review, it was © 
Lee stated that we had suggested to officers of the combines branch that 
‘ie it might be desirable were all identical tenders received by government 
1 ieee departments, Crown corporations and other agencies to be listed each 
year by the combines branch in the annual report made by the director 
of investigation and research to the Minister of Justice under section 44 
of the Combines Investigation Act. 

Following the tabling of my 1962 report, the director informed us 
that he did not feel that he would be justified in accepting this sug- 
gestion. His view was that where certain economic facts exist, such as 
212344 
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“a relatively small number of sellers and a homogeneous product”, 
identical tenders or prices of themselves are not sufficient evidence of 
collusion to warrant commencing an inquiry, and he felt that the 
publication of identical tenders received by departments and agencies 
of the crown might lead to an assumption on the part of the public that 
they were to be regarded with suspicion, and were published because 
they raised some serious question as to their legality under the Combine 
Investigation Act. He was accordingly unwilling to take the initiativ 
in providing details which might give rise to such an inference and felt 
that the adoption of a policy of publishing identical tenders in some 
form would be a matter for the government rather than the director 
to decide. 

Since the close of the year under review, the Treasury Board has 
expressed concern to departments that equally low bids in respect of a 
number of products frequently come to its attention and has indicated 
an intent to give further consideration to the situation. On November 14, 
1963 the Board decided that a uniform policy should be established and 
to that end directed that, in future, when identical bids are received, 
all proposed contracts, regardless of amount, should be referred to the 
Board for selection of the contractor. The Board stated that the only 
products which are exempt from this procedure are milk products where 
prices are controlled by provincial authorities. # 


Mr. HENDERSON: The last item is on identical tenders. As this note in- 
dicates, I had reported on this subject in my 1962 report under paragraph 114° 
and in my 1961 report under paragraph 77. 

The subject matter of these two references in those years was discussed 
by the committee at its sessions last November and December. A lengthy dist 
cussion took place on December 2, 1963, following which it was decided to 
ask Mr. D. H. W. Henry, director of investigation and research under the 
Combines Investigation Act, to appear as a witness. Mr. Henry appeared before 
the committee on December 6, 1963, and, as members will recall, made a 
lengthy statement on the policy of his office in dealing with cases of identical 
tenders. The committee, however, made no recommendation on this subject 
to the house in tabling its fourth report on December 19, 1963. 5 

As my initial reporting on this subject was based on the experience of the 
Department of Public Works in its procurement of incandescent lamps and 
fluorescent bulbs, members may have some questions to put to Mr. Lalonde 
today. It will be recalled that in 1961 I had shown how the department ha 
called for tenders to meet the needs of the various federal buildings through- 
out Canada for the fiscal year 1961-62, and how, based on the application of 
unit prices to estimated quantities, identical bids of $301,191.16 were received) 
from the three companies submitting the lowest complete tenders. 

During the next year, the Department of Public Works called for tenders 
again for the supply of incandescent lights and fluorescent tubes which it was. 
estimated would be required during the two year period commencing April 1, 
1962. The department hoped that the longer term contract might result in a 
more competitive set of quotations and in one firm quoting lower than the: 
others. When the tenders were opened it was found that the same three firms 
that had submitted the identical low bids for 1961-62, had again submitted 
identical low bids in the amount of $645,264.16. = 

I do not know what the present situation is in this regard in the Department. 
of Public Works but perhaps Mr. Lalonde will say something about it. I migh’ 
just say, Mr. Lalonde, that this was a subject of a meeting and discussion with 
your predecessor in office who was quite concerned at being on the receiving. 
end of these particular tenders. 
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Mr. Tarpir: What is the practice in a case like this? Do you divide the 
contract three ways? 
Mr.. LALONDE: No, Mr. Tardif, we submit the quotations to the fear 
board and ask them for their decision. 

Mr. TaRDIF: Does the treasury board give the total amount to one firm? 

Mr. LALONDE: They used to, but this year we did something which I might 
perhaps explain to the committee. As Mr. Henderson has pointed out, we are 
concerned about this. We do not know exactly what the answer is. The Auditor 
General has said we went from a one year to a two year contract hoping it would 
be attractive enough to make it competitive. The last tenders that we received 


on this kind of material were from three firms who tendered on everything. 


This request included incandescent lamps of two types and fluorescent tubes. 


The bulk of the order was for fluorescent tubes. We found that the three major 
firms who tendered on everything were just about identical. We then tried 
a new thing. 


There were other people who submitted tenders on parts of the contract 
‘because those firms were not large enough to tender on everything. We broke 
the tenders down into three groups. We awarded one part of the contract on 
‘the incandescent lamps to a smaller firm who had tendered a lower price for 


those than the larger firms. They got that portion of the contract. Of course, our 


recommendation went to the treasury board and was approved by the treasury 


board and the orders were placed accordingly. Then there was another order for 
| miniature lamps and electronic tubes on which Westinghouse produced the 
| lowest figure. We gave them the order on this one. On the fluorescent tubes the 
three firms who had quoted a price, that is Westinghouse, Sylvania and General 
Electric, came up with identical tenders. We therefore went to the treasury 
board and we pointed out that one of the firms which had not received the 


contract in a previous year was in an area which they called a ‘manpower 
surplus area”. On the basis of that recommendation the treasury board ap- 


proved the award to that firm. 


Mr. TarpiF: Some of the firms you mentioned were fined in the United 
‘States for price fixing. I am wondering whether your department sent that 
information to the Department of Justice and asked them to find out whether 
there had been any price fixing in Canada. 

Mr. LALONDE: We had done this every time. 
Mr. WINCH: Was there any reason given why the combines branch of the 
Department of Justice arrived at no conclusion with respect to a contract of 
over $100,000 which received identical bids? 

Mr. LALONDE: I am not sure whether the reason is that there is no collusion 
or that they cannot prove it, but so far no action has been taken. 
. The CHAIRMAN: I should say here that Mr. Henry appeared before the 
committee and was questioned. His reasons, as he assigned them, are contained 
_in the transcript of last year’s proceedings. We questioned him on this particular 
issue. 


| Are there any further questions on this? It is agreed. 


Mr. LALONDE: I have here copies of the new contracts for which the mem- 
bers asked. There is a copy for everyone. 

The CHAIRMAN: They will be distributed to the members of the committee. 

On behalf of the committee I wish to thank Mr. Lalonde, Mr. Williams 
and Mr. Boyle and other officials for coming here and giving us this 
_ Information. 

Next Tuesday we will have our last meeting and our witnesses will be 
from the Canada Council. 


bh - We will now adjourn until 9:30 a.m. Tuesday. 
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APPENDIX 1 


DEPUTY MINISTER OF TRANSPORT 
SOUS-MINISTRE DES TRANSPORTS 
OTTAWA, CANADA 
July 20, 1964 — 

Mr. G. W. Baldwin, M.P., 
Chairman, 
Standing Committee on Public Accounts, 
Room 534 C, 
House of Commons, 
Ottawa. 


Dear Mr. Baldwin: 


In response to questions put to officials of the Department of Transport 
when appearing before the Standing Committee on Thursday, July 16th, 1 
would advise that— . 

1. The names of the original Directors of Air Food Caterers at the time 
a tender was submitted in May, 1960, were as follows: 

Messrs. Lionel Paquette, President; Jean-C. Fournier, Vice President; 
Henri Belanger, Vice President; Rolland Desroches, Treasurer; Guy 
Moreau, Secretary; Rolland Desjardins, Lt. Paul A. Fournier, Paul 
Lapointe, Arthur St. Arnaud, Claude Danis, Lucien Belanger, Lt. J. Louis 
Fontaine M.C. 

2. The liquor licence was first issued on February 22, 1961. 

3. The $31,000 was paid to the Department on February 28, 1964, and the 
company is up to date on all current payments. 


Yours sincerely, 


G. A. Scott, 
Acting Deputy Minister. 
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DEPARTMENT OF NATIONAL DEFENCE 


Ortawa 4, July 22, 1964. 
Mr. G. W. Baldwin, M.P., 
Chairman, 
Standing Committee on Public Accounts, 
House of Commons, 
Ottawa, Ontario. 


Dear Mr. Baldwin: 


At a recent meeting of the Public Accounts Committee information was 
given on the operating costs for the Department of National’ Defence schools 
in Canada, grants received from Provinces and the pupil population in our 
schools. It was requested that the figures be broken down by Provinces and 
I attach as Appendices “A” and “B” a distribution of the costs, grants received 
and the pupil population by Provinces. 

Yours sincerely, 


E. B. Armstrong, 
Deputy Minister. 
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CaN 
DND SCHOOLS CANADA 
Expenditures Grants 
Newfoundland. 25 1.285% 243,630 
INGVaN OCOtIa = mit. Yi 1,105,662 
New Brunswick ...... 216,500 
Prince Edward Island .. 150,200 
Quebec foe eee, 1,721,546 37,918 
OREATIONN See ert, 4,779,927 2,212,019 
WEATRILODO issn yes meven stem 1,578,781 97,378 
Saskatchewan ........ 393,545 6,800 
PNEDOLUA Unt ciivolnerateis suk 2,058,818 407,950 
British (Columbier i003. 534,284 48,500 
TOG EN 019 Elo Maur een deca Sk Oona ae 406,792 
aL Obata estes 13,189,685 2,810,565 
“BY 
DND SCHOOLS CANADA 
Pupil Population 
Newrouncdlanidan ww anvas ce sss iy aut cial gue pute mba ner nee 642 
BON Ets SCO mierterea Mee ea meals, io) Salle eared «aa aN haley Cake MB 4,043 
DOME ESCUTS WHEL Ware cree che icy 2 35'S LAL Wi etn ee nae eae 850 
TINGS CW alc MStaTi Gar nre a ter hele line aSam Mente ee Gurion nat 500 
CUS DOC a Sh aN et NG teen, Wiles AU edd AMAR BENS. eva cy 3,012 
(ORT HEB ig Toye mage ra Ma ia abe mg nen 8 AE aaa escoRS aN Wi Gea UCIT RN CaM) aye 12,785 
MLSE 0] OSORE a tat itveh PRE Hs UL EVO DIR RSE WME gi AWM AV, AIR ot ada Sot 2,972 
SS KALCNE Wall Mei ER Teeth eine ook Gok court Gui ee afore anny a a 663 
EMIT NEE AMMA espa CLE ADEE Nec Wicd oer 21 EMSC RECOM tn ok SR 4,312 
FALE SHS OLEMEID laters en mes dete cane ations Gos ERT Rear te 1,358 
Mota i beeen rere Wy eect mee Be PEO NA Cet lM dae 31,437 
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APPENDIX 3 
DEPUTY MINISTER OF PUBLIC WORKS 


Ottawa 8, July 23, 1964. 


Mr. G. W. Baldwin, M.P., 
Chairman, 

Public Accounts Committee, 
House of Commons, 
Ottawa, Ontario. 


Dear Mr. Baldwin: 


At this morning’s meeting of the Public Accounts Committee, the question 
was asked as to the breakdown of the claim and the payments in connection 
with Item No. 12—‘“Construction of Surveys and Mapping Building, Ottawa”. 


The information is attached hereto. 


Yours sincerely, 


Attachment. Lucien Lalonde. ~ 
General Contractor Claim Recommendation 

Pate BE MA TCIO ES adn ces ok oe ewer $ 21,195.64 Nil 
PoprooD mice ental oo oi. tees 2,003.78 $ 2,003.78 
(c) Supervision and General Ex- 

BGHNe 4 boss ecw ae ee 38,387.94 28,387.94 
hE) Late INSUTANCE: ooo Ss nsw se5 see 1,980.30 1,980.30 
(e) Temporary light and power . 1,857.07 1,857.07 
Ce)~Teniporary ‘heat... ..).26255 17,627.11 17,627.11 
bee F ant. Pentals~3 2. va % So. pee 5,541.48 5,541.48 
Py sHOist Operator: 220.35. se ae 2,176.96 2,176.96 
Ramat LOOlsacs oot tt ene 2,332.29 2,332.29 
(j) Increased labour rates ...... 5,289.26 5,289.26 
(k) Travelling expenses ........ 1,097.44 371.05 
(i) ‘Contract Dept. costs ~. 2S 6,405.45 Nil 
(m) Accounting Dept. costs ..... 3, loocou Nil 
(n) I.B.M. (Payroll) Dept. costs . 3,402.00 3,402.00 


$113,080.22 $ 80,969.24 


Sub-Trades 
io). olostat. Heating se peas ci. 9,169.53 8, (07:15 
(p) Winer and Chazanoff ....... 11,199.00 10,135.13 
Cy) Mieco Wlectric <....ei. tic 7 aes ats 34,594.16 28,676.47 
Pitalsace Os ote Sa vee eee $168,042.91 $128,537.99 
10% overhead ......... 12,853.80 


$141,391.79 
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= Q.C., Chairman; Mr. Marcel Faribault, Member; Mr. Trevor Moore, 
- Member; Dr. A. W. Trueman, Director, and Mr. E. Bussiére, Associate 
_ Director; Mr. Peter M. Dwyer, Assistant Director (Arts). And Mr. 
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STANDING COMMITTEE ON PUBLIC ACCOUNTS 


Chairman: Mr. G. W. Baldwin 
Vice-Chairman: Mr. P. Tardif 


and Messrs. 


Berger, Grégoire, 

Cameron (High Park), Gray, 

Cardiff, Harkness, 

Choquette, Horner (Acadia), 

Cété (Chicoutimi), Leblanc, 

Crouse, Legault, 

Danforth, Lessard (Saint-Hen7i), 

Drouin, Loiselle, 

Dubé, Mandziuk, 

Fane, McLean (Charlotte), 

Fisher, McMillan, 

Forbes, Muir (Lisgar), 

Francis, Nowlan, 

Frenette, O’Keefe, 

Gendron, Pigeon, 

Grafftey, Pilon, 
CORRECTIONS 


Prittie, 
Regan, 
Rinfret, 
Rock, 
Rondeau, 
Ryan, 
Smith, 
Southam, 
Stefanson, 
Stenson, 
Stewart, 
Tucker, 
Wahn, 
Whelan, 
Winch—50. 


M. Slack, 


Clerk of the Committee. 


Minutes of Proceedings and Evidence No. 14 


Page 603—line 15; should read: 
“uniformity” instead of “unification” 
lines 17 and 18; should read: 


“Our man is at fault’ instead of 
“our man is not at fault” 


TUESDAY, July 14, 1964 


ORDER OF REFERENCE 


Monpnay, July 27, 1964 


Ordered,—That the Standing Committee on Public Accounts be em- 
powered to engage an accountant and clerical personnel, as it may deem neces- 
sary for the purpose of its inquiry and relevant investigations arising from 
its study of the Public Accounts. 


Attest. 


LEON-J. RAYMOND, 
The Clerk of the House. 
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REPORT TO THE HOUSE 


TUESDAY, July 28, 1964 


the following as its 
FOURTH REPORT 


1. On April 10, 1964 the members of your Committee were appointed. 


2. On May 22, 1964 the House passed the following resolutions: 


Ordered,—That the Reports of the Canada Council for the fiscal yea 
ended March 31, 1962 and March 31, 1963, tabled on October 10, 1962 and on 
July 11, 1963 respectively be referred to the Standing Committee on Public 
Accounts in order to provide for a review thereof pursuant to section 23 01 
the Canada Council Act. 4 


Ordered,—That the Public Accounts, Volumes I, II and III for the fiscal 
years ended March 31, 1962 and March 31, 1963, and the Reports of the Auditor 
General thereon, tabled on January 21, 1963 and on February 19, 1964 re- 
spectively, together with the financial statements of the Canada Council fol 
the fiscal years ended March 31, 1962 and March 31, 1963 and the Reports of the 
Auditor General thereon, tabled on October 10, 1962 and on July 11, 1963 re- 
spectively, be referred to the Standing Committee on Public Accounts. ; 


3. Your Committee held its organization meeting on April 30, 1964 and 
unanimously elected as Chairman, Mr. G. W. Baldwin, a member of Her 
Majesty’s Loyal Opposition. Mr. Paul Tardif was elected Vice-Chairman. At the 
next meeting on May 26, 1964 the Chairman announced the composition of t 
Sub-Committee on Agenda and Procedure as follows: Messrs. Baldwin, Tardif, 
Ryan, McMillan, Hales, Winch and Cété (Chicoutimi). ; 


4. Your Committee held eleven meetings during the period from May 
1964 to June 30, 1964, in the course of which there were in attendance M1 
Louis Richard, President and General Manager of Crown Assets Disposal Cor- 
poration, Dr. G. F. Davidson, Secretary of the Treasury Board, and the fol- 
lowing from the Auditor General’s Office: a 

Mr. A. M. Henderson, Auditor General; Mr. George R. Long, Acting Assist- 
ant Auditor General; Mr. B. A. Millar, Audit Director; Mr. A. B. Stokes 
Audit Director; Mr. D.A. Smith, Audit Director; Mr. J. R. Douglas, Audit 
rector; Mr. H. G. Crowley, Mr. S. E. Chapman, Mr. L. G. Sayers, Mr. A. Harris. 
Mr. J. M. Laroche, Mr. T. S. Hogan, Mr. G. Laframboise. 


5. The following is a progress report made on the work done by youl 
Committee up to and including the meetings held on June 30, 1964. 


6. In the course of its meetings your Committee gave consideration to (a) 
the action that had been taken by departments and other agencies as a res ] 
of recommendations made by the Committee in its Fourth Report 1963, ane 


ended March 31, 1963. 
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ction taken by departments and other agencies as a result of recommendations 
nade by the Committee in its Fourth Report 1963 


7. A memorandum dated May 15, 1964 was filed by the Auditor General 
Minutes of Proceedings, pp. 25-33) reporting on the action that had been 
aken by departments and other agencies in this regard. 


8. The Committee noted that action had been taken by Veperinene 
and other agencies concerned with respect to only 3 of the 10 cases where 
ecommendations had been made by the Committee in its Fourth Report 1963. 


_ 9. In this connection your Committee had requested each deputy minister 
concerned to advise the Auditor General within three months of the date on 
rhich its Fourth Report 1963 was presented to the House (December 19, 1963) 
s to what action had been taken on matters on which the Committee had made 
ecommendations in its report. Although there were a few exceptions, the 
aajority of the deputy ministers concerned failed to respond to the suggestion. 

‘Your Committee attaches particular importance to having an effective follow-up 
of the Committee’s recommendations and believes that this should henceforth 
be a standing requirement with respect to any and all recommendations made by 
he Committee in these reports. It accordingly requests the Minister of each 
department concerned to advise the Auditor General within three months as 
9 what action has been taken on matters on which the Committee has made 
recommendations in this and future reports. In order that the matter cannot be 
overlooked, your Committee requests that the Auditor General provide to 
2ach such Minister a copy of this and each subsequent report of the Committee 
) the House of Commons. 


indings of the Royal Commission on Government Organization 


_ 10. The Auditor General referred to the numerous and widespread findings 
aade public in 1962 and 1963 by this Royal Commission as a result of its 
xamination into the organization and methods of operation of departments and 
gencies of the government. He reminded the Committee that where administra- 
tive action has caused or contributed to waste of public money, it is his duty 
to report such cases as he considers should be brought to the notice of the House. 
le pointed out that while some instances come to his attention directly during 
he course of his audit work, others are indirectly brought to light by action on 
the part of the administration itself in the course of examining its own operations 
as, for example, through the medium of internal auditing. 
i 11. By the same token, he considers it to be his duty to study reports 
{ srepared by or for the managements of departments and agencies, as are by law 
‘available to him, directed toward the saving of public money by the elimination 
} af wasteful practices and unnecessary or uneconomical operations. To the extent 
‘such reports correctly indicate where and how savings can be made, the 
Auditor General considers he has a responsibility to Parliament to follow 
‘through in all such cases and ascertain what action has been or will be taken 
as ey such savings, or if no action is to be taken, to enquire why. 


ee the Auditor General believes it to be of considerable importance 
those relating to outdated eae uneconomical operations and wasteful 
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efficiency but because of the substantial savings of public funds which coum 
result. It is the opinion of the Committee that not only does this lie within the 
statutory responsibilities of the Auditor General but that the Auditor General’s 
concept of his responsibilities in this matter is in accord with the intent and 
wishes of Parliament. 


The Form and Content of the Estimates 


13. In its Third Report 1963 tabled in the House on December 19, 196 
the Committee made the following immediate recommendations under para 
graph 3: 
(a) Adoption of the revised vote pattern proposed by the Treasury Board 

for introduction into the Main Estimates 1964-65 subject to certain 

improvements suggested by the Auditor General to the Committee. 


(b) Inclusion of supporting financial information of Crown corporations 
and other public instrumentalities in the Details of Services for the 
purpose of providing better information to the Members and to the 
public with respect to the nature of the fiscal requirements of the 
Crown corporations and other agencies requiring financing b 
parliamentary appropriations. 

(c) Presentation of additional information in the Estimates concernin 
the staff of all government departments and the Crown corporation, 
and other public instrumentalities referred to under clause (0D) 
above: 
(i) the number of employees actually on the payrolls at the late 

date available during the course of the Estimates preparation; 
and 
(ii) brief notes explaining proposed major increases in the size of 
establishments. 


14. The Committee recommended the adoption of as many of the foregoing 
improvements as might be practicable in the Main Estimates for 1964-65 and 
has since noted that adoption of the revised vote pattern under (a) above 
was introduced by the Treasury Board into the Main Estimates for 1964-65 
tabled by the Minister of Finance in the House on March 3, 1964. 


15. The Secretary of the Treasury Board explained to the Committee that 
he had not yet been able to discuss with any of the Crown corporations or public 
instrumentalities the practicability of including supporting financial information 
in the Estimates with respect to their operations. He undertook to do so and 
to advise the Auditor General for the information of the Committee. He stated 
that the Minister of Finance does propose to present the additional stafi 
information recommended by the Committee under (c) above in the Main 
Estimates commencing with those for the fiscal year 1965-66. 4 


16. The members of the Committee were glad to learn from the Secretary 
of the Treasury Board that he supported the recommendations made under this 
heading by the Auditor General in his Reports to the House. The Committee 
believes that there is room for improvement in the Estimates presentation 
designed to provide more informative description and more complete disclosure 
of pertinent supporting detail—information which, in the opinion of the Com- 
mittee, is essential if Parliament is to be in a position to give the Estimates the 
close study and consideration they deserve. 7 


17. The Committee also recommends to the House that consideration be 
given to referring the departmental Estimates in greater numbers to the Stand- 
ing Committee on Estimates so that it might examine them in detail and report 
back thereon to the House. It believes such a procedure would not only accele- 


x 
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rate the work of the House but contribute materially to improving parlia- 
_ mentary control of public funds before those funds are committed or spent. 


Living allowances to federally-appointed judges 


18. In its Fourth Report 1963 the Committee noted that in cases where 
federally-appointed judges are appointed from time to time as conciliators or 
arbitrators on boards, they are paid living allowances of $60 a day in addition 
to actual out-of-pocket expenses for transportation, parlour and pullman car 
accommodation and taxicabs. 


19. The Committee stated that it was of the opinion that a daily rate at 
this level could be regarded as including an element of remuneration which 
would be contrary to subsection (1) of section 39 of the Judges Act. It there- 
fore recommended that if additional remuneration was to be paid to judges 
appointed for the purposes described above, the approval of Parliament for 
payment of such additional remuneration should be sought. 


20. Despite this recommendation, a case has since been noted by the Com- 
mittee where a rate of $100 a day was approved on May 7, 1964 under authority 
of the Treasury Board and the Governor in Council on the recommendation of 
the Department of Labour. 


21. The Committee reiterates the recommendation made in its Fourth 
Report 1963 that if additional remuneration is to be paid to judges appointed 
as conciliators or arbitrators on boards established to deal with disputes affect- 
ing employers and their employees, the approval of Parliament for payment of 
the additional remuneration should be sought. 


Governor General’s special warrants 


22. In view of the report of the Auditor General, your Committee recom- 
mends that a study be made of Governor General’s warrants. 


Remission of sales tax on oleomargarine 


23. The Committee was concerned to learn that the undertaking given in 


1949 that 


The Canadian Government will be prepared to submit to Parlia- 
ment legislation designed to exempt oleomargarine sold in Newfound- 
land from the federal sales tax in the same manner as basic foodstuffs 
in other parts of Canada 


had not been carried out. Instead, the authority provided to the executive by 
section 22 of the Financial Administration Act had been used to render a tax, 
. applicable elsewhere in Canada, completely inoperative in one province. 


24. The Committee does not consider that section 22 of the Financial 
Administration Act should be used in this way. 


_ Advertising costs 


25. The Committee noted that an arrangement with the Canadian Daily 


Newspapers Association which had existed prior to 1954 whereby government 
advertising enjoyed a special rate had been allowed to lapse, and was pleased 


to learn from the Secretary of the Treasury Board that the negotiation of adver- 


| tising contracts is to be centralized in the Department of Defence Production. 


26. The Committee would appreciate being informed by the Auditor Gen- 


eral in his next follow-up report as to the progress made with respect to this 


matter. 


; Uh Ba 7 is Pd ks op ere re PL VaR wy. Ve a bee al eee Pals, 1. 
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Cost of gasoline used in departmental vehicles at Ottawa 


27. The Committee considered with the Auditor General and the Secretar 
of the Treasury Board the matter of savings which might result from chanel 
in the manner of procuring gasoline for departmental motor vehicles. 


28. This matter was first brought to the attention of the Secretary of the 
Treasury Board by the Auditor General in May 1961, and in his 1962 Report 
the Auditor General stated that he had been informed in September 1962 that 
a study by the Government Motor Vehicle Committee of the feasibility of sup- 
plying gasoline and oil for all government vehicles in Ottawa from a central 
supply depot was almost complete and that a presentation was to be made to 
the Treasury Board in the near future. 


29. The Committee learned from the Secretary of the Treasury Board that 
an alternative means of effecting savings in the purchase of gasoline was pres- 
ently being considered. Having in mind the time which has elapsed since this 
matter was first taken under consideration, the Committee urges the Secretary 
of the Treasury Board to have the matter finalized at the earliest possible date. 
The Committee further requests that the Secretary of the Treasury Board pro- 
vide it in due course with information as to the final decision in this matter 
and also as to the various alternatives which were considered and, with respect 
to those which were rejected, the reasons for such rejection. 


Educational leave costs 


30. The Committee considered, with the assistance of the Auditor General 
and the Secretary of the Treasury Board, the desirability of having all costs of 
financial assistance to persons on educational leave assembled in one place so 
that Parliament might be better informed as to the total cost of this particular 
phase of the educational program designed to increase the capacity of public 
servants. ; 


31. The Committee recognizes that this particular class of leave differs 
from vacation leave and sick leave in that it is available only to specially 
selected members of the public service and may be granted for periods up to 
three years. It also recognizes that the costs involved are in a special category 
in that they represent payment of allowances in lieu of salary, fees and expenses 
of public servants who are attending universities or other institutes in order 
to improve their scholastic standing. These costs differ materially from costs 
involved in courses and in-service training provided within the government 
organization itself. 


32, The Committee was pleased to hear the Secretary of the Treasil 
Board undertake to have a study made of this matter and requests the Auditor 
General to keep it informed as to the progress being made. 


Payment of maintenance expenses of Cicil Service Recreational 
Association Centre 


33. The Committee noted that grants or other forms of financial assistance 
to non-governmental organizations should be made only from parliamentary 
appropriations specifically provided or clearly intended for such purpose. How- 
ever, maintenance expenses of a recreational centre operated by the Civil 
Service Recreational Association, a privately managed staff organization at 
Ottawa, had been charged for several years to a Public Works appropriation 
for “Maintenance and Operation of Public Buildings and Grounds”. 


34. The Committee is of the opinion that Treasury Board should give 
consideration to a re-wording of the Estimates to deal with problems aris 


out of non-governmental organizations receiving financial assistance. 
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Unemployment Insurance Fund and its administration 


35. The Committee reviewed the summaries of the operations of the 
Unemployment Insurance Fund contained in the Report of the Auditor General 
for the fiscal year 1961-62 with particular reference to the cost and size of its 
administration and the manner in which claims are verified before payment. 
In its Fifth Report 1961, the Committee, having expressed concern over the 
sharp reduction in the balance of the Fund at that time, had recommended “that 
_the entire matter undergo immediate and careful study and that action be 
taken to re-establish and maintain the Fund on a basis consistent with insurance 
principles. ” Following this recommendation, a special Committee of Inquiry 
Rovas established by the Governor in Council on July 17, 1961 to inquire into 
and report upon the suitability of the scope, basic principles and provisions of 
the Unemployment Insurance Act, including its relationship to other social 
“security programs, the measures needed to deal with seasonal unemployment 
and the means of correcting any abuses or deficiencies that might be found to 
exist. The Committee’s report was tabled in the House of Commons on Decem- 
ber 20, 1962. 


ip 36. The Committee feels it to be in the public interest that the govern- 
“ment’s consideration of the report of the Committee of Inquiry be completed 
“as soon as possible, and that the Government bring forward promptly such 
proposals as it may deem necessary to deal with the problems raised by the 
ereport. 


4s 37. The Committee also reiterates the additional recommendation made in 
its Fourth Report 1963 that preparation of the annual financial statements for 
the Unemployment Insurance Fund should be made a statutory responsibility 
of the Unemployment Insurance Commission and that the statements should be 
reported on by the Auditor General. 

OF 


Subsidies 
a) 


88. Reference was made by the Committee in its Fourth Report 1963 to a 
listing prepared annually by the Treasury Board staff for the information of the 
Board showing the provision in the Estimates for grants, subsidies and special 
“payments for the period 1959-60 to 1962-63, inclusive. Copies of the listing were 
= available to the members of the Committee while in session. 


ie 39. In recording its appreciation of the courtesy of the Secretary of the 
Treasury Board in making this useful information available to the members 
in this manner, the Committee requests that similar listings be made available 
to the members of the Committee for the fiscal year 1964-65 and annually 
ee eater: 


‘Board of Grain Commissioners 


40. In its Fifth Report 1961 the Committee had stated that it felt con- 
cerned that in each year since 1953-54 the expenditure of this activity had 


‘General to keep this matter under review and report thereon to the Committee 
n due course. 


e 41. The Committee learned from the Auditor General that he had been 
advised by the Deputy Minister of Agriculture that effective August 1, 1965, 
ee Board of Grain Commissioners proposes to amend its regulations to increase 

‘inspection and weighing fees by 50% in order to enable the Board to meet 
‘expenditures involved in providing these services. The Committee noted that 
the Board had had in mind a revision of these fees for the present crop year 
ut due to the very narrow margin in which the grain trade was operating 


exceeded its revenue by more than $1 million and it requested the Auditor ~ 
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under the current international agreement, it was not considered equitable to 
announce changes after those contracts had been entered into. 


Prairie Farm Assistance Act 


42. The Committee was advised by the Auditor General that due to staff 
limitations he had only been able to carry out one test audit of expenditures 
under the Prairie Farm Assistance Act in western Canada since 1957. 


43. The Committee expressed the view that expenditures under this Ac 
require that a test audit be carried out at least once a year and was glad to 
receive assurance from the Auditor General that he expects his staff arrange 
ments will enable this to be done commencing with the 1964-65 fiscal year. 


Office of the Auditor General 


44. At its request, the Auditor General brought the Committee up to date 
on the progress of his staff recruitment under the arrangement outlined in the 
Committee’s Fourth Report 1963 to the House on December 19, 1963. ; 

45. Members of the Committee were disturbed to find that the actual work- 
ing strength of the Office had only increased from 159 to 161 between the period 
November 30, 1963 and April 30, 1964 due to delays which had developed in the 
procedures of the Civil Service Commission and the Treasury Board in con- 
nection with recommendations made by the Commission that revised rates of 
pay and new classes be established for the existing Auditor strength. Conse- 
quently, the Office remained 18 auditors short of the total approved establish- 
ment of 179 originally agreed to with the Minister of Finance and the Treasury i 


Board in July 1960, or four years ago. 4 


46. In the opinion of the Committee, it is fundamental that this independent 
auditing office be strong, capable, efficient and equipped to operate in accordance 
with the high standards of independence and objectivity expected of professioné 
accountants, with respect to the legal duties. 


47. The Committee believes that as an officer of Parliament the Auditor 
General should be free to recruit the staff he needs in the same independent 
manner as do other officers of Parliament and the Crown corporations generally. 
The Auditor General informed the Committee that the recruitment outlook is 
currently satisfactory and that, barring any unforeseen developments, he 
believes that he can fill his presently approved staff establishment under exist- 
ing arrangements by the end of the year. The Committee has therefore asked 


him to render a further report on this situation in due course. 


48. The Committee has noted that amendments to the Financial Administra- 
tion Act are to be introduced in due course and believes appropriate amendments 
should be considered at that time designed to allow the Auditor General to ap- 
point such officers and employees as are necessary for the proper conduct of 
his Office. a 

A copy of the relevant Minutes of Proceedings and Evidence (Nos. 1 to 10 


inclusive) is appended. 
Respectfully submitted, 


G. W. BALDWIN, 
Chairman. 


MINUTES OF PROCEEDINGS 


TUESDAY, July 28, 1964. 
(30) 


The Standing Committee on Public Accounts met this day at 9.40 a.m. The 
Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Choquette, Dan- 
forth, Fisher, Francis, Gray, Hales, Horner (Acadia), Leblanc, Loiselle, Mand- 


_ ziuk, McLean (Charlotte), O’Keefe, Pigeon, Prittie, Regan, Rinfret, Rock, Ron- 


deau, Ryan, Southam, Stenson, Stewart, Tardif, Tucker, Wahn, Whelan (28). 


In attendance: The Honourable George Hees; Mr. G. A. Scott, Acting Deputy 
Minister, Department of Transport; and From the Canada Council: Mr. Jean 
Martineau, Q.C., Chairman; Mr. Marcel Faribault, Member; Dr. C. J. Mackenzie, 
Member; Dr. A. W. Trueman, Director; Mr. Eugéne Bussiére, Associate Director; 
Mr. Peter M. Dwyer, Assistant Director (Arts); Miss Lillian Breen, Secretary- 
Treasurer; Mr. David W. Bartlett, Acting Secretary General of Canadian Na- 
tional Commission for Unesco; Mr. Lewis Perinbam, Secretary General of Cana- 
dian National Commission for Unesco (presently on leave of absence); Mr. 
Douglas H. Fullerton, Investment Consultant; and Mr. A. M. Henderson, Auditor 
General of Canada; and Messrs. Hayes and Laroche of the Auditor General’s 
office. 


Pursuant to a resolution of the Committee of July 23, regarding paragraph 
87 of the 1963 Report of the Auditor General, the Chairman made a brief state- 
ment and then introduced the Honourable George Hees. 


Mr. Hees made a statement relating to the contract for restaurant facilities 
in the Montreal International Airport and was examined thereon, assisted by 


Mr. Scott. 


The questioning of Mr. Hees being concluded, he was thanked by the Chair- 
man and permitted to retire. 


The Chairman then called Mr. Jean Martineau, Q.C., who after introducing 
the members of his Canada Council delegation, made a brief introductory state- 
ment. 


The Auditor General reviewed his 1962 and 1963 long form reports to the 
Canada Council which were ordered to be taken as read and included in this 
day’s evidence. 


At 12.15 p.m., the Committee adjourned until 3.30 p.m. this afternoon. 


AFTERNOON SITTING 


| (31) 


if 


The Committee resumed at 3.35 p.m. The Chairman, Mr. G. W. Baldwin, 


! presided. 


| Members present: Messrs. Baldwin, Berger, Cameron (High Park), Cho- 
quette, Fisher, Francis, Grégoire, Hales, Leblanc, McLean (Charlotte), O’Keefe, 
Pigeon, Prittie, Rinfret, Rock, Rondeau, Ryan, Southam, Tardif, Tucker, Wahn 


(21). 
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In attendance: (Same as at morning sitting with the addition of Mr. Trevor 
Moore, Member, The Canada Council, and with the exception of Messrs. Hees 
and Scott.) 


July 14; this letter was ordered printed as an Appendix to this day’s Minutes of 
Proceedings and Evidence. (See Appendix). 


Mr. Tardif made a brief statement regarding the Subcommittee inquiring 
into the matter of surplus materials. 


Mr. Faribault was examined on the allocation of interest and profits ac 
cumulated in the University Capital Grants Fund and elaborated on the inter- 
pretation of sections of the Canada Council Act related thereto. Mr. Henderso 
was also examined on this subject. 


Dr. Trueman was then examined on various aspects of the Canada Council 
operations, assisted by Messrs. Martineau, Moore, Fullerton, Dwyer and Bus- 
siére. 

At 4.40 p.m., the Vice-Chairman took the chair. 


The questioning of the witnesses being concluded, at 6.15 p.m., the Com- 
mittee adjourned to the call of the Chair. 


M. Slack, 
Clerk of the Committee. 


Note—The evidence, adduced in French and translated into English, printed 
in this issue, was recorded by an electronic recording apparatus, pursuant to a 
recommendation contained in the Seventh Report of the Special Committee on 
Procedure and Organization, presented and concurred in, on May 20, 1964. 


EVIDENCE 


if TUESDAY, July 28, 1964. 
Mm Text) 

‘ The CHAIRMAN: Gentlemen, I believe I see a quorum present. The meet- 
ing will come to order. 

4 In accordance with our agenda, this morning we were to deal with the 
if report of the Canada Council and its financial statement. I am pleased to ad- 
vise that as a result of arrangements the gentlemen who are interested in 
enat organization, including the chairman and other officials, are here and 
we will be proceeding with that business in due course. However, pursuant 
to instructions of the committee which were given as a result of a resolution 
Plast Thursday, I wrote Mr. George Hees who had been the minister of trans- 
port at the time a certain contract had been let, which contract was the 
_ subject of a discussion before this committee a week or ten days prior to that. 
Before my letter had reached Mr. Hees, I received a telephone call from him 
_ asking whether it would be in order for him to appear before the committee 
to discuss the matter we had before us. Having in mind that this would be 
a our last open meeting for some weeks, and having in mind that this is the 
_ only time this could be arranged, I felt the committee would wish me to 
express assent to this proposition, and I so indicated to Mr. Hees. 

I did discuss the matter individually with a majority of the members of 
_ the steering committee who concurred in this action. Therefore, hope with 
the approval of the members of the committee and the pardon of the mem- 
bers of the Canada Council who are here, we may trespass lightly on the 
time allotted to the Canada Council in order that we might hear from Mr. 
_ Hees in connection with this particular matter. 

i I will now ask Mr. Hees to make a statement. I do not think I really need 
to introduce the Hon. George Hees, president of the Montreal and Canadian 
% Stock Exchanges. Mr. Hees for many years has been a familiar figure around 
_here as a member of parliament, minister of transport, and minister of trade 
_and commerce. 

Pe _ Hon. George HEES: Thank you very much, Mr. Chairman. I think, perhaps, 
I might start by very briefly going over for the benefit of the committee the 
_two types of restaurant which we have in our large airports across Canada, 
and in respect of which the department from time to time calls for tenders 
from those who would like the privilege of operating these restaurant con- 
_Cessions. The first type is one with which you are all familiar; it is the cafe or 

‘snack bar type which does not sell liquor. It is inexpensively decorated, inex- 
_pensively operated, and as a consequence a facility of this kind has a relatively 
_low overhead. The operators of a facility of this kind make their profit on 
the sale of food and non-alcoholic beverages. 


‘ 
tee 


with which you also are familiar since I feel sure you have been in these in 
all parts of the country, in our large airports, in hotels, and in international 
airports around the world; this is the dining lounge type of operation. These 
‘dining lounges are expensively decorated and expensively furnished. 

From reading the evidence taken before this committee on July 16, I 
Know that you are familiar with the fact that those who tendered on this 
‘dining lounge operation were asked to guarantee or assure that they would 


855 


The second type of facility which we have at our larger airports is one 
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spend a minimum of $350,000 in decorating the dining lounge at the Montreal 
airport. Therefore, you can see that this is a very expensive type of operation; 
it has a high overhead because of the cost of decoration, the cost of furnishings, © 
and because operations of this kind have considerably more staff than the 
simple type of facility. There not only are more employees in number, but 
they are also more highly paid because of their much greater experience in > 
serving food and liquor. In addition, these facilities often offer music and 
other inducements to the dining public. You can see that compared to the — 
cafe and snack bar type of operation, this is an expensive type of operation. — 

Now, because of this very high overhead and because of the fact that — 
competition limits the charges which the operators of these dining lounges 
can charge for their food, those who operate this kind of facility try simply | 
to break even on the sale of food and in many instances; actually, they make 
a loss. Their profit is made on the sale of liquor which I am told is a very 
profitable operation. 

In respect of this particular contract in question, tenders, I believe, were 
called in March of 1960, and all of those who tendered did so in complete 
confidence that a liquor licence would be granted for the operation of these — 
facilities. A liquor licence had been granted to the far smaller and simpler 
dining operation in the very small original airport at Montreal. I believe ing 
March of 1960 the last government’s policy on the use of liquor at airports had 
changed, and it permitted the use of liquor at airports provided the provincial 
government concerned was willing to grant a liquor licence to the dining 
facilty in exactly the same way they granted liquor licences to other dining 
facilities throughout that particular province. Therefore, because of that in a 
relatively short time after the federal government had made it possible for 
liquor to be sold in our airports, and a licence had been granted to a much 
simpler and smaller operation in the old airport, it no doubt was in the mind 
of anybody in the Department of Transport or those who were bidding for the 
privilege of operating this dining facility, that a liquor licence very quickly 
would be granted when an application was made. 

The decision in respect of who was to receive the contract to operate the 
dining lounge, I believe, was made in April or May of 1960. In June of that 
year the provincial government in the province of Quebec changed. The success- 
ful tenderer for the dining contract applied for a liquor licence, but such was 
not granted until well on into the fall of the following year. So, the successful 
tenderer was obliged to operate this facility without a liquor licence for some- 
thing like nine months. 4 

Shortly after this dining facility was established, I visited it because, having 
been the minister in charge of the department when the Montreal airport was 
being built, naturally I was interested in seeing how this dining facility had 
made out. At this time I was not the minister of transport, having been appointed 
minister of trade and commerce in October of 1960. I found that this dining 
lounge had been well decorated; the food was good in quality, and was well 
and attractively served. I found, in fact, that everything was pleasant in this 
dining lounge except a product on which those operating this facility could make 
a profit, namely liquor. As I said, they were not permitted, because they did 
not receive a licence from the provincial government, to sell liquor for some 
nine months of their operation. The result of not being able to sell liquor — 
in a facility of this kind, in which, as I said earlier, liquor always is sold and 
on which the proprietors make their profit, was that people stayed away from — 
this dining facility in droves. 3 

People who are going to use a dining lounge of this kind demand for the 
greater part the privilege of buying a drink before a meal, or during a meal, or 
after a meal; and some people like the privilege of buying drinks at all 
three times. q 
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I am convinced that without a liquor licence, as was the case in the dining 
lounge of the new Montreal airport, no operator could have made a profit, and 
that no operator could have been more successful than the company which was 
awarded the contract for operating this dining facility. 

Now, Mr. Chairman, I know, from having read the evidence that was given 
before this committee, that the question was asked on several occasions why it 
was that I, as minister of transport at the time, favoured a particular company 
which was awarded the contract as opposed to the one which the department 
recommended, namely, the Hilton organization of the United States. 

I would therefore like to state five reasons why I decided that this com- 
pany should be awarded the contract for operating this dining facility. The 
first was, as it was stated by Mr. George Scott, acting deputy minister of the 
Department of Transport at page 680 of the evidence taken before this com- 
mittee, that the company which was awarded this dining concession made the 
best offer to the Department of Transport for operating this restaurant facility. 

The second reason was, as stated by Mr. Ray Goodwin, director of civil 
aviation of the Department of Transport at page 687 and 688 of the transcript 
of evidence, the president of this company was, and I quote from Mr. Good- 
win’s words: “A very well-established restaurant operator in the city of 
Montreal’. And he said in the same paragraph—the other members of the 
company, numbered I believe three or four, were—and again I quote his words: 
“Very highly regarded citizens in business in Montreal who provided excellent 
bank references”. That is the end of Mr. Goodwin’s statement on this matter. 

For these reasons I decided that this company had, first of all, the neces- 
sary technical experience to enable it to carry out a successful restaurant oper- 
ation at the Montreal airport. Second, that this company had the necessary 
financial backing and a first class reputation in the business world for ability 
and honesty; and the fourth reason I decided in favour of this company was 
that it has always been my belief that if other things are equal, local enter- 
prise should have an opportunity to carry out important undertakings in an 
area. 

This company had, first of all, as I have said, made the best offer of those 
tendering for the contract, and had the technical knowledge and the financial 
backing necessary to carry out a successful restaurant operation. 

The fifth reason I decided in favour of this company was that once again, if 
other things are equal, I have always favoured Canadian enterprise as opposed 
to enterprise owned and controlled in another country, in this case, the Hilton 
Operation. 
| Now, the Hilton people have proved themselves in hotel and restaurant 
management to be very able indeed. They operate the Queen Elizabeth hotel 
very ably indeed. They were brought in primarily because the Queen Elizabeth 
‘hotel is a convention hotel, and its success or failure depends upon attracting a 
great many conventions to that hotel. 

, Also, the Hilton people have a tremendous organization for bringing con- 
Ventions to any of the hotels in their management chain, and the Canadian 
National believed that being managed by the Hilton organization would make 
| it possible to bring to Montreal, to the Queen Elizabeth, the number of conven- 
tions which would be necessary for a successful operation of that hotel. 

Hl So, Mr. Chairman, as you can see, I have nothing against the Hilton organ- 
ization. They are very able indeed. But there are a great many hotels and 
‘restaurants of a very high calibre across Canada which are operated by 
Canadians just as well as the Hilton organization operate the Queen Elizabeth 
hotel. 

| _ I believe that Canadians can operate hotels, dining lounges, and expensive 
restaurants just as well as people who come from any other country in the 


i 


é 
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world, and they demonstrate it every year. The fact that we have the tres 
mendous tourist trade that we have bears out that assumption. It is my belief 
that if we have to invite the Hiltons, the Sheratons, and the Statlers to come to 
Canada to operate our important restaurant facilities in our airports and other 
places, it is denying this opportunity to Canadians, and it is a very sad state 
of affairs indeed. “| 

I, for one, as I say, if other things are equal—and in this case I believe that 
other things were equal or better for the company which was awarded the 
contract—for that reason, as one additional reason, I was glad to award, or 
rather to recommend to the treasury board that this contract be awarded to the 
company which did receive the contracts for operating these facilities. ; 

I think that is all I have to say. I shall be very glad, as I assured you over 
the telephone when I talked to you on Friday morning, to answer any ques- 
tions put to me by any members of the committee. Thank you very much. — 


The CHAIRMAN: Thank you Mr. Hees for that very full and comprehensive 
statement. 4 

As Mr. Hees has suggested, the usual procedure is to turn the committe 
over to Mr. Hees and Mr. Hees over to the committee for a question and 
answer period. q 


Mr. Waun: Mr. Chairman, I think all of us will agree with Mr. Hees that 
we should not deny Canadians the right to run restaurants and operations of 
this sort in Canadian locations. Should we not insist as Canadians that when 
these contracts are given to Canadians, as we feel they should be, care be 
taken to make sure that the contract and arrangement are in accordance 
with sound business principles? If such is not done the result will be exactly 
the opposite to that which Mr. Hees desires. If we experience this type of 
thing happening, as reported in the Auditor General’s report, we will in des- 
peration end up by giving our contracts abroad. 

My point is this. It is quite clear that the four or five people who obtained 
this contract were, according to Mr. Hees, business people with good ba 
references, yet the vehicle they chose to handle the contract was a completely 
new company with apparently no credit rating whatsoever. The evidence 
discloses that very little equity capital was put into the company in relation 
to the size of the operation. Mr. Hees very properly pointed out that an opera- 
tion such as this involves a large expenditure. The government and people 
of Canada have a direct interest in projects such as this because if they are 
not successful they are going to lose, as they have lost in this instance. 

Usually when a new project is entered into by a new company a financial 
plan is carefully developed. Usually there is a requirement that a new com- 
pany have certain equity capital available and perhaps some bond money 
Certainly there is always a very carefully developed financial plan in exist- 
ence enabling the interested parties to be assured that the project has a 
reasonable chance of success. 

I should like to ask Mr. Hees whether this was done in this instance’ 
and, if it was not, what are the reasons it was not done? The fact that the 
four principals had good bank references does not necessarily mean that the 
company being incorporated is of any substance, and apparently it did not 
have any substance in this case. The effect of this transaction, Mr. Chairman, 
seems to me to throw the entire risk on the Canadian public. If the operation 
had been successful and a liquor licence obtained it would have been very 
profitable for this company and the principals would have been quite happ r, 
In actual fact the Canadian public assumed the risk. 3 

My specific question is this. Was there not some specific financing plan 
developed for this company and, if there was not, why was there not? If 
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there was such a specific plan developed why was it not carried out? Appar- 
ently the furnishings were supplied on credit and the total equity, according 
to the report, was $150,000. 


Mr. HEES: Mr. Wahn, in cases where ministers submit projects to treasury 
board they go over the broad plan and decide from a ‘policy point of view, 
-a general economic point of view and from other points of view, which com- 
pany they consider should receive a particular contract. It has always been 
my experience that when contracts of this kind have gone forward to treas- 
ury board over a minister’s signature the treasury board staff then have 
gone into these contracts very carefully indeed before a contract has been 
passed by the treasury board, because a contract of this kind has no meaning 
simply because it is signed by the minister of a department, and it has no 
“Meaning as far as the government is concerned until it has been passed by 
the treasury board. Before a contract is passed by the treasury board, it has 
been my experience, in each case, that the treasury board staff very carefully 
examine all of the financial details such as you have mentioned. When a 
contract of this kind comes before the treasury board the treasury board 
officials express opinions pro and con and decide whether or not they feel 
it is a good and sound contract. 

Very often a contract recommended by a minister is materially changed 
by the treasury board, or is passed over for another submission which the 
minister did not send forward. This is often done because the treasury board 
Officials consider a certain other proposition is sounder than that put forward 
by the minister. In my experience in all of these cases, before they are passed, 
the treasury board staff, whose duty it is to do so, examine carefully the 
provisions contained in a proposed contract to make sure that the government 
is completely covered from every point of view and that the contract will be 
successfully carried out. I agree that these matters should have been checked. 
What I am saying, as the minister involved, is that no minister of transport 
physically has the time to check all of the details to which you have referred 
in respect of every contract that comes before him. There are literally 
hundreds of contracts that come before the minister of transport each year 
and he simply does not have the time to check these details. It has always 
been my experience that the treasury board staff did that and did it extremely 
well. On many occasions I was asked to come back to the treasury board to 
answer certain questions the treasury board staff asked and very often, as I 
Say, contracts were changed or rejected and given to someone else. I agree 
that these things should be checked but suggest to you that the minister of 
transport does not have time to check all the details you have mentioned. It 
is desirable that someone check over all the details very carefully. 


Mr. Waun: Mr. Chairman, perhaps I have not made my question clear. 
If a contract of this kind were to be let to a well established Canadian company 
with a good credit rating, then the Canadian public and the minister would 
know that that company was capable of carrying out the contract. In this case 
the contract was let to a completely new company or corporate shell. Under 
those circumstances I should like to ask Mr. Hees whether the minister has 
a responsibility in making such a recommendation to the treasury board, real- 
izing that he is a busy man and cannot go into detail in respect of every 
contract, to consider the financing arrangements before doing so? Surely such a 
‘consideration is imperative? 


Mr. Heres: Mr. Chairman, I became convinced after examining the bank 
references of each of the four or five principals of this company that 
this company was rade up of very responsible citizens of the business com- 
Munity of Montreal, and each one of them had extremely good, to use the 
words of Mr. Goodwin, bank references. These were first class people with 
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first class bank references and, as I said earlier, I was convinced, from wha y 
learned when I asked my departmental officials about this company, that it 
not only had the experience necessary, because of experience in restaurant 
operations in the past, to do a good job, but that the members who formed 
the company were financially responsible and possessed the kind of financial 
backing necessary to allow me to make a recommendation of this kind to 
the treasury board. a 
You are asking me why I did not consider all the details of how the 
operation was to be paid for. I say that in all cases these kinds of details were 
checked by the treasury board staff to make sure that the government would 
be adequately paid for all expenditures or liabilities it might incur. I agree, 
and it is very easy to see after the event that something should have been 
done. It is awfully easy to call the right play on Monday morning, but it is 
much more difficult in the heat of battle on Saturday afternoon. 
I agree that someone should have checked to make sure that these pay- 
ments would be made. I am explaining to you why I did not. I am surprised 
that the treasury board staff did not, and I am surprised that the treasury 
board of the day did not make sure that the treasury board staff had checked 
these matters because, in my experience—and I served on the treasury board 
for about two years—it was always the kind of thing that the treasury board 
staff did check, and the treasury board chairman always made sure that it 
had been done. i 
Mr. Waun: Mr. Chairman, the witness has said that the bank references 
of the principals were carefully checked by him or by officials of his department. | 
Were they asked to provide any guarantee of the contract which was given to 
them? Were they asked to provide any guarantee? 
Mr. Hees: Are you asking me or the Chairman? 


Mr. Waun: I am asking you. 
Mr. Hees: That, I believe, Mr. Wahn, was very ably stated in the evidence © 
taken on July 16. The answer was no. That is why you are asking your 
question. , 
Mr. Wauwn: If that is so, since this was a corporation and they were 
not personally liable, their personal bank references were of no value te 
your department. 
Mr. Hees: Mr. Wahn, I checked the personal bank references of the people 
who made up this company. You as a businessman know that you do not get— 
as described by Mr. Goodwin—an excellent bank reference unless you are an 
excellent credit risk, unless you have an excellent reputation in the busines: 
world for being a successful businessman, paying your bills and being thoroughly 
responsible in all matters financial. a 
If you had a company made up of people all of whom had excellent bank | 
references, then I think you would have confidence in the fact that the company | 
would be a responsibly operated company, would you not? : 


Mr. Wann: No, not unless I obtained guarantees. I would say—and 
all realize how well banks are operated—that no bank would lend money 
a corporate shell, no matter how responsible the principals, unless the principe 
were prepared to back up their corporation by guaranteeing their corporate 
loans in the bank. What is good enough for the chartered banks is surely go 
enough for the government of Canada. These banks would require perso 
guarantees, as I know and Mr. Hees knows. Why should we not do the same? 


Mr. HEEsS: We have agreed that this kind of check should have been made. 
We are not arguing about anything here. You are asking me why I did not 
personally check to see this was done. I have tried to explain to you why I did 
not do this. 


It was never the case, as far as I was concerned, in a department like 
that to check into details of that kind. This was always done by the department 
and particularly by the treasury board staff, whose job it is to check important 
details of this kind. I agree that this should have been done. I have tried to 
explain to you, Mr. Wahn, why I did not do it, and I hope I have explained. 

_ The CHAIRMAN: Mr. Tardif and then Mr. Prittie. 


Mr. TarDIF: Some of the questions I was going to ask Mr. Hees have been 
partially answered. However, what I want to know originally, Mr. Hees, is 
whether that tender was advertised. 


me Mr. Hees: That is a detail with which I am not familiar: this happened 
four years ago. I would prefer you to ask that question of Mr. Scott. 


Mr. G. A. Sotr (Acting Deputy Minister, Department of Transport): Yes, 
they were advertised. 


Mr. Tarpir: I imagine the Queen Elizabeth hotel was opened when you were 
minister of transport. 


Mf Mr. HEEs: I had just taken over, about a month before. 


ih Mr. Tarpir: What surprises me is that in the case of the airport, you adver- 
tised for this tender and you preferred that it would be a Canadian company. 
I do not disagree with you; I think that is a good principle. However, for the 
Queen Elizabeth I am told that many Canadian companies would have been 
interested but that the department found the Canadian companies did not have 
sufficient experience to, let us say, gather or encourage conventions. Was that 
a basis for the decision to give the Queen Elizabeth hotel concession to Hilton? 


bs The CHAIRMAN: We are getting a little off the track, Mr. Tardif. 


by Mr. HEES: May I answer that? The Queen Elizabeth hotel was actually 
Opened about a month or two months after I took over as minister. All of these 
arrangements were concluded by the previous minister. 


_ Mr. Tarpir: I am sure you would agree with me that people who are able 
to interest people to use their facilities for convention purposes could probably 
also make it pleasant for people to go and have food in their dining room. 


Mr. Hees: I think attracting international conventions, Mr. Tardif, is a 
different matter from attracting people from a locality and the travelling 
public to come into a dining room facility and use it. There is no problem 
in attracting people to come into a dining facility if it has what the public 
wants. This company was very anxious to give the travelling public what it 
Wanted, but it was not allowed to do so because the provincial government, 
which had been elected in June of 1960, did not see its way clear, for reasons 
best known to itself, to grant this licence for a period, I believe, of something 
‘Over a year. As a consequence, this facility was forced to operate for nine 
“months without a liquor licence. 

__ You have travelled extensively, Mr. Tardif, I know, and you have gone 
into a great number of international airports. I feel sure you have used their 
‘dining facilities, and you will know that they are the same all over the world. 
| They are very elaborate; they serve their food extremely well; and you can get 
drinks before, during and after dinner. All that was necessary for this to be a 
very successful operation was for it to have had the provincial government. 


bs the day grant to this concessionaire a liquor licence to start operating with 
‘the sale of liquor when the concession opened. This was not done. Many people 
went there thinking they could get a drink and were very disappointed. Then. 
they said, “This is a rather dull place. We don’t think we'll go back again.” 


So, for nine months, the situation became worse and worse. 


He When something does not start off with a bang and people do not get 


ie 
| he idea of using a facility, it is very hard or relatively hard for the ball to be 
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picked up again. That is the case today. It has picked up somewhat, but I feel 
sure if the facility had been granted a liquor licence at the very beginning, this 
dining lounge operation would have been a great success, because the people 
of the Montreal area are very hospitality minded, they are people who lil 
dining out, and they like dining well. Many people of the city of Montrea 
would have got into the habit of using that dining facility when going to caten 
a plane or arriving from a plane. The travelling public would have got the 
idea that Montreal airport was a good place to have dinner and to have drinks 
in between planes. I feel sure if that licence had been granted this whole opera- 
tion would have been a great success; but, as I have said, no operator of a 
facility of this kind anywhere in the world of whom I know makes any money 
on his food. I talked to a great many of them in the days when I had to deal 
with granting concessions for restaurant operations in our airports because 
I wanted to know how these things operated. I was told universally that the 
best they could hope for was to break even, that most lose money on food and 
could hope only to make money on liquor. If they didn’t have liquor, all they 
could do would be to lose money. 


Mr. Tarpir: If it was that important, and if it would make the difference 
between the operation making a profit and being in the red, was that very 
important condition not drawn to your attention when you were minister? 


Mr. Hess: I left the department in October, 1960. This was three or four 
months before the restaurant opened and it was two months before the airport 
opened in the middle of December. At the time when I was in the department 
the concessionaire, I know, had applied for a liquor licence or was in the process 
of applying for a liquor licence. I do not know the dates and I do not know any 
of the details, but I know this concessionaire did apply and was expecting to 
receive a liquor licence, as did all of those who applied for this concession 
when they made their bids. Nobody, Mr. Tardif, will agree to pay anything 
like $350,000 for the privilege of losing his shirt; it is a very high price. Tha i 
is what they were asked to do. If they were not allowed to sell liquor, they 
would obviously make a loss and the $350,000 which they put up would ob- 
viously go down the drain. No sensible person is going to do that. 


Mr. TarpiF: I fully realize that, but I am surprised, if this condition was 
so important, that even in the short time after you took over it was not 
brought to your attention or that some officer of your department did not make 
some recommendation to the province. Do you know of any reason why the 
province did not allow this liquor licence? 


Mr. Hees: I have no idea. I would say the only way you could obtain that 
information would be to ask the minister concerned with issuing liquor licences 
at the time, and that would be the provincial minister. 

Mr. Tarpir: Are you saying that you made the decision to accept this 
tender? 

Mr. Hers: That is correct. 

Mr. Tarpir: And you say you had five reasons. I have marked down the 
reasons. You eliminated reason number three, and that may be the reason that 
proves that your action was correct. 

Mr. Hees: How did I eliminate reason number three? 


Mr. Tarpir: You said that the first reason for which you decided that this 
was the firm that should be recommended was that, in the first place, they 
had experience and they were going to have a liquor licence. i 


Mr. HEES: No. May I go over that? If you would care for me to do so I wil Ul 
go over my five reasons. 


Mr. TarpDIF: Well, it is not that important. 
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, Mr. HEEs: But, you said I eliminated one reason and I should be interested 
in knowing what the reason was which I eliminated. 

Mr. TarpiF: I will come to that. However, the second reason you gave was 
that it was a well established firm, highly regarded, and had a very high bank 
rating. I agree with both you and Mr. Wahn that if you are involved in a busi- 
ness deal the bank rating does not actually count; rather, it is the bank 
guarantee in respect of the carrying out of these responsibilities in which these 
people are involved which counts. 

Number 3 was the one for which I did not get any reason, although I may 
have numbered the reasons improperly. 

In respect of reason Number 4 you said it was a local enterprise. This 
worried me because I understood the Hilton operation was invited to take over 
the Queen Elizabeth hotel. You said some of this happened before your time 
and some after your time. 

Mr. HEES: All of it was before my time. 


. Mr. Tarpir: But do you not think that some of it was in your time? I am 
thinking of the time when the recommendation in respect of this particular 
concessionaire was made. 

Mr. Hrxs: That is right. 


Mr. Tarpir: Do you not think the gamble existed before you came up with 
these four or five reasons for making the decision? And do you not think the 
gamble that these operators took was very small in respect of the amount of 
investment necessary to make this a successful operation? You must have 
looked into that aspect of it before you made the decision. 


Mr. HrErEs: As I say, there were five reasons why I decided these people 
should have the concession. The first reason was that they made the best offer, 
and that is important. The second reason was that they had the necessary 
technical experience. The third reason was that they had the necessary financial 
backing and a first class reputation in the business world for ability and 
honesty. These matters were stated by members of the department, as I men- 
tioned earlier, in the evidence given here on July 16 of this year. The fourth 
reason was that they were a local enterprise, and the fifth was that they were 
a Canadian enterprise. Those are the five reasons I believed this company was 
justified in being awarded the contract, and that is still my feeling today. 


Mr. Tarpir: I am speaking of the period of time in which you were the 
minister. When people have the type of reputation which these people no doubt 
have, is it the practice, if the department enters into a contract with this type 
of firm, not to insist on a guarantee, or was this an exception? 

Mr. Hees: Well, Mr. Scott answered that question earlier and perhaps he 
would comment upon the technical details with regard to how the department 
Usually requires or does not require a guarantee. As I said, he made an answer 
earlier in this respect. 


_ The CHairMaAN: Mr. Tardif, are you dealing with this subject on the gen- 
ral principle? Are you asking, in respect of cases of this kind, what the 
general policy is, and if there is a guarantee? 


Q 


| Mr. TarpiF: No. 
_ The CHAIRMAN: You are referring particularly to this case? 
| Mr. Tarpir: It is my understanding that this contract was given to this 
‘irm without any guarantee whatsoever, except the reputation which it held. I 
um asking if it is a customary practice for the Department of Transport, under 
tnyone’s administration, to operate in this way? 

} . 
Mr. Hees: As I say, Mr. Scott answered that question in some detail on 
luly 16, and I think perhaps he should answer it today. 
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Mr. Tarpir: I do not want a detailed answer. 
The CHAIRMAN: You want to know what the general practice is? 
Mr. Hees: Mr. Tardif, I know you want the exact answer because you are 
a very particular man, and I want you to get the best answer you can get in 
this respect. 
Mr. Tarpir: And, you are a very charming fellow. 
Mr. HEEs: I always have been very fond of you, too. 
Mr. Tarpir: You are so kind that, as a matter of fact, I am very tempted 
not to put any further questions. a 
The CHAIRMAN: May we now go on to Mr. Prittie’s question. 
Mr. Tarpir: I would like an answer first, Mr. Chairman. 
The CHAIRMAN: Mr. Scott, would you like to get into this gallant per- 
formance? 
Mr. Scott: Well, Mr. Chairman, in respect of many undertakings in the 
department, very binding contracts are entered into, but this is not the prac 
tice in respect of concessionaires. The real commitment here, was the under- 
taking by the concessionaire to expend this $350,000 in respect of the installa- 
tion of furnishings, equipment and decorating of the cocktail lounge and bar. 
Mr. Tarpir: Then, this is an exception to the general rule. . 
Mr. Scott: No. In respect of contracts, there is not a binding contract in 
the case of concessionaires. But, certainly there are binding contracts in respect 
of construction or anything of this nature. But, as I say, this does not apply in 
the case of concessionaires. 


he put his signature on the document, and that covers the recommendation. 
Then, he says it is sent to treasury board. i 


Mr. HEEs: Yes. 
Mr. Tarpir: And, very often treasury board makes a change. 
Mr. HEEs: Yes. 


Mr. TarpIF: Does treasury board make changes without going again to the 
minister? 

Mr. HEEs: No. It is my recollection that they have the right to do so but I 
do not think they ever do without speaking to the minister again. I think if 
it was an important change they would call him back. But, if it is an unimpo = 
tant change they probably would not. However, I do not think they are required 
to call him back. ; 


Mr. TarDIF: Would you say that the signature of the minister on a docu- 
ment as important as this could have some influence on treasury board? 


Mr. Hers: No, Mr. Chairman; it has no influence at all. If you ever have 
appeared before treasury board and experienced just how they treat a contract 
that comes forward, you will know that they treat it in a completely objective 
way; they look at it in exactly the same way your own banker looks at it when 
you put forward a business proposition. Then, you will know how tough the 
treasury board can be on any proposition put forward and how minutely they 
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policy should be established where these details are checked by someone who 
is responsible and who could be held responsible. 


es 


Mr. HEEs: Yes. I always have insisted this is the final responsibility of the 
treasury board staff and the responsibility of treasury board itself to make sure 
that the treasury board staff has examined these details before it, as the board, 
puts its signature on a contract. And, I think that should be given very careful 
attention in the future, and I hope this will be done. 
The CHAIRMAN: Would you proceed, Mr. Prittie. 


is Mr. PrRiTTIE: Mr. Chairman, Mr. Hees laid considerable stress on the fact 
he wanted a local Canadian firm to do this contract rather than the Hilton 
organization. I notice in the Auditor General’s report that there were three 
bids, two of them very well established concerns in the catering field. Pre- 
‘sumably, one was Hilton. Could I have the name of the other one? 

mo Mr. HEES: The other one was Aero Caterers. 

Mr. PritTie: Are they a Canadian firm? 


i Mr. HEEs: I do not know whether or not they are. But, the contest finally 
came down to two firms, the one that finally was recommended and the Hilton 
organization. 

i As you will remember, having studied the evidence carefully, and I know 
‘you have, Mr. Prittie, that it was the Hilton firm that was recommended by 
the department, and it was the recommendation by my department in respect 
‘of he Hilton firm that I passed over in favour of this company. 

q Mr. PRITTIE: Could Mr. Scott tell me if Aero Caterers is a Canadian firm? 
i Mr. Scott: Yes, they are. 

_ Mr. Pritts: Is it a Montreal firm? 

; Mr. HEEs: I have no idea where they come from. 

} Mr. Scott: That firm is from Toronto. 


th Mr. HEEs: I think they do come from Toronto. However, I think you will 
find, if you check back on the notes you took when the evidence was given, 
that Aero Caterers, put in the third best bid. Is that not true, Mr. Scott? 


Hy, 


i Mr. Scott: That is true. 


y 
ah 
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Mr. Hers: After all, when you are asking for tenders and tenders come in 
and you consider all the parties concerned are responsible firms with ability, 
financial responsibility and technical knowledge then you must pay quite a bit 
of attention to which firm makes the best bid. The firm that was finally given 
the contract made the best bid. Aero Caterers made the third best bid. 


; Mr. Prittie: According to the Auditor General, the bids were much the 
Same. He says this on page 54: 

} The third, which contained a slightly better offer than the other 
a two— 


le: It would seem from that that there really was not very much difference 
between them. 


é Mr. Hees: When a department such as the Department of Transport calls 
for tenders on big contracts such as for airport construction, for instance, you 

often receive maybe 15 or 20 tenders, and often there is very little difference 
between the top tender and the One top tender. However, if you pay any 
Bitention to the tender principle, you award the contract to the tenderer who 
puts in the best bid provided he and his competition are both able to do the job 
and are financially responsible people. The only time you put aside the best bid 
a you become convinced that the person who did put in the best bid is not 
able to carry out the contract in a successful way because of lack of technical 
knowledge or lack of financial backing, or for some other reason. If you are 
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calling for bids, you must pay a lot of attention to who puts in the best bid, 
and you would award the contract, provided the people concerned are techni - 
cally able and financially able to carry out the contract. 

Mr. Prittre: Now, Mr. Hees has said that he expects the treasury board 
to check the details of the contract, that the minister would not have time to do 
this, which, of course, we can all understand. I would suggest that if the min- 
ister did not have time to do that sort of thing—and I agree with him—I sug- 
gest he perhaps did not have time to do the necessary checking before recom- 
mending the bid. 

Mr. Hees: Yes, he did, he had plenty of time to make the necessary check 
which ministers make. You make it on broad principles. You study the tech- 
nical ability of the firms concerned, which I did. You study the financial re- 
sponsibility of the firms concerned, which I did. You study the bids to see who 
made the best bid, which I did. On that basis I made my decision that I though 
that that company was the one most deserving of the contract. The financial 
details on who was going to get paid and what method the government was 
going to use to make sure that there was no slip up in payments and so on, 
that is the kind of work that the treasury board staff are paid to do, and they 
do it very well indeed. That is what the treasury board are supposed to as- 
certain, and that is what the treasury board staff do before they put their 
signatures down on a contract which makes it government policy. 

Mr. Prittre: In reply to Mr. Tardif’s question you said that the minister’s 
signature would not carry that much influence with treasury board, that they 
were a very hard body to get by. It would seem that if this is the case, the 
minister recommends but it is they who eventually dispose. 

Mr. Hers: The minister only recommends, but before the signature of 
treasury board appears on the contract it does not mean a thing. 


Mr. Prirrre: If that is the case, then it would seem to me that perhaps 
someone from the treasury board should be here before the committee, ex- 
plaining this particular situation rather than the former minister. : 


The CHAIRMAN: We have officials of the treasury board before us quite 
often, and I am sure that before the termination of our proceedings we will 
have them again. Any report we make in respect of this incident will probably 
not be made until the final report is prepared, and if the committee feels 
disposed to call some of the treasury board officials before them, we will have 
ample opportunity to do so. 

Mr. LEBLANC: As you are probably aware, Mr. Hees, I participated in the 
first discussion on this subject, as you will see in the evidence. Regarding the 
financial backing of the first group which you praised so much, as well as 
their technical experience, apparently a reply of Mr. Henderson to one of my 
questions is not in accordance with your own statement. It appears on page 693, 
where Mr. Henderson says: ; 

Well, my own general impression of the performance of the first 
group is that they did not seek to organize themselves very effectively. ; 

He then says: 

I suggest to you that they did not take this very seriously. 


If that group were so spectacular and so well backed financially ho va 
would you account for the fact that they could not even meet the first $350,000 
payment? The only thing they did was to deposit $150,000 into the undertaking. 


Mr. HEEs: Mr. Leblanc, it is very easy to look back with hindsight o 
something that did not quite come off and say that you should have knowr 
this and you should have done that. Everybody will agree that certain thing 
should have been done. In this instance we were deciding on who would 
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-a good company to operate this concession. As I say, the evidence before me 
given to me by the department at that time is the kind of evidence that Mr. 
Goodwin gave. On page 687 you will see what Mr. Goodwin, the director of 
air services said, and I quote: 


Mr. Chairman, I recall the meetings on the various particulars and 
indeed the original four or five citizens did provide excellent bank 
references, for what they were worth; mind you, it was not a guarantee 
from the bank. However, the original group, which consisted of ap- 
proximately four persons, one of whom—lI believe the president—was, 
in fact, a very well established restaurant operator in the city of Montreal. 
The other gentlemen concerned also were very highly regarded citizens 
in business in Montreal. So, at the time the bids were reviewed, and 
subsequent to the original review, the original group did present what 
the department at that time considered to be satisfactory bank references, 
but not a bond or anything of that nature. 


That is the kind of information a minister receives when he is trying to 
decide on a matter of this kind. Unfortunately, he cannot project himself two 
years ahead and see how the thing is going to work out. He only has what his 
department reports to him on the facts of the case at that time. The facts in 
the case that I received were that all these people had excellent bank ref- 
erences, that they were very highly thought of in the Montreal business 
community, and that the president was very well established in the restaurant 
business in Montreal. From that evidence I decided that these people were 
satisfactory people to operate a concession of this kind. Mr. Leblanc, if you 
were minister at the time I think you would have thought that, too. 


Mr. Lesitanc: That I do not know. 


Mr. Hees: Well, when you get to be a minister you will have a lot of 
interesting experiences of this kind, and you will find that hindsight is a 
great deal easier than foresight. 


Mr. Lesuanc: I have another question regarding the liquor liecence, 
which was one of the topics, of course. On page 695 of the evidence Mr. Smith 
Said: 

I have a note to the effect that the company received a liquor . 
licence on February 24, 1961. 


The lease was signed on January 31, 1961, so that not a month elapsed 
between the signing of the lease and the granting of the liquor licence. 


Mr. Hees: If you read on in the evidence I am sure you will see that it 
was shown that this was not a correct statement, Mr. Leblanc. It was stated 
a lot earlier that this liquor licence was not given until the fall of that year. 
If you will check the facts, you will find that this is the case. You will find 
that this statement was corrected somewhere later on in the evidence. The 
fact of the case was that the liquor licence was not awarded until the fall of 
that year, and this concessionaire operated for practically nine months without 
a liquor licence and without anything on which he could make a profit or draw 
a crowd into that restaurant. You will agree that nobody can stay in business 
for long in those circumstances. To try to operate in such cases is like expecting 
‘aman to swim with his hands tied behind his back. He can float for just so 
long and then it is just a question of how soon he will go under. The same 
thing is true in business. 


Mr. LEBLANC: Do you not think that such a group would not have been 
very wise if they did not assure themselves first that they would receive that 
licence before they signed a lease which involved $350,000 for furnishings and 
$100,000 a year for rent? 
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Mr. HEEs: I am sure that none of those companies bidding for this con- 
cession ever had the slightest thought that a liquor licence would be refused 
for such an important dining lounge as this. It is inconceivable to me, Mr. 
Leblanc, that anyone would want our No. 1 international airport, the airport 
where people coming in from other countries land for the most part and get 
their first impression of Canada, not to have the same facilities as are provided 
in any other international airport in the world. It was inconceivable to me, 
and I am sure to any of those who were bidding, that there possibly could: 
be such a thing as a refusal of a liquor licence for such an important conces- 
sionnaire; after all, he was asked to put up $350,000 to decorate and operate 
this lounge. This was going to be one of the show places of Canada. I do not 
think it ever entered the mind of anyone that there would be a refusal for 
any time of a liquor licence for this operation. 


The CHAIRMAN: The first three I have on my list are Mr. Whelan, Mr. | 
Rondeau and Mr. McLean. I do not wish to inhibit the full right of members 
of the committee to make a complete inquiry into this matter but, on the other 
hand, I hope we will not offend against the rule which prohibits repetition. 

Mr. CAMERON (High Park): I understood you would recognize me after 
Mr. Tardif. q 


The CHAIRMAN: I have you down on the list. 
Mr. Rock: Do you have me on your list? 
The CHAIRMAN: Yes. 


Mr. WHELAN: Mr. Chairman, I have listened to Mr. Hees today and while 
I was a member of the opposition for a short time I was an admirer of his 
capability and his energy in all capacities. It is my belief that a minister of 
transport could not possibly keep on top of the monstrous department he has 
to administer and know everything that is going on. Would you recon na 
that this portfolio be divided? 


Mr. Hees: Mr. Whelan, I think any minister of transport for a long time 
has realized that this department is just about twice too big. I was told by Mr. 
Chevrier that the government had decided this before, unexpectedly, they were 
defeated in 1957—and the opposition was more surprised than they were; they 
had decided that the department should be divided into two. It seemed to me 
it should be divided into two. I think it probably has been felt by every 
minister of transport that it should be, but when you are the minister you like 
handling something that big, because even though it is too big, it is a large 
powerful department and you get a kick out of handling something that big. 
Therefore, you do not recommend that your empire be cut in two. However, 
I think this department is too big; it has grown faster than any other depart- 
ment of government. If you are interested in my opinion, I would think the 
natural division would be one department comprising air and communications, 
including everything having to do with radio and television licensing, and so 
on, and the other would be railways, canals, shipping, harbours, and so on. 
That would make it two very big important departments which would take 
a very good part of the time of two ministers to operate. 


The CHAIRMAN: Mr. Whelan, this is a very fascinating vista you have 
opened up, but I think it lies beyond the realm of the public accounts and the 
spending of money. 


Mr. WHELAN: I disagree. This is, obviously, one of the reasons why thel 
Minister of Transport cannot scrutinize contracts like this close enough. I think 
everyone at Montreal airport realizes it is important to have the restaurant 
facility there, because if you happen to get off a plane at the far end, even if 
you are not hungry then, you will be by the time you get to the restaurant, 


Mr. HEES: You can say that again. 
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_. Mr. RonveEau: I believe you said that the four members who formed this 
“company had some experience, but the kind of experience they had, they 
had acquired by themselves and not as a company. This was a new company? 
Mr. HEEs: That is right. 

Mr. RoNDEAU: They decided to form a company in order to try to get the 
contract from the department. 

P Mr. HEEs: Yes. 

4 Mr. RonDEAU: Has the committee been given the names of those four 
principals? 

Mr. Hees: Mr. Chairman, I have no idea of the names of these persons. 
4 Mr. RONDEAU: You have no idea? 

Mr. Hers: No; I am sure I did at the time, but this is four years ago now, 
and I have handled two jobs since that time. 

The CHAIRMAN: At the request of somebody at the time, the department 
of transport sent me a letter giving a complete list of the members of this 
‘company. This letter was tabled, appended to our Minutes of Proceedings and 
Evidence, and you will find it in our proceedings. 

- Mr. RoNDEAU: The fact is, you told us they did not have a licence for a 
few months and did not have any facilities for liquor. Is there any political 
reason why the province of Quebec did not issue the licence when they already 
had a contract from another government here in Ottawa? 

| Mr. HEEs: I would say that this could be answered only by the minister 
of the provincial government at that time who had charge of issuing liquor 
licences; I would suggest you ask him. 

_ The CHAIRMAN: I do not think it would be in order for this public accounts 
‘committee to get into such matters which concern the province of Quebec. 


Mr. McLean (Charlotte): Mr. Chairman, I think the meat of this thing is 
the liquor licence. 
: Mr. HEEs: That is the statement of the week. 


hi Mr. McLeEan (Charlotte): If these persons did not have the liquor licence, 
they would lose money; if the Hilton people had the contract and did not have 


jn 
* 


a liquor licence, they would lose money. Mr. Hees says he knows they would > 


lose money without the liquor licence. It seems to me that the treasury board 
and Mr. Hees must have had some assurance they would get the liquor 
licence, or that they had the liquor licence, or otherwise they would not have 
granted the concession. What about it; was the provincial government wholly 
responsible? We have been given to understand that the federal government 
had something to do with it; that is, that the federal government was against 
giving the licence? 

‘4 Mr. HEEs: I will be glad to tell you that story. This was four years ago and 
Ido not remember the details, but I think that some time around March 1, the 
federal government changed its policy in respect of allowing the sale of liquor 
at airports. Until this time it had been the policy of the federal government 
that liquor would not be sold in our airports. However, about March 1 of this 
year the government very wisely changed this policy ‘and decided in general 
its position was only that of landlord to those who held the restaurant con- 
cessions in our airports and that it was up to the person who held the restaurant 
concession to apply to the provincial government concerned to have a liquor 
peehice in exactly the same way as operators of other restaurants throughout 
the province applied to the provincial government for the right to have a liquor 
licence and to sell liquor. That was the policy of the government from about 
arch 1, 1960, on. When the policy was changed, the concessionaire who held 
the much less important and much smaller restaurant at the old Montreal 
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airport applied to the provincial government and was granted a liquor licence 
with, I believe, very little delay. I think it was quite correctly assumed by all 
of those who were applying, that in a province such as Quebec which is very 
broadminded on these matters, and whose citizens at large very wisely like to 
have a drink before their meal, during their meal, or after their meal, and 
sometimes all three, a liquor licence would be granted for a concession of this 
type, which was about the highest type of concession you can think of. 

Why it was not done, I do not know. I have no idea. But it was not done. 
As far as thinking that it could not be done is concerned, to me it was incon- 
ceivable, and I am sure it was inconceivable to all who applied for a concession. 
It is easy to look back and say that a person applying for a concession should 
have had a guarantee that he is going to have a liquor licence issued to him. 
But these are plays you can work out on Monday morning, which are very 
difficult to work out on the playing field on a Saturday afternoon. 


I am sure that when the liquor licence was not forthcoming, the conces- 
sionaire wondered why he had not made sure that he would get a liquor licence. 
It was just one of those things that happen. I do not think there would be one 
person in 100,000 who would have thought that the provincial government of 
Quebec would turn down an application for a liquor licence at dining facilities 
of this kind. 


Mr. McLEAn (Charlotte): It seems to me that the liquor licence was of 
just as much significance to the minister and the treasury board, as it was to 
the concessionaire, because it was the government who would lose the money. 


Mr. Hees: If you can devise some way to make all ministers to be all wise 
and to make sure that they have thought of everything that could possibly 
happen of any possible nature, you would be making a great contribution to 
government. Ministers are just ordinary human beings, and some are more 
ordinary than others. 


The CHAIRMAN: Sometimes there is some doubt on that score. 
Mr. HeEs: I guess so. Some people do not believe that we are human. 


The CHAIRMAN: I have Messrs. Rock, Hales, and Fisher. We still have a 
few more to go after that. Now, Mr. Rock. 


Mr. Rock: Did any of those gentlemen who created this new catering 
service and entered into a contract with the government, request or form 
other companies which requested other concessions? 


Mr. HEEs: Mr. Scott tells me no. 


Mr. Hates: I think my question has been answered. I think we have had 
a pretty good discussion of this matter, and the witness has answered all the 
questions pretty well. I think it boils down first to the fact that a liquor 
licence was not available, and that this was of primary importance in the 
failure of this company. Second, the committee has made its recommendations 
to the treasury board that it should in this particular case have looked into 
it a little further, and maybe require a bond to back up the agreement. But 
I think we have discussed this very thoroughly, and I believe we should now 
get on to the next order of business. 


The CHAIRMAN: I think so, too, but there are other members on my list, — 
and they should be given their opportunity. 


they Conservatives? 
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Mr. HrErEs: I am glad you asked that question because I have no idea of 
the political affiliations of these people. I have no idea what the political 
affiliations, if any, were of the gentlemen who formed this company. I have 
no idea whatever, and I mean that. Surely these things do not come into being 
now! No, I am shocked, Mr. Chairman. I am shocked and I cannot believe it. 
These gentlemen talk as if they were of some importance today. I am surprised 
and amazed. 

The CHAIRMAN: Order, gentlemen. 


Mr. FISHER: Do you recall, Mr. Hees, how elaborate or lengthy a discussion 
you had with Mr. Baldwin and other officials about this matter? 
The CHAIRMAN: You mean Mr. Baldwin the deputy minister. 

Mr. FISHER: Yes. I base this question on the evidence we have. I trust it 
does not create any embarrassment for you. It comes from the fact that Mr. 
Scott indicated that the general assessment of the department was in favour of 
the Hilton group, and I also assumed from Mr. Scott’s evidence that this had 
been the assessment of your officials, and that it was also given to the treasury 
board. Therefore, I would like to know how much time was spent and how 
big the discussion was between you and these officials concerning this matter. 

Mr. HEEs: It is hard to remember an exact incident. This was one of several 
hundred contracts which would come before the minister each year. I remember 
_ discussing the thing with Mr. Baldwin, but exactly how long the discussion 
| lasted, I cannot remember. But in all these cases we discussed matters 
‘thoroughly. I looked at the evidence presented to me by him, which had come 
forward from all those making a bid for this concession. The discussion might 
| have taken any part of an hour, I suppose, or perhaps more. I would not really 
_ know. 

Mr. FISHER: He never raised it from the point of view that we would rue 

the day when we awarded a contract to this concessionaire? 
} Mr. Hers: No. Mr. Baldwin felt that the Hilton group should be given the 
| concession. But very often Mr. Baldwin and I had differences of opinion, and 
| far more often we agreed. Very often he was able to persuade me in favour 
of his point of view, but sometimes I was able to persuade him in favour of 
mine. After all, a minister has to have his own opinion on these matters, 
otherwise he will become merely a rubber stamp for his department. 

Mr. FISHER: I think most of us are quite prepared to see ministers overrule 
the advice of their civil servants more often. 

Mr. HeEEs: I know what you mean. 

Mr. FISHER: I think the suspicion may linger because of the fact that a 
| licence was turned down by the Quebec government, and that there may have 
' been a partisan reputation of this particular group. You have given an indica- 
| tion that you know nothing of this. 

Mire Hers: That is right. 

Mr. FISHER: So it seems to me that we just have to leave it at that. It 
_ does seem unbelievable that this licence should have been held up. But I remem- 
ber when Mr. Chevrier was minister of transport he told me about going to 
see the premier of Quebec. When he left the interview, an hour and one half 
later, he said that the subject he had in mind was never reached. 
The CHAIRMAN: Now, Mr. Cameron. 


| Mr. Cameron (High Park): When did you give up the office of minister 
of transport and become minister of trade and commerce? 
Mr. HEEs: October 11, 1960. 


| 

i 

| 

| Mr. Cameron (High Park): From then on you had no active participation 
4 this matter. 
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Mr. Hees: That is right. 2 
Mr. CAMERON (High Park): It was after that date that most of this trouble 
occurred. a 
Mr. Hees: That is right. 
Mr. CaMERON (High Park): I mention this because this was a showpiece; 
it was not just a matter of 200 contracts a year. This was one of the 
big contracts of the year and you would be very interested in it. 

Mr. HEES: Yes. 

Mr. CAMERON (High Park): I notice that executive approval was given in 
August of 1961 for the letting of this particular contract. You stated the change 
of government in Quebec occurred in June of 1960. 

Mr. HEEs: Yes. ; 

Mr. CAMERON (High Park): Some eight or nine months after that these 
people received a liquor licence; is that right? 

Mr. Hees: No. I think they received the liquor licence about eleven months 
after, Mr. Cameron. 

Mr. Cameron (High Park): You are changing that statement now from 
eight or nine months to eleven months. Can you tell me exactly when thea 
received the liquor licence? iq 

Mr. HEEs: I beg your pardon. 

Mr. CAMERON (High Park): Can you or Mr. Scott tell us exactly when 
the liquor licence was obtained in respect of this concession? d 

The CHAIRMAN: I am handing Mr. Hees a letter from Mr. Scott, directed to 
me, containing this information. 

Mr. CAMERON (High Park): What does the letter state, Mr. Chairman? 

The CHAIRMAN: The letter indicates that the liquor licence was first issued 
on February 22, 1961. This is a copy of a letter I received from Mr. Scott con- 
taining patormation the committee requested. You may have to pursue your 
_ questioning in this regard because this statement refers merely to the issuin; 
of the licence. 

Mr. Cameron (High Park): I should like to ask Mr. Hees or Mr. Scott 
whether that information is correct and the liquor licence was obtained on 
February 22, 1961? 

Mr. HEES: It was my impression that the liquor licence was issued in the 
fall of that year, but I was not the minister at the time. 

Mr. CAMERON (High Park): I asked the question in order to obtain that 
information and because I assumed your responsibilities ended on October 11, 
1960. 

Mr. HEEs: That is right, yes. 


Mr. CAMERON (High Park): I should like to find out through you or Mr. 
Scott whether this information is correct and the liquor licence was granted on 
February 22, 1961. 


Mr. Scott: Yes, Mr. Chairman. 
Mr. CAMERON (High Park): That information is correct, is it, Mr. Scott? 
Mr. Scott: Yes, sir. 


Mr. CAMERON (High Park): The formal contract was not negotiated finally 
until January 31, 1961; is that correct? 


Mr. Scott: I should like to check that information. 


The CHAIRMAN: Mr. Scott will check that information with his officials. Per- 
haps you could pursue your questions while he is doing so. 


PUBLIC ACCOUNTS 873 


_ Mr. CAMERON (High Park): I do not want to continue because my further 
questions have a bearing on that information. 


The CHAIRMAN: We will wait until Mr. Scott obtains that information. 
Mr. Lepianc: Mr. Henderson has the answer available. His report indicates 
the date is January 31, 1961, which means they received the licence within one 
“month. 
The CHAIRMAN: Mr. Scott has the answer now, I believe. 
; Mr. Rock: Are you sure there were not two licences issued? 


_ Mr. Hers: I remember being in the dining lounge on several occasions 
after it opened and I know there was no liquor being served. 


iA Mr. CAMERON (High Park): Mr. Hees, I understand further that the effec- 
tive date of the contract was the end of February, 1961, after the obtaining 
of the liquor licence, so that these people should have had a liquor licence 
right from the inception of operations. 


_ Mr. Hees: As I say, I was in the dining facilities on several occasions 
_and I know that liquor was not being served. I was informed that for a long time 
these people did not receive a liquor licence. 

o 


‘a Mr. CAMERON (High Park): You approved of this syndicate or group of 
individuals getting the contract because of their business reputation, their bank 
‘references and the skill of at least one of them as an operator cf restaurants; 
is that right? 

me Mr. Hers: Yes. 


Mr. CAMERON (High Park): Would you think they were particularly good 
businessmen if they went into this type of business without having definitely 
| assured themselves of obtaining a licence or, having failed to do so, referring 


‘the matter to the department, indicating the difficulty involved in obtaining a 
licence? 


” 


_ Mr. Hees: Mr. Cameron, the report we received in respect of these people 
‘indicated, in Mr. Goodwin’s Ponds) that they were highly regarded citizens in 
the business community of Montreal and had excellent bank references. These 
people appeared to me to be the kind of people who would operate a success- 
ful business enterprise. 


Mr. CaMERON (High Park): I agree with you that you exercised reason- 
able judgment, but I am pointing out that the executive order approving of 
the granting of the concession was dated August, 1960. 


_‘-‘Mr. HEEs: Yes. 


Mr. CAMERON (High Park): The election was held in June of 1960 and 
these people must have known sometime between August and the date of the 
signing of the contract whether or not they were going to receive a licence, or 
they were not very good businessmen, being aware of the situation, and failing 
to return to the officials of the department to point out the difficulties and re- 
fon some adjustment until a licence was issued. This situation is important 


from the government’s standpoint because the government was to receive a - 


‘much higher commission on the sales in respect of the bar concession than in 
Tespect of the dining room concession. You were actually interested in this 
situation as evidenced by the fact it is spelled out in the implied conditions. The 
Success of this operation depended on the issuing of a liquor licence. 


Mr. Hees: Mr. Scott advises me that the decision was made by the govern- 
‘Ment that this group receive a concession in August of 1960, and they were 
‘given the concession as of then. 


| Mr. Cameron (High Park): That fact is spelled out in Mr. Henderson’s 
eport. 
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Mr. HEEs: Yes, that is right. 
Mr. PritTrE: When did the airport open? 


The CHAIRMAN: I am sure Mr. Hees has to inform himself through Mr. 
Scott in respect of many of these matters. Perhaps Mr. Scott should answer 
your questions directly, particularly when they deal with a period of time when 
Mr. Hees was not responsible. Perhaps you could direct your questions to Mr. 
Scott. 


Mr. Cameron (High Park): I have one further question I should like to 
ask Mr. Hees, and I am sure he will be willing to give me an answer. 
Do you agree with Mr. Wahn that financial precaution should have been 
taken, and do you agree that when this contract was signed, there being an 
arrangement requiring these people to produce receipts for the $350,000 spent 
on furnishings; someone must have slipped up in not seeing that that was done? 


Mr. HEES: Yes. 


Mr. Cameron (High Park): It would not be you because you were not the 
minister then? 

Mr. Hees: That is right. It has always been my experience that these mat 
ters are checked carefully by the treasury board staff, whose job it is to do just 
that, making sure that these financial details are satisfactory before the govern- 
ment actually lets the contract. As I have said several times, I feel that it is 
obvious somebody should have checked these things. I feel the treasury board 
staff should have made these checks, and that the treasury board itself should 
have made sure that these checks were made. 

Mr. Cameron (High Park): The knowledge that the $350,000 to be spent 
on furnishings was actually paid out would have made a big difference to the 
security of the government; is that right? 


Mr. Hees: In looking back at the situation I think there is no doubt in 
that regard. 


The CHAIRMAN: Do you intend to direct your questions to Mr. Scott, Mr 
Cameron? q 


Mr. CAMERON (High Park): I should like to ask Mr. Scott or Mr. Henderson 
when the liquor lounge actually commenced operations. Perhaps Mr. Hender- 
son can tell us when the financial statements first showed a profit from liquor 
operations? 

Mr. Scott: Mr. Cameron and Mr. Chairman, the sequence was as follows. 
Tenders were called in May, 1960. An application was approved by the treasury 
board in August, 1960. The concessionaire opened in the terminal in December 
1960. The lease arrangement we had with the concessionaire was dated January 
31, 1961. The liquor licence was issued on February 22, 1961 and I assume that 
within a very short period of time thereafter liquor would be sold in the lounge. 


Mr. CAMERON (High Park): So the period of time between the commence-= 
ment of operations and the obtaining of a licence, if commencement was in 
December, was a matter of two or three months rather than eight, nine or 
eleven months? 


Mr. Scott: The period of time would be three months. 


Mr. CAMERON (High Park): At that time they were operating. They were 
not paying the government anything for the use of the concession. They were 
getting established. . 


Mr ocorr: Yes: 


Mr. CAMERON (High Park): So it would not be fair to blame the entire 
financial embarrassment that ensued upon the failure to have a liquor licence. 
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q Mr. Heres: Mr. Chairman, I think we might refer to page 691. Judging 
by the evidence given by Mr. Scott at page 691, I would think perhaps the 
department realizes now that too hard a bareain was driven with these 
original concessionaires because there, on page 690, Mr. Scott says: 


When this was being discussed with Aero Caterers, that is when 
the change took place in the other company. The view was that the 
other company would be on a better financial basis, and that they were 
going to have a new deal to start with, and that they were not going 
4 to have the same obligation of expense. 


Then on page 691: 


Mr. Cameron (High Park): What was the department’s appraisal 
of them? What advice did they give to the minister who in turn would 
have to take it to the treasury board, as opposed to Aero? 

Mr. Scott: Whoever came in would have to have a better financial 
deal than the old company had. 


So it would seem to me from that that perhaps the department at the time 
overestimated the potential business that could be done in this concession, and 
it would appear, perhaps, that the demands made by the department for the 
payment of $350,000 were too high judging by the business that did develop 
actually or the potential that could develop. So I would say probably there 
were several factors contributing to the lack of profit made by the conces- 
sionaires. 

Mr. CAMERON (High Park): It was not only the liquor licence that was 
the cause of this. 

_ Mr. Hees: No; I said the liquor licence would certainly have a very big 
effect upon it. 
i Mr. CAMERON (High Park): But the liquor licence was granted on 
February 22. 
i Mr. HEEs: Yes, but until a concessionaire knows. he is going to have a 
liquor licence he cannot start preparing for the sale of liquor, he cannot make 
preparations for the bar and all the things that are necessary. Then, Mr. 
Cameron, in the three months of operation the public comes to his place of 
business and finds that it is not the place they thought it was going to be 
in their first enthusiasm, a place where they could pleasantly sit down and 
have a drink before, during the after dinner, or in all three cases, so then they 
decide they are not going to patronize that particular facility again. The first 
three months of operation could be disastrous. If people decide in that time 
that your place is not an attractive place to go to for various reasons, it is 
very hard to pick up that patronage later on. 
The CHAIRMAN: Mr. Regan. 

I hope we will restrict our discussion to things we have been unable to 
discover so far. 

Mr. Recan: I would like to follow Mr. Cameron’s line of questioning. 

I had in mind that. not acquiring the liquor licence for this interim 
period could not have such a profound effect on the eventual success or failure 
of this particular business. Is it not a fact that any airport restaurants that 
Mave been opened in new airport terminals across the country during the 
past ten years have failed to show money in their early operation, in their first 
year or so? 


ie Mr. Hees: I would not be able to answer that. 
_ Mr. Recan: You would not be in a position to know that? 


ie 
me Mir, Hers: No. 
21236—3 


a 
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Mr. REGAN: In any large new restaurant, in an airport or not, is it not 
customary in cases of a large undertaking for a company to project its financing 
over a period of four or five years and to expect some losses in the early 
period? If that is the case—and I am sure you will agree that that is the 
case—if this company had been sound financially and if it had been able to 
look forward to such glowing prospects after it received its liquor licence— 
such prospects as you described earlier as being the case if the liquor lcence 
existed—would it not have been able to plan its finances in such a wa 
that it could go through this period of famine and still continue its operations, 
looking forward to the years ahead? j 

Mr. Hees: I do not know whether or not a restaurant operator plans 4 
loss for a certain period. Most people going into business do not; they expect 
the business will be a well run and well planned business and that they will 
start making money right from the start. I would expect the restaurant 
operator would have every reason to believe that, if he ran a facility which 
the public enjoyed and if the food, the service and the liquor were good, he 
would have every chance of making a profit right from the start. 

Mr. REGAN: I see. How much difference do you feel the absence of the 
liquor licence for this three month period would have made with regard to 
the clientele? I think you mentioned the different types of people who would 
go there to eat—those who were catching planes and those who were between 
planes. Certainly you would agree that those between planes would be a 
captive audience or a captive market, and would have to eat there whether 
there was liquor available or not. 

Mr. HEES: They do not have to eat there; they can eat perfectly well 
at a much cheaper restaurant downstairs. If there is no particular reason 
to go upstairs, then most people stay downstairs. 

Mr. REGAN: I see; that is a very satisfactory answer. 

Mr. Hees, you were a member of the treasury board at the time? 

Mr. HEEs: No, I was not. 

Mr. REGAN: Were you at any time during your years on the treasury 
benches a member of the treasury board? 

Mr. Heres: Oh, yes; as I said earlier, I was a member of the treasury 
board—I served in the salt mines for about two years—the first two years Lt 
was a minister. . 

Mr. ReGcan: During those years did you follow such a course with contracts 
that came before the treasury board as that which you earlier described? 

Mr. Hees: Yes, I think we were very conscientious and looked into the 
contracts that came before us in a thorough manner. 

Mr. REGAN: In the light of the information brought out by Mr. Cameron 
that it was for a relatively short period of time that these people were wit 
out a liquor licence, and aside from the possibility that the department drov 
too hard a bargain, the question of the experience and ability of these people 
in assessing how the restaurant should be operated as against what a more 
experienced group could have done might have led to their downfall? [ 


Mr. Hees: The time when people would have come forward and ma 
suggestions as to how the restaurant should operate would be, I think, 
the time when they were bidding on the particular concession. There were 
lots of discussions at the time with the people who were thinking of biddi 1g 

e 


on this concession. After all, it is a big and important concession. They were 
certainly familiar with what was required; they were familiar with the layov 
and so on. I do not know of any representations by any of the potential con- 
cessionaires to the effect that this was too big a facility or that $350,001 


should not be paid by them to decorate the premises. Therefore, if you h 
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Gore experienced concessionaires, such as Aero Caterers and the Hilton 
hotels, agreeing that this seemed like a reasonable proposition—and they all 
put in their bids on that basis—then I would think it unfair to expect the 
other company to have some kind of clairvoyance and come forward and say, 
“Oh, well, I think this, that and the other thing should be different from 
what you propose.’’— i 
No, I think it is very easy to look back on these things and come up with 
the right answers, but it is not so easy to do so beforehand. 

Mr. REGAN: Fumbles do lose games, though. 4 

Mr. HEEs: Yes. 


Mr. PIGEON: At that time it was possible for your department to give 
the authorization to the concessionaires to sell liquor without having the 
authorization of the province, because it is a federal district, is it not? 

Mr. HEEs: No, it is not a federal district. 

The prime minister of the day was very specific that he would have 

nothing to do with the issuing of liquor licences or allowing liquor to be 
sold in our airports. This was a matter of quite some discussion between 
the prime minister of the day and myself for several years prior to this 
occasion because there was great pressure brought upon me by all of our 
members and by a lot of the public to the effect that it would be a sensible 
and desirable thing to allow the sale of liquor in our airports. 
’ To me, an airport seems to be the most logical place in the world in which 
to sell liquor because most of the people who would use a facility like that 
would be people who were between planes. If you are between planes, you 
are not going to go into a bar when you land at an airport, have a few 
drinks, and then drive your car. If you are arriving at your destination you 
get into your car and go to the place where you are heading, and you have 
your drinks there. However, the people who drink in airports are people who 
are stranded between flights, who may have two or three hours to spare, and 
the logical thing for them to do is to pass the time of day in a nice, pleasant 
bar, because there is nothing else to do. Then, when they get on the plane, 
even though they perhaps have had too much to drink, there is no harm they 
can do except annoy their fellow passengers perhaps by a little snoring. There 
is no danger involved to the public by driving recklessly or anything or that 
kind. Therefore, to me, it seems a logical thing to have a liquor licence at a 
restaurant in an airport. 

Mr. PIGEON: I ask this question because I heard that the federal government 
can give authorization for a permit to sell liquor without authorization by the 
provincial government. 

Mr. Hers: I would like to answer that question. I can tell you in an unsure 
world one very sure thing, that with the prime minister of the day, in my case, 
it was absolutely impossible to get the authorization of the federal government 
to allow the sale of liquor in airports, and what was done was to pass it to the 
srovincial government. They made the decision. That is how it was done. But, 
it was impossible for me, as minister of transport to give the authorization 
‘or the sale of liquor in any airport. I can assure you of that. 

_ The CuHarrman: Have you a question, Mr. Ryan? 

Mr. Ryan: How long was the lease signed on January 31, 1961 to run? 

Mr. Hess: I do not know. 

Mr. Scott: For five years. 

Mr. Hees: I am informed five years. 

] : Mr. Ryan: How was the figure of $350,000 determined for inserting in the 


b dugre f, 
“aS€ as a condition of it? 
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The CHAIRMAN: If the information is not available now we might secure i it 
from Mr. Scott and his department later on. a 
Mr. Ryan: I have a further question before I leave that. 4 
Were there any contracts between your department and the Quebec liquor 
licence authority which made it necessary to require furnishings to the extent 
of $350,000? 
Mr. Scott: Not that I am aware. 

Mr. Ryan: And, I believe either Mr. Hees or Mr. Scott indicated—and I 
think it was Mr. Scott—that the department never obtains guarantees from 
concessionaires, even in a case of a concession of this size. Is this true? 

Mr. Scott: Yes. Perhaps I could add a word to what I already have said. 
If it is a case of performance, like a contract for construction, certainly thes 
are cases in which you guarantee yourself in every possible way. But, you mu 
remember that in a concession of this type the real basis is a percentage of t 
gross revenues. Therefore, actually the department is endeavouring to hel 
the concessionaire to build up his business because the greater the business t 
concessionaire does the better it is for the department and the more revenu 
the government gets to maintain its facilities. So, as I said the real basis is’ 
percentage of the gross revenue, and the real protection here is for the depart- 
ment to go in and audit the books of the concessionaire. 

Mr. Ryan: But in respect of this case, you have a company of four men, 
and I take it it is a limited company? 

mir OcoTT: «Yes. 

Mr. RYAN: So, they are able to hide behind a charter if they do go in the 
hole. There is no personal liability on the part of any one of these men. Is that 
so? 

Mr. Scott: Yes. 

Mr. Ryan: Do you not think it would be wise in future for the department 
in cases of this kind, to require private covenants in addition to a lease so V 
will not have failures of this kind, particularly when you have relied upon tl 
financial strength of these men in the first place? We all know that a bank, in 
the case of private limited companies, will not in any case accept the covenal 
of the limited company but it will require the covenants of the private entrepre 
neurs behind the charter. Why could the government not make a requirement 
of this kind in the future? 

Mr. Scott: Well, the government certainly could make such a requirement 
yes. 

The CHAIRMAN: Mr. Ryan, this individual case will form the subject | 
some discussion when we, as a committee, make our recommendations and f 
our report. 4 

Mr. Ryan: Thank you, Mr. Chairman. I have just one thing to add. I a 
interested in how the figure of $350,000 is arrived at as a condition of the leas 

The CHAIRMAN: We will secure that information and it will be availab 

I have one question from Mr. Loiselle and then a question from Mr. Roe 

As you know, we have a lot of distinguished gentlemen who have con 
from all parts of Canada to be here in connection with the Canada Coun 
discussion, and I would hope we soon would be able to get on with that. I kno 
we have had an excellent dry run and now that they have watched this experi 
ment they will know what they will be up against. i, 

Mr. LorseLLE: Mr. Chairman, I will not be long as most of my questio 
already have been answered. However, by the way the discussion went th 
morning I would gather that the whole problem centred around the li 
licence, which would have an effect upon the tenants. If the government did 


n 
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167,400 in respect of that deal do you think it was because the government at 
he time thought it politic not to have any liquor in their airport restaurants? 


_ Mr. Hees: No. It is easy to answer that question, because the federal gov- 
ernment as, I think it was, of March 1, of that year, 1960, had by a stated 
Policy said that liquor could be sold in any airport in Canada provided the 
oe onaire applied to the provincial government and the provincial govern- 

ment granted a licence exactly in the same way as they do to concessionaires 

or restaurant owners in other parts of the province. So, it was 100 per cent up 
a the provincial government in this case to grant the licence. The federal gov- 
ernment said: “You can serve liquor if the provincial ‘government gives you 

liquor licence.’’? And the provincial government did not for some time, and 
‘that hurt the concessionaire’s operation. 


i _ Mr. LOISELLE: Are you sure that the date you gave, March 1, 1960, is the 
correct one? 


x Mr. Hees: No; I said I thought that was the time. It was about then. How- 
ever, you can check that; it might be a month or so out. Have you any idea, 


_ Mr. Scott: Yes, it was March. 
: Mr. HEEs: I am told that was the right date. It was an important date to me. 


Mr. LOISELLE: Could you tell us why the government changed its mind 
that connection? 
‘ Mr. Hees: I think perhaps I was able to persuade the prime minister of 
‘the day that this was a sensible policy, and being a reasonable man he accepted 
ny proposition. 
i The CHAIRMAN: Would you proceed, Mr. Rock. 
Mr. Rock: I think it was a sensible policy. 
a Mr. Hees: Thank you. A lot of people believe it to be. 
a Mr. Rock: A lot of confusion has arisen over the issuing of the licence and 
‘the date. Many say it was a month after the contract was signed and others 
“say it was six or seven months after. Is it not possible that two licences were 
‘involved, one for the lounge and one for the restaurant and they were unable to 
use the lounge licence for the restaurant and the restaurant licence for the 


‘issued and the restaurant licence was not, and maybe they overlooked applying 
for it. 


hi Mr. Hees: I do not know. All I know is that I went in several times and 
could not buy a drink. 


Mr. Rock: In the lounge and in the restaurant? 
Mr. HEEs: In both. 

The CHAIRMAN: Thank you, gentlemen. 

Mr. PicEon: I have one last question. 


Mr. Hees, do you know the reason the provincial government waited eight 
months to grant this liquor licence? 


7 Mr. Heres: No, I do not know. I have no idea. 


Sa 


a en 
pat — 


a ee 
gaa! a ae 
_— 


Mr. Gray: On a point of order, Mr. Chairman,— 

_ The CHarRMAN: Mr. Gray on a point of order. 
i Mr. Gray: Mr. Chairman, although I do not want to interrupt Mr. Pigeon’s 
iF uestion I think the Bence has come out repeatedly that there was not 
oe of eight months in issuing the licence. At most, it was issued within 
F 0 or three months after the concession began to operate and one month 
ter the contract was signed. 


_ The CHarrnMAN: That is the evidence before us. 


Jounge. Perhaps the confusion comes from this. Possibly the lounge licence was | 
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Mr. Rock has raised another question and we will try to find out if there 
was anything involved. 

Mr. Scott: There was just the one. 

The CHAIRMAN: I am informed there was just one licence granted, so 

the answer is it was two or three months after the licence was granted. This 

is the information which is now presented to the committee by the officials of 

the department. ie. 

Have you a question, Mr. Leblanc. 

Mr. LEBLANC: I have one last question. On page 692 I made a statemen 

which reads as follows: 

Then, the financial difficulties experienced by the first group, which 

subsequently formed itself into a corporation, are not attributable to 

the fact that the Department of Transport would have charged them 

an excessive amount for the lease? I believe they themselves set the 

amount of the lease they were willing to pay, and it was on that tender 

that they obtained it. Then the financial difficulties would arise from 

the fact that they did not supply enough capital to start the work and to 

foresee the possible losses, as is usually done in private enterprise. } 


Mr. Hess: I think it is interesting to see, and I would like Mr. Scott to 
check me on this, that after the first concessionaire ran into difficulties, from 
the evidence I read it would appear that the department spoke to the other 
two applicants who had not been successful, and that only Aero Caterers 
were interested in taking on the contract. I think that that is very significant. 
It would appear that there was perhaps on somebody’s part an overestimation 
of the possibilities for making profit in this operation, and once Hilton had 
had a look at how the operation went, the potential number of diners and 
drinkers, or whatever you would like to call them, it had become apparent 
that Hilton were no longer interested. It would, therefore, appear that perhaps 
the department had overestimated the possibilities of making a profit on a 
large scale in a concession of this kind. After all, this was the first concession 
of this kind that we had let anywhere in Canada. Up until that time there 
were no really big airports in operation. This was the first time we were able 
to permit the sale of liquor, if the provincial government was agreeable, 
and so this was not only an experiment on behalf of those applying for the 
concession and on the part of the person who received the concession but also 
an experiment on the part of the government as well. This was a new venture, 
and we are all human, and people do make mistakes. It would appear that 
the department perhaps overestimated the potential and asked too high a 
financial requirement from the people operating the concession. It could be. 

Mr. Ryan: Mr. Chairman, I would just like to ask Mr. Hees at present 
whether this leaseholder got a new lease or just another contract? 

Mr. Hees: This happened after I had left. 

Mr. Ryan: Mr. Scott, was there a new lease made out for the present 
holder? 

Mr. Scott: A new, amended lease. 

Mr. Ryan: Is there any option of renewal past the original term of five 
years? 

Mr. Scott: It could be renewable. 

Mr. Ryan: For how long a term? 

Mr. Scott: It could be on five year terms. 


U 


(Translation) ; 
Mr. CHoQquUETTE: Mr. Hees, in order to save the principle of bilingualism I 
will put my question to you in French, as I know you can answer in French. 
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“When the contract was granted the operator; did he let the authorities of 


your department know, directly or indirectly, that he was sure of getting 


his licence to sell liquor? 


Mr. HEEs: There was nothing we could do in my department to ensure 
that a licence would be granted for— 


Mr. CHOQUETTE: I think you misunderstood my question. What I want 


to ask you is whether the person who was granted the contract let you 


know directly or indirectly that he was sure of SpE a licence to sell liquor? 
Mr. Heres: The answer is no. 
Mr. CHOQUETTE: Thank you. 

(Text) 
Mr. Gray: I have one question to ask, Mr. Hees. Could you tell me who 


the members of the treasury board were at the time this contract was 
approved? 


Mr. HEEs: No, I could not. The members of the treasury board change 


from time to time. This was where usually some of the new members of the 


cabinet served, and after a while older members of the cabinet who had done 
their penance were allowed to get off the treasury board and new members 


Came on. The personnel of the treasury board changed quite often, so I would 


not know who the members were at the time. 
The CHAIRMAN: We have had a very useful and fruitful—to use the two 


words most commonly used—discussion, and we are all obliged to Mr. Hees 


for shedding light not only on this issue but incidentally on the machinery of 


the treasury board. I am certain that what he said today will be of con- 


siderable value to us when we come to make our report on this, among other 


things. Thank you very much, Mr. Hees, for appearing here. We enjoyed 
having you, I am sure. 

Mr. CHOQUETTE: I have a question which is out of order. Is it your inten- 
tion to go out of politics? 

Mr. Heres: This is a difficult question to answer. 

Thank you very much, Mr. Chairman. I appreciate the privilege of coming 
here very much. It reminds me of the old days. It was a great pleasure and 


privilege to see you all again. I enjoyed this morning very much indeed. Thank 


you so much. 
Mr. CHOQUETTE: Come again. 
Mr. HeEEs: Any time at all, if you have any questions to ask me. 
The CHAIRMAN: Gentlemen, it is now twenty-five minutes to 12 o’clock. 


) We have a lot to do. I would hope that before we depart this morning we will 
have had an opportunity to introduce the chairman and members of the 


Canada Council and their officials and that we will give an opportunity to Mr. 
‘Henderson to at least initiate a discussion by starting into the beginning of 


‘the financial reports we will be considering. Before I call on Mr. Henderson 
‘I wonder whether I could introduce to you Mr. Jean Martineau. Mr. Martineau, 


would you come up here, please, sir? 

We are very pleased to have you here, Mr. Martineau. I am going to ask 
you, before we call on Mr. Henderson to initiate the discussion, whether you 
‘would mind introducing to us the members of the council and the officials 
Who have come with you so that during the course of our discussions, if 
questions need to be re-routed through you to any member of the council, 


“We could have this as part of our proceedings, and we will have this intro- 
duction before I call on Mr. Henderson. 


ie } Mr. JEAN MARTINEAU, Q.C. (Chairman, Canada Council): Thank you, Mr. 
Chairman. 


oe 
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(Translation) ae 

Speaking after you, Mr. Choquette, I think I should begin my comments 
in French. We greatly appreciate the opportunity you have given us to explain 
what the Canada Council are doing. It is by no means easy, in fact it is very 
difficult and very complicated. But I think that after the lesson we had for 
two hours as we listened to the questions asked of Mr. Hees and to the answers 
he gave, we shall be better able to satisfy you. But we hope you will not 
be as hard on us as you, or at least some of you, were on him. 


(Text) 
May I say, gentlemen, that you will have to be somewhat lenient with 
me if very often I cannot answer your questions. My nomination is so recent 
that I have been unable, in spite of my good will, to master everything that 
goes on in the council. In due time I will, and that is why this morning, I will 
call very often on, firstly, Mr. Faribault, a member of the council, and on the 
director of the council, Dr. Trueman, and on the assistant directors Messrs. Bu 
siére and Dwyer. When it comes to finance I will call on Mr. Fullerton, and 
also of course on our only secretary-treasurer, Miss Lillian Breen. 
The CHAIRMAN: Thank you very much indeed, Mr. Martineau, for this 
introduction. 
Gentlemen, let me tell you that the course of our proceedings is as follows, 
subject to any variation on the part of the committee, we have had filed and 
tabled with the committee what I refer to as the long form reports which the 
Auditor General makes and which should be in the possession of the committee. 


Mr. FisHeR: Mr. Chairman, I want to get one thing cleared up right away. 
The Canada Council is appearing before us not only in connection with the 
Auditor General’s report but, I would understand, in the continuity of previous 
appearances here. In other words, the opportunity for questions can be much 
more ranging. I would like this cleared up. q 

The CHAIRMAN: I think so. I examined the proceedings of the committee 
when the Canada Council was before the committee previously and I observed 
that without any objection this was the procedure followed. Not only is the 
financial statement before us but, by the terms of reference, the reports of the 
Canada Council which you gentlemen have. This being the case, the terms of 
reference in the House of Commons include these reports and matters relevant 
to and arising from these reports will also be subject to discussion and ques- 
tion. I think this probably answers your question. | 

I was about to explain to Mr. Martineau and the members of the council 
who are appearing before us that the usual routine is for Mr. Henderson, as 
Auditor General, to go through the references which are contained in his report 
as Auditor General to the House of Commons for the two years in question, 
and, also, the long form reports which he has filed in his position as auditor 
pursuant to the statute. Questions then may be directed and comments mad e 
arising out of the material in the two long form reports and, of course, on mat- 
ters referred to in the report of the council. 3 

In the hope of informing the committee with regard to the general area 
of discussion, between now and the time of our adjournment, Mr. Henderson 
might proceed to report to us. This will give us a basis for our discussion the 
afternoon. | 

Mr. A. M. HENDERSON (Auditor General of Canada): Thank you, Mr 
Chairman. 
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I believe I am correct in assuming it might be advantageous for me, as 


Ottawa, July 31, 1962. 


he Chairman and Members, 
The Canada Council 
Ottawa. 


We have completed our examination of the accounts and financial transac- 
tions of the council for the financial year ended March 31, 1962 and have reported 
thereon under date of May 25, 1962 to the Canada Council and to the Prime 

Minister of Canada, in compliance with the requirements of section 22 of the 
Canada Council Act, c.3, 1957. 

“t Our examination was made in accordance with generally accepted auditing 
standards and included a general review of the accounting procedures and of 
the system of internal control, together with such tests of the accounting and 
related records and financial transactions as we considered appropriate to the 
circumstances. 
ny A copy of this report is being forwarded to the Prime Minister of Canada 
for his information. 
q For convenient reference we are attaching, as exhibits, copies of the finan- 
cial statements for the year ended March 31, 1962. 


‘ Endowment Fund 

Income and Expenditure 

; Income earned which remains unexpended at the end of a financial year 
is available for expenditure in the succeeding year or years. This amount is 


shown in the following summary of income and expenditure transactions for 
the year ended March 31, 1962: 


Balance available for expenditure as at April 1, 1961 ..$ | 417,810 


ENO er NCOME MLOL ENE VV CAT eet ee woe ciel iais dL coeune 2,955,665 
3,373,475 
Deduct. Hxpenditure for the wear ise ee 3,100,092 


Balance available for expenditure as at March 31, 1962 273,383 


Investment income earned during the year under review is compared with 


Year ended March 31 Increase or 


2 


_Interest on bonds and debentures .$ 1,828,451 SMe OaGsos $ —109,882 


271,145 285,522 — 14,377 
845,053 683,472 161,581 
11,016 11,891 _ 875 
2,955,665 2,919,218 36,447 
AY ‘erage return for year on 
Berea Fund 9. oc). 05 ces 5.91% 5.84% 


1962 1961 Decrease (—) 
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ing amounts in the preceding year as follows: 


Year ended March 31 Increase or 3 
1962 1961 Decrease (—) 


Grants and awards authorized ....$ 2,551,150 $ 2,543,846 $ 7,304 


Canadian National Commission for 
UNESCO (other than indirect 


administrative expenses) ..... 56,490 45,325 11,165 
Panna sw OunCcIL Train i006 swe) 25,298 33,416 — 8,118 | 
Administrative and other expenses 467,154 375, f11 91,443 

3,100,092 2,998,298 101,794 


The expenditures in the various administrative and other expense cate- 
gories during the year under review are shown in comparative form in the 
Statement of Income and Expenditure and Surplus (Exhibit I). Salaries in- 
creased by $14,628 to $213,789 due in greater part to normal salary revisions 
and the payment of separation gratuities. The increase of $8,354 to $32,572 
for Council meetings is due mainly to the fact that six meetings were held dur- 
ing the year to March 31, 1962 whereas only five meetings were held during the 
preceding year. The increase of $17,514 to $32,669 in charges for the safe- 
keeping and registration of securities resulted from an adjustment for the 
accrual of safekeeping fees payable to the Toronto General Trust Corporation. 
Fees are payable, not in advance, in the amount of $10,000 semi-annually in 
May and November. For the 1960-61 financial year no provision was made 
for that part of the fee payable in May 1961 which had accrued due to March 
31st. Conversely, the full fee due for payment in May 1962 was taken on 
charge in the year under review. The end result was that the accounts for 
1961-62 were charged with fees covering an eighteen month period. Advisory 
service fees, which increased by $43,000 to $49,250, were accounted for by 
payments of $17,500 (including $8,000 for 1960-61) each to the Humanities 
Research Council of Canada and the Social Science Research Council of Can- 
ada, $10,500 (including $3,000 for 1960-61) to The Canada Foundation and 
$3,750 for the three months ended May 31, 1962 to Fullerton, McKenzie and 
Associates Ltd. for the management of the Council’s investment portfolio and 
related services. Office furniture and equipment purchased during the years 
cost $4,427 for which there was no comparable charge in the previous year. 


Balance Sheet Items 

Cash—$262,086 
Bank balances totalling $261,661 were confirmed directly to us by the 
depositaries and reconciled with the records. The remaining $425 of this item 
consisted of a deposit, which was confirmed, with Trans-Canada Air Lines in> 
connection with air travel credit cards. 


Investments—$54,528,248 
The council’s treasurer, Mr. D. H. Fullerton, resigned effective March 
1962, to head a firm of consultants specializing in the management of securi 
portfolios for clients. Through an agreement with the firm. Mr. Fullerton’s 
services continued to be available for the purpose of managing the council’s’ 
portfolio and providing reports and statements as required, on the same basis 
Ae 


as during his tenure as treasurer. The agreement, which may be amended ol 
cancelled by either party on three months’ notice, requires payment to the firm 
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of an annual fee of $15,000 by quarterly instalments in advance, and of tele- 
_ phone costs, not to exceed $5,000 per annum, incurred in transacting the Coun- 
- cils’ business. 


The classes of securities that may be acquired as investments of the endow- 


-ment fund, and the limits of holdings of any class and of any particular securi- 


ties, have been approved by the council and are subject to change from time 
to time by resolution of the council. Within this general framework securities 
are acquired, managed and disposed of with the advice of the investment com- 
mittee, as required by section 18 of the Canada Council Act. 


Section 16 provides that any expenditure made for the purposes of the 


act (other than capital assistance grants to universities) may be paid out of the 


=, or 
cr. v 


income earned by Endowment Fund investments. The investment portfolio is 
planned to provide the maximum return consistent with the necessity of main- 
taining the principal of the Fund intact. Net profits totalling $3,155,233 which 
have been realized on the disposal of securities since the council was established 
are carried on the Balance Sheet (Exhibit I) as a general reserve against the 


_ possibility of future losses. 


An analysis of the endowment fund investment portfolio at March 31, 


~ 1962 follows: 


Treasury bills: 


CAanagameraeey alee nau ale $ 298,107 
eGPOVIN Galas pres feck ten oe 149,751 
447,858 
Short-term corporate notes ....... 483,042 
$ 930,900 
Bonds and debentures: 
Canada and Canada guaranteed 13,599,950 
Provincial and provincial 
SUARANCCEE ee eciicr ores 6,009,625 
IV CUIC Hod lapeeee cert ee ke ct. oat 3,219,668 
Corporate mewn gates cies cheats 8,709,433 
31,538,676 
Common stocks and convertible 
GEDEHTILESE Lec hates izecies 7,063,294 
; LOCK WHLEANLS ) ficmie secon wtarkin mele ¢ 4,000 
ies 7,067,294 
Mortgages: 
Insured tindereNeHcAt .. s coe, 14,248,436 
COL GRM Man set Petru dor asp cals 742,942 
14,991,378 


$54,528,248 
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Treasury bills, bonds and debentures are valued at amortized cost, 
mortgages at amortized cost less principal repayments, and common stock and 
stock warrants at cost. The market value, $42,258,855, of investments (exclud- 
ing mortgages) at the year-end was $2,721,985 in excess of the book value. 
The principal value of mortgages held amounted to $15,163,574 which was 
$172,196 in excess of the book value. : 

Included in the investment portfolio are 3,500 “bonus” shares in Chinook 
Shopping Centre Limited. These have not been valued as they were received 
by the council without cost. At the end of the preceding year 7,500 of these 
“bonus” shares were on hand. During the year under review 4,000 shares were 
sold and the proceeds of $11,600 were credited to the reserve arising from net 
profit on disposal of securities. 

The volume of transactions in endowment fund investments was agai 
heavy, the objective, as in previous years, being to enhance yield and to realize 
attractive capital gains. The following summary gives details of the purchase 
and sale transactions entered into and completed during the 1961-62 financiz 


year: 


Purchases Sales 
Treasury bills—Canada and Pro- 
RATES L ES oie, Sh. thy Mune ws tothe fae $ 2,908,359 $ 2,958,011 


Bonds and debentures: 


Canada and Canada guaranteed 34,390,832 32,062,331 
Provincial and provincial 


PUrarairrteed, 5. .s aca senna 13,152,312 13,339,005 
WVEIE CIAL ios. Sibling keen wae eS 3,620,321 8,193,467 
Corporate (including  short- 
TOTTI PORES) i ick setae 17,053,824 14,756,751 
68,217,289 68,351,554 
MON STOCKS - © o-sA-vmceets cates o's 783,590 981,778 
Mortgages: 
Insured under N.H.A. ........ 2,120,410 
Principal repayments .... 612,556 


$74,029,648 $72,903,899 


The securities are held in safekeeping and were verified by certificates 
furnished directly to us by the depositaries. 


Property, including furnishings and effects, donated to council, 
at nominal value—$1 

Section 20 of the Canada Council Act provides that: 

The Council may acquire money, securities or other properties by gift, 

bequest or otherwise and may...expend, administer or dispose of any 

such money, securities or other such property...subject to the terms, 

if any, upon which such money, securities or other property was given... 

to the Council. 
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In November 1961 the council accepted as a gift Stanley House, New Richmond, 
_ province of Quebec, together with household furnishings and effects. It is the 
-council’s intent to use this property not only as a place where artists may work 
but also as the locale for discussions on policy with experts in various fields. 
¥ For accounting control purposes the property has been nominally valued 
at $1. At the time of our audit the legal formalities necessary for the transfer of 
>» the property to the council had not been finalized. 


Pecounts payable—$73,706 


{ The accounts payable at the close of the year were verified by reference to 
ie ePropriate supporting documents. An analysis follows: 


TREC Cer AOL ALIGISe tie ay ei. Sater Utara ae oieie Ss abs) $19,023 
i, Canadian National Commission for UNESCO ....... 10,313 
Securities registration fees and service charges ..... 14,931 
a: Social Science, and Humanities, Research Councils of 
oa CAI AG eg es a Sree eee eee OS Es Be ede Son aaa’ s ose 19,000 
rs ME CORED EMSC mcr Resta Nn cetera ods eRe chen dae Rete aie bare etc 4,348 
es OUnCILMCELInEs OS DENSOW..-..9 4 cis Socieras aa on, & ake 4,333 
s WA Srollemenus or sends Gin ate tint ste hs Giclee b troe aS 1,758 
$73,706 


Under section 20 of the Canada Council Act, the council may acquire 
--money by way of gift and dispose of it, subject to the terms on which the gift 
‘is given. The accounting practice is to treat these conditional donations as 
liabilities, until disbursed for the purposes designated. Unconditional donations 
may be taken into income and thus be available for expenditure under 
section 16 of the act. The amount of $19,023 shown above represents the 
-unexpended balance of donations received for specific purposes, to be expended 
- in accordance with the conditions attached to them. Donations totalling $45,025 
_ have been received to date by the council. 

‘. The following is a summary of the conditional donations received and dis- 
_ bursed during the year under review, together with the unspent balances: 


Wnepent Dalances <A pritet/ 196 by ria oe yucatan ee ee $15,187 
.- Add: Donations received during the year .......... 10,995 
i 26,182 
ae Less: Disbursements during the year .............. 7,159 
Wnspen: (balance. Marci. tol... LODS-.s eaiaw sn is aches $ 19,023 


1 a disbursements from donations received have been made in accordance with 
whatever terms were specified by the donors. 

‘2 In our last year’s report we commented upon the advisability of reviewing 
the income tax status of acknowledgment receipts issued by the council for 
conditional donations transmitted to an organization outside Canada. During 
_ the’ year under review the situation was clarified by a reference to the Depart- 
ment of National Revenue. The council’s customary acknowledgment receipts 
are acceptable for the donors’ income tax purposes provided that the purposes 
for which the gifts are made are within the objects of the council and fit 
_hormally into its program. Otherwise, any receipts issued should clearly state 
the conditions on which the gifts were made. 


"Bs il Ste i eee a 2 el ere te ee ee ee 
> Ph oe ee 
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Amounts payable in respect of securities purchased but not 
received—$566,757 

During the latter part of March 1962 orders were placed with brokers for 
the purchase of securities at a cost of $566,757 for delivery during April 1962. 
The amount payable was verified by reference to the relevant purchase con. 
tracts. Details are: 


Date of 
Purchase Delivery Amount 


Government of Canada, $300,000 
Treasury bills due June 15, 1962 March 30 April 2 $298,107 
Alberta Municipal Financing 


Corporation, $270,000 54 
per cent bonds due April 16, 1984 March 27 April 18 268,650 


Provision for grants and awards approved—$1,659,339 


The amounts involved in project and scholarship awards are provided for 
in the accounting records following approval of such awards at a meeting of 
the Council. The balance of unpaid awards approved by the Council to Mare 
31, 1962 includes provision of $176,250 for estimated travel and university fees. 


The transactions for the year may be summarized as follows: 


Petanee unpaid as. at April 1,.1961 2. ..- 5... $1,898,085 
Add: Net authorizations during the year ........ 2,576,448 

4,474,533 
Mecse Paid during the years...) css es soe oe 2,815,194 
Balance unpaid as at March 31, 1962 ........... 1,659,339 


The awards outstanding for more than 12 months were reviewed with 
your officers who informed us that as far as could presently be ascertained they 
would eventually be paid. 


Reserve arising from net profit on disposal of securities—$3,155,233 

This reserve amounted to $1,530,855 at March 31, 1961. During the year 
under review it was increased by profits totalling $1,818,906 and decreased 
by losses of $194,528, realized on the disposal of securities, thereby bringing 
the balance of the reserve to $3,155,233 at March 31, 1962. 

The reserve is available to provide against possible future losses realized 
from disposal of endowment fund investments and is therefore not available 
for expenditure purposes. 


UNIVERSITY CAPITAL GRANTS FUND 


Cash—$52,149 


The bank balance of $52,149 at March 31, 1962 was confirmed directly to 
us by the depositary and reconciled with the records. 
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__ eee 
Pe The investments comprising the university capital grants fund are re- 
stricted by section 17(3) of the act to bonds or other securities of or guaranteed 


by the government of Canada. The investment portfolio at the year end consists 
ie 


PeLeasUEY SDILIS Ol *Calhadaueiie feria tatuis ce. cc Cela $ 7,686,495 
Government Of Canada wOnUSs. score /oie'c cis eles 28,320,550 
‘ 36,007,045 


All securities in the portfolio were valued at amortized cost. The market 
value of the government of Canada bonds held at the year end was $28, 444,275, 
which was $123,725 in excess of the book value. The securities are hog in 
safekeeping and were verified by a certificate furnished directly to us by the 
depositary. 

The investments in the university capital grants fund were reduced pro- 
_ gressively during the year in order to provide funds for approved grants to 
| the universities, with the result that the year end balance shows a reduction 
of $3,487,515 from the principal amount of $39,494,560 at March 31, 1961. A 
number of sales and purchases were made during the year for the purposes 
_of enhancing the yield on the investments or realizing capital gains. The volume 
of these transactions may be summarized as follows: 


| ; Purchases Sales 
15 rcasuiae lt were hanks Ads os $14,486,036 $ 7,349,247 
Canada and Canada guaranteed 

(a IDOTUCLS age gerenrern Ths, cfs ree oor 93,300,168 103,859,240 
| pis = SOE SEES See =e ee 
; 107,786,204 111,208,487 


| Amounts payable in respect of securities purchased but not received— 
$149,054 


The amount of $149,054 represents a commitment entered into on March 
| 30, 1962 for delivery on April 2, 1962 of $150,000 government of Canada 
{ treasury bills due June 15, 1962. The amount was verified by reference to the 
, relevant purchase contract. 


i Provision for grants approved—$5,941,472 


This represents the year end balance of grants approved which have not 
yet been paid. Transactions in the account since the inception of the fund are 
| summarized as follows: 


fe: ; Unpaid 

1h March 28, 1957 to Authorized Paid balance 

} March 31, 1958 . $4,084,300 $1,340,400 $2,743,900 

i BO9O=0 9. Atenas Dee 8,732,264 3,542,925 7,933,239 

a ILS TES cs 0) Ua baad 9,344,062 6,960,226 10,317,075 

j 1960-61. Se. c% as 3,367,651 8,038,391 5,646,335 
HOG 62.4 Pi Dales 6,532,639 6,237,502 5,941,472 

32,060,916 26,119,444 
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The unpaid balance at the end of the year consisted of grants approved 
during 1961-62 and previous years as follows: 


ae 


1958-59 $ 500,000 bY 
1959-60 642,250 
1960-61 964,096 
1961-62 3,835,126 
5,941,472 


The above balances were reviewed with your officers who confirmed that 
the outstanding grants will be paid upon satisfactory completion of the work 
for which the grants were made. 


Principal of Fund—$30,333,416 


Section 17 of the Canada Council Act provided for the establishment of a 
university capital grants fund to be credited with an amount of $50 million, 
from which grants may be made to universities and similar institutions of higher 
learning by way of capital assistance in respect of building construction projects 
to promote the study of the arts, humanities and social sciences. Authority to 
invest money standing to the credit of the fund, within prescribed limits, i 
given by the same section. 

The changes in the fund during the year under review are shown in su 
mary form on the balance sheet (exhibit I). The principal amount of $30,333,416 
remaining at March 31, 1962 includes $12,394,333 of interest earned and profits 
realized since the inception of the fund, which latter amount has not as yet 
been allocated by the Council either to the provinces or to universities. 

The question of the basis of allocation of the accumulated interest and 
profits has been under active consideration by the council. Opinions have been 
received from members of three legal firms. Two of them support the view. 
that, by reason of the restrictive formula comprised in section 17(2) (b) of the 
act, calculations for the purpose of determining increases in provincial limits 
to cover interest earned and profits realized by the fund can only be made 
on the basis of population. The third is that in allocating interest and profits 
the act does not preclude taking into account sums already paid to institu- 
tions, which is known as hotchpot, so that unspent balances and population 
would both be factors in the allocation. * 

At its February 1962 meeting the council decided to accept the hotchpot 
or trust fund approach to the distribution of the interest and profits, which had 
been regarded favourably in the third opinion referred to above, and to accept 
the 1956 census as the “latest census” referred to in the governing act, as the. 
basis for distribution of the fund. However, the matter was considered further 
at the council’s May meeting when it was agreed that “since any kind of dis- 
cussion with the government is almost impossible at the present time and it- 
would be most difficult, for instance, to discuss the possibility of an amend= 
ment to the act which would clear up what seems to be a controversial 
matter”, the February resolution should be held in abeyance until the autumn 
of 1962. ' 

In this connection we were advised by the director on May 18, 1962 that the 
$30,333,416 principal of the university captial grants fund at March 31, 1962 
included $12,394,333 in respect of interest earned and profits realized since the 
inception of the fund, and that (a) no part of this sum had been allocated 
to or paid to the provinces and universities under the hotchpot distribution 
formula up to March 31, 1962, and (b) no acts were taken by the Council prior: 
to that date which, in his opinion, would have the effect of committing the 


A. M. Soe +h 
Auditor General. — , 
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THE CANADA COUNCIL 


Endowment Fund 


Statement of Income and Expenditure and Surplus 


for the year ended March 31, 1962 
(with comparative figures for the year ended March 3119619 


1962 1961 | 
Balance of Surplus as at April 1, 1961 417,810 $ 496,890 
Income—Interest and dividends earned 2,955,665 2,919,218 
3,373,475 3,416,108 
| 
Expenditure: | 
Authorized grants and awards .. $ 2,551,150 2,543,846 
Special project—The Canada Council 
GIP Be OE SINS sdevetla he tenets a vectcs cacdiers Alo 25,298 33,416, 
Canadian National Commission for 
UNESCO (other than indirect 7 
administrative expenses) ...... 56,490 45,325, 
Administrative and other expenses: . 
SP MIBEAVECR. ot al Oot Matancera Nr oats $ 213,789 199,161 
Employees’ welfare benefits .... 14,736 13,308 
BIER ORR Caos te mee sud,eteth.m oem 24,630 25,432 
ECAC U UN ITLCCLINNGS iceiecsio. cis ene @ Ss celle 32,572 24,218 
Printing and duplicating ....... 33,708 25%, 036 
Office and sundry expenses .... 24,725 22; 590 
Consultants’ fees and expenses .. 2,668 17,900 
Security safekeeping and registra- 
Pi MCMATL ES esti wih lnterte ea Sreuells 32,669 Pid 1S 
Borate ae isc daira c eve devi Ley Mie’ Seca cam Pini 10,048 
Members’ honoraria .........%:. 9,550 
MRI EOIEGIEC Deis cabeleie » 6 sel rites enele Iphate 9,051 
Advisory service fees .......:.. 49,250 
Visiting lecturers’ expenses .... a 
Pnvertainiient | ou. cdbiesouty wale ee ee 1,360 
eral sand. other fees)... 2.0. 4-36 3,971 
Office furniture and equipment . 4,427 
467,154 


3,100,092 2,998,298 


273,383 A 
hy. 


Note: The administrative expenses shown in the above statement 
include expenses relating to the administration of the 
university capital grants fund, and to the provision of the 
Secretariat for the Canadian National Commission for 
UNESCO. 


You might open up the balance sheet for the Canada Council as at Mare A 
31, 1962. This is at the back of the 1962 long form report, and it is a double 
paged spread. You will see that the council’s balance sheet is a twofold one 
first of all, it deals with the endowment fund and then with the universit3 
capital brants fund. On the next page, which is exhibit II, there is the state 
ment of income and expenditure and surplus for the year. 


Surplus at March 31, 1962 available for expenditure 
under section 16 of the Canada Council Act 
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ol You will recognize this report as similar in appearance to the one we 
fellowes in the case of the Canadian Broadcasting Corporation. In dealing with 
(1962, before we move on to 1963, I will seek to move along fairly fast on the 
basis that any questions which might be raised can be raised when we are 
reading the later information for 1963, because the same pattern is followed. 


4 The first page is self explanatory. As you know, the Canada Council is a 
separate creation of parliament and its line of communication is with the 
ome Minister. As you will note on the first page, this report is addressed to 
‘the chairman and members of the Canada Council, and a copy of this report 
is being forwarded to the Prime Minister of Canada for his information. 

: We will now take up the endowment fund. First of all, in respect of the 
income and expenditure, you will see that the income earned which remains 
-unexpended at the end of a financial year is available for expenditure in the 
“succeeding year or years. The balance available for expenditure as at March 31, 
1962, is $273,383. The investment income earned during the year under review 
‘is compared with the corresponding amount earned in the preceding year, 
and the average return for the year on the original fund in 1962 was 5.91 per 
ae a slight increase over the previous year. I might say that the average 
return for the year on the basis of cost-—that is, the average yield was 5.42 
‘per cent for 1962. 


i On page 3 you will see a brief summary of expenditures of the council 
which total $3,100,000 in 1962 as compared to $2,998,000 in 1961. There follows 
‘some explanation of the reasons for the increase and the decrease shown in 
the table. I do not think I need spend very much time on these. The explanation 
continues over onto page 4 where reference is made to changes in some of 
the fees—advisory service fees—and related matters. The council follows the 
policy of writing off its office furniture and equipment rather than carrying 
hem as an asset, the way you saw it in the case of the Canadian Broadcasting 
BP oration. 
4 We will now take the balance sheet item. First of all, I deal with the 
‘cash, which is routine. We then come to the most important figure, investments. 

You will see that the endowment fund portfolio, based on amortized costs, 

stood at $54,500,000 at the close of March 31, 1962. This investment portfolio 
he has had the very close attention of Mr. Fullerton who was the council’s 
ation until March 1, 1962, who is with us today and who still supervises the 

perations of this porticlia, 

If you will turn to page 6, you will see a rough analysis of the endowment 
fund investment portfolio at the close of the year, showing how much is in 
treasury bills, how much is in bonds and debentures, and how much is in 
common stocks and in mortgages insured under N.H.A. 

e In the paragraph underneath, reference is made to the fact that the market 
value at the close of the year was in excess of the book value. 


F At the top of page 7, reference is made to some of the changes during the 


| 


ear. You will see that some bonus stock was issued, and that proceeds of some 
11,600 were earned. 


® The small table on page 7 shows the details of the purchases and sales 


transactions entered into during the fiscal year we are looking at. The securities 
are held in safekeeping and which is customary in the course of our auditing we 
| certificates furnished directly to us by the depositaries. There is 
‘Teference to a property item shown at a nominal value of $1. I believe the 
‘principal property is represented by a gift which the council had received in 
New Richmond, Quebec, to which we will be making some further reference. 
’ Now we come to accounts payable which are fairly standard; they simply 
present unpaid bills of the council. On page 9 a reference is made to 


896 STANDING COMMITTEE 


donations, and I might say, Mr. Chairman, that this is something whick 
interested the committee in its discussions both in 1961 and again las 
December when I think some questions were put to the management in 
respect of the progress they were making in the field of donations. When 
we come to the 1963 report, you will see that they have a very excellent record 
to show following on a large bequest which came in in that year, and I believe 
in the next fiscal year also. q 

The point at the bottom of page 9 with reference to income tax receipts is 
typical of the type of reference made as a result of our audit findings, and 
one which I think I am correct in saying has now been cleared up. 

Page 10 refers to a balance sheet item of amounts payable in respect 
of securities purchased which had not been received at the end of the 
period. 7 

The provision for grants and awards refers to amounts involved in proj- 
ects and scholarship awards which are set up following their approval at a 
meeting of council. You will see some elaboration of the transaction which 
indicates that they have a carry forward figure at the beginning of each year. 

We review these awards with the officials of the Council to satisfy ourselves 
that they represent amounts that eventually are going to be paid. 

We now have at the top of page 11 an explanation of a balance sheet 
item. This is the realized profit made from the disposal of the investment port- 
folio over the years. In accordance with the provisions of the Canada Council 
Act this reserve is set up to provide against possible future losses realized 
from the disposal of endowment fund investments. It is not available for ex: 
penditure purposes. 

I thought you would be quite interested to see that this figure was arising, 
as it does, from actual profits made as a result of council’s stewardship of its 
investment portfolio ever since it started. 

Now we turn to university capital grants fund, which is the second 
section of this balance sheet, and of course the first reference is to cash. 
Gentlemen, here we have investments, in their investment portfolio, in this 
case of $36,000,000. As I think the members are aware, the investments present 
in the university capital grants fund are restricted by section 17, subsection (3% 
of the act, to bonds or other securities of or guaranteed by the government of 
Canada. The market value of government of Canada bonds shown here was 
slightly in excess of the book value; and again, these securities are held 
for safekeeping, and are verified by us in the course of our work. 

At the top of page 12 there is again a tabulation showing the volume of 
sales and purchases made during the year. This shows that a number of sales 
and purchases were made during the year for the purposes of enhancing the 
yield on the investments, or realizing capital gains. q 

There is a small item of accounts payable mentioned in the next para- 
graph having to do with securities purchased but not received, and again we 
have provision for grants approved which were unpaid at the close of the 
year, and these amounted to $5,941,472 at the close of this particular fiscal year. 

We now come to page 13 where we deal with the principal of the fund 
I think the basic wording of this paragraph is to point out that it is $30,333,416 


‘ 


e 


and that the basis on which it operates is under section 17 of the Canada Counci. 
Act which provides, or which originally provided, for this fund to be created 
with the amount of $50,000,000, as its original stake from which grants could be 
made to universities and similar institutions of higher learning by way of capita 
assistance for building construction projects to promote the study of the art 
humanities and social sciences. The act, under the same section, gives authorit, 
for the manner in which the fund is to be invested. Changes in the fund a 
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shown right on the balance sheet in this case. You can appreciate that the 
number is not large in this case because there is not much movement. 


On page 14 we deal with the question of the basis of allocation of accumu- 
lated interest and profits. There we have outlined the circumstances as they 
existed at the time these accounts were under examination, that is as of March 

31, 1962. This is an important page for you to note, in order to provide your- 
selves with an understanding of this matter, because I assume you will be 
wishing to discuss it when we have the 1963 report before us. 

You will also want to bear in mind the discussion we held last December 
when I spoke to the matter and when Mr. Faribault who is with us.today also 
spoke to you. You will see here that on this particular question there were 

legal opinions received. Opinions were received from members of three legal 
firms, two of which supported the view that by using the restrictive formula 
comprised in section 17(2)(b) of the act, calculations for the determining of 
increases in provincial limits to cover interest earned and profits realized by the 
fund can only be made on the basis of population. The third opinion is that 
in allocating interest and profits the act does not preclude taking into account 
sums already paid to institutions, which is known as hotchpot, so that unspent 
balances and population would both be factors in the allocation. 

I then go on to explain how in February 1962 the council decided to accept 
the trust fund or hotchpot approach that was recommended by the third legal 
Opinion; however no action was taken as of March 31, 1962. And in view 

of that I do not have anything to say in my statutory report to the house. 

“You will notice the third paragraph beginning on page 14. The director 
was good enough to advise me in May which was about the time we finalized 
the March 31 accounts, that the principal, which you see, included $12,394,333 
‘in respect of interest earned and profits realized since the inception of the 
fund, and that no part of this sum had been allocated to or paid to the prov- 

inces and universities under the hotchpot distribution formula up to March 
31, 1962, and consequently no acts were taken by the council prior to that date, 
which, in his opinion, would have the effect of committing the council to allo- 
cate the accumulated interest on profits in accordance with the hotchpot dis- 
tribution formula. Accordingly, the matter was under discussion, but no 
-action was taken. We shall be referring to the matter again when we move 
through the 1963 report. That concludes a rather quick run through of the 
1962 report. Do you wish me to continue? 

The CHAIRMAN: Might I suggest that if the committee agrees we might 
as well deal with the 1963 report with the same procedure, having in mind 
that it is a continuation, and that the committee has begun with your com- 
ments this morning. We might return after lunch and consider particular 
questions or comments which might arise. Members of the council would be 
free to comment as well. So if we could be given the 1963 report we then 
“might adjourn to a suitable time this afternoon. 

Mr. HENDERSON: If there are any questions on the 1962 report, ae you 
wish me to deal with them now? 
. The CHAIRMAN: I think you should go through the 1963 report in the 
same way, after which I assume that questions will arise. 


¢ Mr. HENDERSON: The 1963 long form report reads as follows: 


. Ottawa, July 26, 1963. 


The Chairman and Members, 
The Canada Council, 
Ottawa. 


We have completed our examination of the accounts and financial trans- 
ictions of the council for the financial year ended March 31, 1963 and have 
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reported thereon under date of May 28, 1963 to the Canada Council and to 1 

Prime Minister of Canada in compliance with the requirements of section 22 
of the Canada Council Act, 1957, c. 3. Copies of this report, which contained no 
qualification, were Drovines for distribution to = members of the Council. 


standards and included a general review of the accounting procedures and of 
the system of internal control, together with such tests of the accounting and 
related records as we considered appropriate in the circumstances. 4 

A copy of this report is being sent to the Prime Minister of Canada for 
his information. 

For convenient reference we are attaching, as exhibits, copies of the 
financial statements for the year ended March 31, 1963 and of the notes to 
the financial statements. 


ENDOWMENT FUND 
Income and Expenditure 


The following is a summary of the income and expenditure and surplus 
for the year ended March 31, 1963, together with comparable figures for the 


preceding year: 
Year ended March 31 


1963 1962 
Balance of surplus, April 1, 1962 ....$ 273,383 $ 417,810 


Add: Income for the year .......... 3,011,103 2,955,665 


3,284,486 3,0 1a e400. 
Deduct: expenditure for the year ... 3,200,891 3,100,092 


Balance of surplus, March 31, 1963 .. 83,595 273,383 


The balance of surplus which remains unexpended in the endowment fund a 
the end of a financial year is available for expenditure in the succeeding year 
or years. 

Details of income for the year ended March 31, 1963, together with com: 
parable figures for the preceding year, are as follows: 


Year ended March 31 Increase o ) 


1963 1962 Decrease | 
(—) 
Interest on bonds and debentures ....$1,849,632 $1,828,451 $ 21,181 
Imieresi. ony-mortgageés | i....\cb). ale 853,360 845,053 8,307 — 
Dividends on common stocks ........ 302,178 271,145 31,033 
Discount on’ treasury bilisi 122%. eke. 5,933 11,016 —5,083 — 


3,011,103 2,955,665 55,438 


Yield on book value of portfolio at end 
CAO 1 SUR Re RENE NOE EY ens Pech b= 5.50% 5.42% 


Return for year, on original fund .... 6.02% 5.91% 
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investments. Expenditures for the year under review compared with correspond- 
_ ing amounts in the preceding year as follows: 


Year ended March 31 Increase or 
1963 1962 Decrease (—) 
Grants and awards authorized ..$ 2,721,489 $ 2,501,150 -$ 470,339 
Canadian National Commission 
for UNESCO (other than indi- 


rect administrative expenses) .. 77,808 56,490 21,318 
Canada Council, train 20207"... 25,298 —25,298 
Administrative and other ex- 

DENIS CSHE Rares ctr bn Sei icr ste wiles sapere 401,594 467,154 —65,560 

3,200,891 3,100,092 100,799 


A listing of the grants and awards authorized in the various categories is 
given in the annual report of the council. 

Order in council P.C. 1957-831 of June 14, 1957, issued under authority of 
section 8(2) of the Canada Council Act, requires the council to provide the 
secretariat for the Canadian National Commission for UNESCO. The salary 
costs involved for this secretariat were included in prior years in the salaries 
forming part of “administrative and other expenses”’. For the year under review 
these costs, amounting to $22,952, were included in the expenses incurred by 
he council on behalf of the commission, in order to show more accurately the 
direct costs of operating the commission. 
r, The expenses in the various administrative and other expense categories 
during the year under review are shown in comparative form in the statement 
of income and expenditure and surplus (Exhibit III). As mentioned in note 3 
_to the financial statements, these include expenses relating to the administration 
of the university capital grants fund and indirect expenses relating to the 
Operation of the Canadian National Commission for UNESCO. The following 
comments are made regarding increases or decreases in several of the expense 
categories during the year under review: 
i Salaries decreased by $42,952 to $170,837 for the year. A significant portion 
of this decrease was due to the transfer of the $22,952 salary cost to the com- 
“mission for UNESCO, referred to above; while there was no comparable charge 
during the year for the $13,750 salary paid to the former Treasurer in the year 
Rent increased by $4,106 to $28,736 for the year, the increase being ac- 
counted for as follows: 


Additional rent paid for air conditioning 
offices, $3,024, and extra office space, 
BO Orr or ee ieee eee jek Ware cate. ies $ 3,074 


Adjustment to preceding year’s figures 
for— 

Annual rental charge (11 months 

only charged in 1961-62 ac- 


ROUTES Fer. OAEys caakkacr cee eae $1,917 
TOCTORRCURT EMM aR xen 7 os he 237 2,154 
5225 
Less reduction in charge for repairs, $1,067, 
IG ADRES OO aiaicraisia's ath a) « Beales Oe tM be 


4,106 
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Council meetings were held on five occasions during the year compared with 
six in the previous year, a result being that the related expenses decreased by 
$7,734, to $24,838 for the year under review. 

Printing and duplicating costs for the year ended March 31, 1963 amounted 
to $40,346 compared with $33,708 for the preceding year. The increase of $6,638 
was due to the increased cost of printing the council’s annual report and to an 
expenditure of $5,744 for the booklet “Private Benefactors and the Canada 
Council”, partially offset by reductions in other printing costs during the year. 

Advisory service fees decreased by $7,450 to $41,800 for the year under 
review. Expenditure for the year ended March 31, 1962 included payments of. 
$8,000 to the humanities research council of Canada, $8,000 to the social science 
research council of Canada, and $3,000 to The Canada foundation. These pay- 
ments, which total $19,000, related to the year 1960-61 and were additional 
to the payments made to these organizations for the year 1961-62. The addi- 
tional payments, partially offset by a full year’s charge of $15,000 in 1962-6 
for the services of Fullerton, Mackenzie and Associates Ltd., compared wit 
$3,750 in the preceding year, account for the greater part of the decrease. 

Property expenses of $3,912 were incurred for the first time during the 
year under review and consisted mainly of expenses (which will be of a recur- 
ring nature) for the maintenance and upkeep of Stanley House, New Richmond, 
P.Q., which was donated to the council in the previous year. 


Balance Sheet items 
Cash—$234,837 
This item is made up as follows: 


Seay ee PA ANCES OS. Sie. se cal bys dates ee eee ed $ 234,087 
Deposit with Trans-Canada Air Lines ..........-.. 425 
CaO VANCES | oS sock wh Seae Samia gees See Ons 325 

234,837 


The bank balances were confirmed directly to us by the depositaries and 
reconciled with the council’s records. The deposit with Trans-Canada Air Lines 
for air travel credit facilities was confirmed directly to us. The travel advances 
were verified by reference to the subsequent claims submitted by the holders 
of the advances and all were accounted for. 


Amounts receivable for securities sold but not delivered—$703,727 

This represents the sales value of $875,000 government of Canada 34% 
bonds, due October 1, 1979 held by the council on Mrach 31, 1963, which were the 
subject of sale agreements providing for delivery on April 1st. The amount was 
verified by reference to the relative sales contracts. 


Investments—$54,739,224 

The Council’s investment portfolio is managed by the firm of Fullertor 
Mackenzie and Associates Ltd. for a fee or $15,000 per annum plus telephone 
costs not to exceed $5,000 per annum. 

The classes of securities that may be acquired as investments of the en 
dowment fund, and the limits of holdings of any class and of any particular 
securities, have been approved by the council and are subject to change from 
time to time by resolution of the council. Within this general framework, securl: 
ties are acquired, managed and disposed of with the advice of the investment 
committee, as provided by section 18 of the Canada Council Act. 

The investment portfolio is planned to provide the maximum return con- 
sistent with the necessity of maintaining the principal of the fund intact. In 


Pee ee ea.) ee eS pes ee ee Fr 
i> . 
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eer ance of this objective, the council is active in the purchase and sale of 

endowment fund investments in order to enhance yield and or realize attrac- 

tive capital gains. The extent of transactions entered into and completed during 
the 1962-63 financial year is shown in the following summary: 


| 
: 
i. 


Purchases Sales 
PPLCASUT Sy: OILS: 7 ar tana eee ese $ 2,864,391 $ 3,312,248 


Bonds and debentures: t 


Canada and Canada guaranteed . 46,243,362 50,213,279 
provincial and provincial 


PUAYORCCECc Kraay ecnsete | ere ae 15,633,304 13,854,856 
IMLUMICIPal Kikae ites ore ot ea Re ee 5,438,786 3,337,965 
corporate (including short-term 

TROCCE Verner tek wom, eee fae, 10,668,673 10,060,418 


77,984,125 177,466,518 


Common stocks and convertible 


debentures 7.6 even soe es 865,211 142,389 
h-« Mortgages: 
. Principal repayments ........... 602,711 


81,713,727 81,523,866 


The cumulative net profit realized on the disposal of securities since the 
council was established is carried as a reserve against possible future losses, as 
mentioned later in this report. 

An analysis of the endowment fund investment portfolio as at March 31, 
1963 follows: 
Bonds and debentures: 


Canada and Canada guaranteed .. $ 9,680,090 
provincial and provincial 


" 


SUATANLCOD LT ghee + eis. oe awe: 7,145,539 
TNUMICTPAL: hasta s eee es. ay ow 5,323,944 
corporate (including short- 
LET NOTES a. ea a ee 10,426,751 $32,576,324 
Common stocks and convertible 
GEDENLETES Got (ne ee ek 7,100,114 
plockewathantcua. ore sy. sel) he” 4,000 73490404 
40,366,441 
Mortgages: 
tastred under NEMA £ oe, . eck ogee 13,637,041 


OTC Bt tl aA aces oe Sat cw 735,742 14,372,783 


54,739,224 


Bonds and debentures are valued at amortized cost, mortgages at amortized 
cost less principal repayments, and common stock and stock warrants at cost. 
ne year-end market value of the investments, excluding mortgages, was 
D4 i »460, being $2,597,019 in excess of the book value of $40,366,441. 


iy) 7. “—* * FA dues en) A am . * oe We rh 7 , Le 
a ae SA rene ih Bh ORD Vi Be th TPT ee 
* ‘ . 4 ¥ yy 
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The investment portfolio also includes 3,500 “bonus” shares in Chinook 
Shopping Centre Limited, the same figure as reported in the preceding year; and 
6,000 shares in Acton Limestone Quarries Ltd. which were acquired during 
the year under review through the purchase of $150,000 63% Series‘‘A” bonds 
(maturing May 15, 1982) issued by this company. No book value has been 
placed on these shares as they were received by the council without cost. 

The securities are held in safekeeping and were verified by certificates 
furnished directly to us by the depositaries. 


Property, including furnishings and effects, donated to Council, at nominal 
value—$1 ’ 

This item, nominally valued at $1 for accounting control purposes, repre-_ 
sents Stanley House, New Richmond, P.Q., acquired by the Council by gift. 
in November 1961 in accordance with the provisions of section 20 of the Canada 
Council Act, and was commented upon in last year’s report. During the year 
under review the legal formalities necessary for the transfer of the property 
to the council were completed. 


Accounts payable—$62,957 : 
This item, verified by reference to appropriate supporting documents, con- 
sists of the following: 


Wnexpended donations ....5..-se.s4 sce ewe neace se $18,159 

Canadian National Commission for UNESCO ...... 21,262 | 

Securities registration fees and service charges .... 17,645 | 

PGCE LAT COIS) Sie oars tt eae tee nite ya eee ae olen tonke 5,891 | 
$62,957 | 


Unexpended donations are commented upon in the section of this report 
relating to the balance sheet for special funds. 


Accounts payable for securities purchased but not received—$1,205,005 

This relates to orders placed with brokers prior to March 31, 1963 for the 
purchase of securities which were not delivered and paid for until April, 1963. 
The amount was verified by reference to the relative purchase contracts. 


Provision for grants and awards approved—$1,664,160 . 

This represents awards approved by the council to March 31, 1963 but not 

yet paid. An amount of $170,000 for estimated travel and university fees is 

included in the balance. 

The following is a summary of transactions for the year ended March 3], 
1963 together with comparable figures for the preceding year: 

Year ended March 31 

1963 1962 
Balance unpaid as at April 1, 1962 ...$1,659,339 $1,898,085 
Add: Net authorizations during the year 2,721,489 2,576,448 


4,380,828 4,474,533 
Less: “Paid .during the year cin. sgn sins 2,716,668 2,815,194 


Balance unpaid as at March 31, 1963 ..$1,664,160 $1,659,339 
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a The awards outstanding for more than twelve mibnihe were reviewed with 
e council’s officers who informed us that as far as could be presently ascer- 
oe they would eventually be paid. 


eserve arising from net profit on disposal of securities—$3,270,840 


During the year under review the reserve increased by $115,607 to 
3,270,840 at March 31, 1963. The increase is the net resu’t of profits of 
585,148 realized on the disposal of securities, offset in ae by $469,541 in losses 
earred. 


_ The reserve is carried to provide for possible future losses incurred on 
the disposal of endowment fund investments, and is not available for 
xpenditure. 


niversity Capital Grants Fund 


Section 17 of the Canada Council Act provided for the establishment of a 
Bey crsity capital grants fund to be credited with an amount of $50 million, 


ority to invest money standing to the eae of the fund, within prescribed 
limits, is given by the same section. 


‘The balance sheet items are commented upon as follows: 


_ This consists of a bank balance of $60,391 which was confirmed directly 
to us by the depositary and reconciled with the council’s records. 

Amounts receivable for securities sold but not delivered—$2,100,175 

= This represents the sales value of securities held by the Council at March 31, 
63 which were the subject of sales agreements providing for delivery in Aan 
he amount was verified by reference to the supporting sales contracts. 


Investments—$33,883,354 


Section 17(3) of the Canada Council Act requires that investments in 
mnection with the university capital grants fund be restricted to bonds or 
other securities of or guaranteed by the government of Canada. 
In order to make funds available for the payment of approved grants to 
universities during the year under review, it was necessary for the council to 
dispose of certain investments, with the result that the year-end balance shows 
reduction of $2,123,691 from the principal amount of $36,007,045 at March 31, 
62. 
In addition to the liquidation sales, numerous purchases and sales of 
Securities were made for the purpose of enhancing the yield and/or realizing 


the year: 


Purchases Sales 
BAGO ASLO Ne OL LES Mats viral erates? sia s, 0 4 $ 24,077,032 $i 30/7 Bisoge 
Canada and Canada guaran- 
REGO DOMCISY Wareey Wala \o sea 2 as TET A6S fo 107,347,860 
135,834,543 138,075,383 


capital gains, and the following is a summary of the trading activities for . 
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At the year-end the investment portfolio consisted of the following 
securities: 


Treasury Wills. 23 see eee tee See te eae Oe $ 1,066,679 
Canada and Canada guaranteed bonds .......... 32,816,675 
33,883,354 


The securities were valued at amortized cost. The market value of the 
government of Canada, and Canada guaranteed bonds at the year-end was 
$32,887,700, being $71,025 in excess of the book value. The securities are held 
in safekeeping and were confirmed directly to us by the depository. 


Amounts payable for securities purchased but not received—$1,969,120 


This represents commitments to purchase $1,985,000 Government of 
Canada 31% bonds, due February 1, 1964, entered into prior to March 31, 1963 
and completed early in April, 1963. It was verified by reference to the relevant > 
purchase contracts. 


Provision for grants approved—$8,367,516 


This item represents the unpaid balances of grants approved in 1962-63 
and prior years as follows: 


OAR Lien gw F's = Ais Sm late So ee $ 234,625 
BEIGU A: | A oie ae he od Reh ee eS ee Ro 569,990 
PO = Glia op ke aie os eek ponies ole im ee 2,541,815 
NSS eee ee ore ter an mine eat 5,021,086 

8,367,516 


The above balances were reviewed with your officers who informed us 
that the outstanding grants will be paid upon satisfactory completion of 
the work for which the grants were made. 


The following is a summary of the transactions in this account since the 
inception of the Fund: 


Unpaid 

March 28, 1957 to Authorized Paid Balance 
March 31, 1958 $ 4,084,300 $ 1,340,400 $ 2,743,900 
1958-59 8,732,264 3,542,925 7,933,239 
1959-60 9,344,062 6,960,226 10,317,075 
1960-61 3,367,651 8,038,391 5,646,335 
1961-62 6,532,639 6,237,502 5,941,472 


1962-63 6,275,542 3,849,498 8,367,516 


38,336,458 29,968,942 


Principal of Fund—$25,943,767 

The balance sheet (Exhibit I) gives a summary of the transactions in the 
fund for the year under review. The principal amount of $25,943,767 remainin 
at March 31, 1963 includes $14,280,225 of interest earned on investments an 
net profits on disposal of securities since the inception of the fund. In o 
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1 ast year’s report reference was made to the fact that three legal opinions 
had been obtained by the council on the question of the basis of allocation 
of the accumulated interest and profits between the various provinces. Two 
of these opinions support the view that, by reason of the restrictive formula 
in section 17(2)(b) of the act, calculations for the purpose of determining 
increases in provincial limits to cover interest earned and profits realized by 
the fund can only be made on the basis of population. The third opinion is that 
n allocating interest and profits the act does not preclude taking into account 
sums already paid to institutions under the “hotchpot” formula, so that 
spent balances would be a factor in the allocation, as well as population. 

At the council’s August, 1962 meeting a special committee was formed to 
prepare a report on the question of the allocation of interest and profits 
_accumulated in the university capital grants fund. The resulting report, which 
as considered by the council at its February, 1963 meeting, took into con- 
sideration the four possible alternative allocations between the provinces, 
arising from: 

(a) the alternative use of the provincial population basis or the hotch- 
pot formula; and 


(6b) the alternative use of the 1956 census or the 1962 census; 


and the council agreed as follows: 

(a) the interest and profits be distributed to institutions on the eligibie 
list up to the minimum amount for each province as derived from 
the four alternative calculations; and 


(b) there be a $5,000 floor on the granting of a share in the interest 
and profits to any institution. 


“Consideration of the final disposition of interest and profits was deferred 
until a later meeting.” 


q 


_ Resulting from this decision, eligible institutions were invited to apply 
for their share of interest and profits based on the lowest alternative amount 
available to them. There were, however, no allocations up to March 31, 1963. 


Special Funds 


Under section 20 of the Canada Council Act, the council may acquire money, 
securities or other property by way of gift, bequest or otherwise, and may ex- 
pend, administer or dispose of such donations subject to the terms upon which 
they are made available to the council. 

_ In February, 1963 the council accepted an offer of a gift of approximately 

$4,250,000 from an anonymous donor. Of this amount $1,078,737 was received 
March 31, 1963 and payment of the balance was to be extended over several 
years. 
Previous gifts to the council have been comparatively small in amount 
and unexpended balances were accounted for in the balance sheet for the en- 
dowment fund. Because of the size and terms of the present gift the council 
approved the presentation of a separate balance sheet, designated “Special 
Funds”, accounting for moneys or property received pursuant to section 20 of 
the act. 


__ The following comments are made in respect of this balance sheet (Ex- 
hibit IT): 

Sundry unexpended donations—$18,159 

_ This item represents undisbursed balances of donations held in the en- 
dowment fund, on the balance sheet of which there is a corresponding liability 
of $18,159 included in the accounts payable item. 


= why ae aa ts eae | Ae pt sie Pie arsine 1 od oe 
, paral! pany Le? & 
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The sundry donations received by the council may be either conditional 
as to the manner in which they are disbursed, or unconditional. The accounting 
practice is to treat the conditional donations as liabilities, until disbursed for 
the specific purposes designated. Unconditional donations may be taken int 0 
income, whereupon they are available for expenditure under section 16 of the 
act. ; 

A summary of the transactions in the sundry donations account is given 
on the liabilities side of the special funds balance sheet (Exhibit II). The total 
sundry donations received by the council to March 31, 1963 was $83,045 of 
which $38,020 was received during the year. All disbursements from these 
sundry donations have been made in accordance with whatever conditions were 
prescribed by the donors. . 


Special scholarship fund—$1,081,376 

This item reflects the amount of $1,078,707 received from an anonymous 
donor, as mentioned above, together with interest of $2,639 earned on funds 
invested to March 31, 1963. As mentioned in Note 1 to the financial statements, 
the gift is to be used to establish a special scholarship fund, the income fro A 
which is to provide fellowship and scholarship grants for Canadians for ad- 
vanced study or research in the fields of medicine, science and engineering at 
universities, hospitals, research or scientific institutions, or other equivalent or 
similar institutions in Canada. ; 

When the cheque for the first instalment of the gift $1,078,737, was 7a 
ceived by the council it was deposited to the credit of the bank account through 
which the council ordinarily makes it endowment fund investments. Special 
fund investments were purchased at a cost of $1,077,658 out of this bank ac 
count with the result that it included $1,079 special fund moneys at March 3], 
1963. This amount was included in the amount confirmed directly to us by the 
depositary concerned, and was transferred to a separate special fund bank ac- 
count in April, 1963. ; 

The investments for the Special Fund were confirmed directly to us by the 
depositary. 


Full opportunity was given to examine all vouchers, records and accoun 
required for the purposes of the examination. The co-operation extended to the 
audit office staff by the director and other officers of the Council is acknowledged 
with appreciation. : 

We shall be glad to provide you with any addtional information you ma Y 
wish in connection with our examination. 


Ian Stevenson 
for Auditor General of Canada. 
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Exhibit III 
The Canada Council 
Endowment Fund 


Statement of Income and Expenditure and Surplus 
for the year ended March 31, 1963 


(with comparative figures for the year ended March 31, 1962) 


1963 1962 
Balance of Surplus as at April 1, 1962 $ 273,383 Say 4tueee 


~Income—Interest and dividends earned 3,011,103 2,955,665 


3,284,486 3,373,475 


Expenditure: 
Authorized grants and awards .... $ 2,721,489 2,551,150 
Special project—The Canada Coun- 
CLRECA nae eat ec ham ley — 25,298 


Canadian National Commission for 
UNESCO (other than in- 
direct expenses)—Note 3 .... 77,808 56,490 
Administrative and other ex- 
penses—Note 3 


PAL ATIOS ay aoe er tae $ 170,837 213,789 
Employees’ welfare 

benefits ........ 12,763 14,736 
RONG pastes eae es ake 28,736 24,630 
Council meetings .... 24,838 32,972 
Printing and duplicat- 

cna eaeh Aare 9k Sea 40,346 33,708 
Office and sundry ex- 

DODSOSs Ue ee eehe oon 17,356 24,725 
Consultants’ fees and 

EXPENSES. "acvieus 879 2,668 


Security safekeeping 
and registration 


charvess fie caaer. 28,671 32,669 
ANCL x ooh eB ee thes 9,262 10,048 
Members’ honoraria .. 8,500 9,550 
relephone™? 5 2.20 See 10,429 9,051 
Advisory service fees 41,800 49,250 
Property expenses .. Sto Lee — 
Entertainment ...... 1,597 1,360 
Legal and other fees 725 3,971 
Office furniture and 

equipment ...... 943 4,427 

$ 401,594 467,154 


$ 3,200,891 $ 3,100,092 


Surplus at March 31, 1963 available for 
expenditure under section 16 of the 
mamaaa Council Act vi... 2. en. $ 83,595. $. 273,383 


The accompanying notes are an integral part of this statement and should 
be read in conjunction therewith. 


~~ 
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The Canada Council 


Notes to the financial statements 
March 31, 1963 


Note 1. Special fund 


Section 20 of the Canada Council Act reads as follows: 
The council may acquire money, securities or other property by gif 
bequest or otherwise and may, notwithstanding anything in this act, 
expend, administer or dispose of any such money, securities or other 
property not forming part of the endowment fund or the university 
capital grants fund, subject to the terms, if any, upon which such money, 
securities or other property was given, bequeathed or otherwise made 
available to the council. 


In February 1963 and pursuant to this section, the council accepted a gift 
of approximately $4,250,000 from an anonymous donor, receivable from time to 
time over the next several years, of which $1,078,737 had been received by 
March 31, 1963. The gift is to be used to establish a special scholarship fund. 
the income from which is to provide fellowship and scholarship grants for 
Canadians for advanced study or research in the fields of medicine, science and 
engineering at universities, hospitals, research, or scientific institutions, or other 
equivalent or similar institutions in Canada. 

The councl has from time to time in previous years received sundry dona- 
tions pursuant to section 20 of the act, which, because of the small amounts 
involved, have been included as part of, and accounted for, within the endow 
ment fund established by section 14 of the act. The terms of the prese t 
anonymous gift preclude this method of treatment and by resolution of the 
council a separate balance sheet, designated as “special funds”, has been 
prepared to account for all monies or property received by the council pursuant 
to section 20. 


Note 2. Endowment Fund 


The council was committed to purchase interests in various mortgage loa S 
on construction projects in Toronto and Montreal at a total cost of $1,350,000. 


Note 3. Administrative and Other Expenses 


The expenses shown in the statement of income and expense include 
expenses relating to the administration of the university capital grants f nd 
and to the operation of the Canadian National Commission for UNESCO. 

In previous years the salaries of staff engaged on UNESCO were included 
in salaries under “Administrative and other expenses”. For the year under 
review these direct costs have been included in the expenses of the Canadian 
National Commission for UNESCO. 

If you will now be good enough to turn to the balance sheet as of Mar 
31, 1963, you will see that it includes two sections, one for the endowme 
fund, and another for the university capital grants fund. I would direct yo 
attention to exhibit II which is behind this balance sheet because in that p 
we have now moved into a third balance sheet, items dealing with the spec 
funds. It is essential in an operation of this type to keep the various pa: 
separated. Council took the view, which we think is worth while that 
should endeavour to set them out even at the risk of its being a bit confusi 

This represents donations. You will see that they are really in business and 
that this kind of thing is alive now. ’ 
We shall be dealing accordingly with a third balance sheet to this particular 
report. 4 


ch 
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- The opening commentary in this report, which was written last July, is 

similar to the one I just covered, and again we are dealing first with the 

_ endowment fund income and expenditures. You may remember there was a 
$273, 000 carry-over in this income and expenditure the previous year. You 

will see how it wound up with only $83,000 carried over at the end of 1963. 

Again you will observe details of the income expenditure, together with 

_ comparable figures for the preceding year. You will notice the yield on book 

value of that portfolio at the end of the year continued to go up to 5% per 

cent compared to 5.42 per cent which is the figure I gave you before. I thane 
the figure was 5.47 in 1961. The performance is generally regarded here as- 
being good. Of course, the return on the original fund is now in 1963 over 6 
mper cent. 

i The expenditures that were made out of income from the endowment 
fund are again shown on page 3, and you will see they went up by $100,000 
to a total of $3,200,000 the largest increase by far being in grants and awards 
authorized. 

‘ In fact there had been a reduction in administrative expenses of $65,000. 

fe There is reference made here to a 1957 order in council explaining the 

situation surrounding the secretariat for the Canadian National Commission for 
UNESCO which operates within the establishment of the Canada Council and 
whose expenses are included in the expenses of the Canada Council. In 
order to show more accurately the direct operating costs of the commission 
for this year, salary costs have been included. 

: Expenses of operation, administrative and other expense categories are 
dealt with on page 4. The comments which are inserted here will be of interest 
to note. Salaries decreased but again the significant portion of this decrease 

was due to the transfer of the $22,900 salary cost to the commission of UNESCO 

_ which I just mentioned. There has also been a change in the treasurer relation- 

| ship accounting for another part of this change. 

ia Rent on the other hand increased by $4,000 to $28,000 for the year for 

_reasons which are then explained. 

Ve Council meetings were held on five occasions during this year, compared 

| to six, which explains that item. 

Printing and duplicating costs are referred to, and advisory fee services 

_ dropped. Reference is made to the type of advisory fees, in respect of which 

“you may care to mark any questions you have. 

| There were additional payments during that year. The additional payments 

_ were partially offset here by a full years charge for the services of Fullerton, 

| McKenzie and Associates Limited who, as I explained, managed the investment 

, portfolio. There is reference to certain particular expenses covering the main- 

4 tenance and upkeeep of Stanley House, New Richmond, Quebec. 

Turning to the balance sheet items, there is reference again to cash and 
the accounts receivable for securities sold but not delivered. That naturally as 
you appreciate, would have its place at the close of the accounting period on 

Ge balance sheet of this nature. The investments and amortized cost of these 

| at March 31, 1963, as you see on page 6, stood at $54,739,000, and as I men- 

_ tioned earlier the portfolio was managed by Fullerton, McKenzie and Asso- | 
| Gates. 


Again you might be reminded that the class of securities that may be 
i) acquired as investments of the endowment fund, and the limits of holdings of 
| any class and of any particular securities, have meen approved by the council 
and are subject to change from time to time by resolution of the council. The 
| Council has a very active investment committee which supervises all of the 
changes for the two large portfolios. I think perhaps Mr. Fullerton will have 
something to tell you about this afterwards. This investment committee is 
provided for under section 18 of the act. 
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At the top of page 7 you will see a il Pet Se to the purchases and sales 
That is to say the extent to which transactions were entered into and completed 
during the fiscal year under review, again for the purposes of enhancing the 
yield or picking up capital gains. 

At the bottom of page 7 there is an analysis of the endowment fun 
investment portfolio, similar to the one you saw before. Again you will observe 
that the large bulk of this is in bonds and debentures, common stocks and 
mortgages in much the same ratio to that you noted in 1962. The year end 
market value for these investments is $42,900,000, and I am excluding mortgages 
from this figure, of course, about $2,600,000 in excess of the book value, which 
is a healthy position. 

Again we have the little dollar item which represents the new Stanley 
House, New Richmond, Quebec. d 

On page 9 we list the accounts payable and these are the normal kind of 
outstanding bills one would expect to find in an operation of this nature. 

There is a figure of $1,200,000 covering what was taken for securities 
purchased but which had not been received. This is a cut off at the close of the 
fiscal year. 

Again we come back to the provision for grants and awards approved, 
which, as I mentioned earlier, was $1,664,000. In other words, this is their 
liability for grants approved but not paid at the close of the year. 

On page 11 there is reference to the reserve arising from net profit on 
disposal of securities. This is a reserve that is guaranteed under the Canada 
Council Act to provide for possible future losses incurred on the disposal of 
endowment fund investment and is not available for spending in respect of 
current expenditures. This was the item I mentioned to you in 1962 which 
had arisen from straight profits since the inception of the council’s mange 
of this fund. 

We now turn to the university capital grants fund at the bottom of page 11 . 
and again we return to the basic $50 mililon from which grants were to be 
made to universities and similar institutions of higher learning by way of capital 
assistance in respect of building construction projects to permit the study ot 
the arts, humanities and social sciences. 

I then go on at page 11 to comment on balance sheet items, most of which 
you will recognize from the previous one. I think the most important one or 
page 11, and at the top of page 12, is the position of the investment portfolio 
which again you wil recall is maintained in this instance solely in treasury bills, 
Canada and Canada guaranteed bonds under the direction of the Canada 
Council Act. This portfolio was $71,000 in excess of book value at March 31, 1963. 

There is provision for grants approved, which is shown at the bottom 
of page 12, representing the unpaid balances for grants approved for 1962-63 ané 
prior years, which of course had to be carried as a liability on the university 
capital grants fund balance sheet and which appears separately. Again, thert 
is a summary of the transactions in this account since the inception of the fund 

We now come down to the principal of the fund which, as you will see, hae 
decreased in the year—as it must because of the manner in which it has to 
expended under the act—from $30,300,000 to $25,900,000. The changes in it are 
shown right on the balance sheet on exhibit one, and you will see that whereas 
it started the year at $30,300,000 it earned imterest of $1,500,000, made a pro 
of $903,000 on disposal of peourities and made authorized grants under section ! 
of the act to expend $6,200,000, leaving a figure of $25,900,000 on hand. o | 

At the bottom of page 13 I refer again to the previous matter about the 
three legal opinions having to do with investments and profits which, as you) 
will see, at March 31, 1963, had increased from the earlier figure to the fig 
of $14,280,225. It has become quite a formidable figure. That is the interes 


i 
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‘ned on investments and net profits made on disposal of securities since the 
eption of the fund. 

I make reference to the previous year’s report and the fact that three 
egal opinions were obtained by the council on the question of the basis of 
location of the accumulated interest and profits between the various provinces. 


{ 


_ purpose of determining increases in provincial limits to cover interest earned 


' preclude taking into account funds already paid to institutions, so that unspent 
_ balances would be a factor in the allocation as well as population. 

2 Once again, at the council’s August, 1962, meeting, a special committee 
was formed to prepare a report on the question of allocation of the accumulated 
interest and profits in this fund, and the council considered the resulting 
_ report in February, 1963, when it took into account the four possible alter- 
_ native allocations between the provinces, and these are listed on page 14. We 
_ will probably be returning to them, Mr. Chairman, when we discuss this 
particular matter. 

be You will note at the bottom of page 14 that again no allocations were 
made up to March 31, 1963, and accordingly the matter still remained, from 
my point of view as auditor, in the discussion stage with no commitments made 
or obligations undertaken. 

_I would remind you at this point that the position I have taken has been 
that I could not agree that the interest and profits which had accumulated 
here should be distributed under this hotchpot formula, and I will go into 
that with you later when we discuss it. However, the council had made no 
_ commitments and, accordingly, the money continued to be at interest and is 
‘3 eflected right here on the statements under the principal of the fund. 


| On page 15 we come to special funds, and this outlines how, under section 
'20 of the act, the council can acquire moneys, securities and other property 
_by way of gift or otherwise and may expend, administer or dispose of such 
donations subject to the terms on which they are made available to the 
council. It is as a result of the introduction of these donations during this 


Sheet, which is exhibit II. In the note which is exhibit IV there is explained 
the whole of the circumstances surrounding the working of this special fund. 
Ido not know that it is necessary for me to describe it in detail to you, but 
suffice it to say that in February, 1963, it accepted an offer of a gift of 
approximately $44 million from an anonymous donor, which is I believe being 
aid over a period of time. During the fiscal year at which we are looking, 
over $1 million was received and the balance will be coming in, in future 
years. There were sundry unexpended donations of $18,159 which were trans- 
rred from the main section of its accounts over to the special fund balance 
2eet at the time it was set up, and quite properly so. 


| in which this donation is to be administered. The gift carried with it certain 
requirements to which the council agreed, and accordingly they are now set 
to carry out the terms of the gift. 

I believe that—perhaps rather hurriedly, Mr. Chairman—outlines the 
| whole story here. I am sure members will have marked their copies with any 
Qu estions they wish to ask. 


Gentlemen, I think this is a good time to adjourn. Before we do so, may 
press the hope that I will have your, may I say, unspoken undertaking to 


T repeat that two of the these opinions supported the view that, by reason of the © 
_ restricted formula comprised in section 17(2) (b) of the act, calculations for the 


_ and profits realized by the fund can only be made on the basis of population. . 
_ The third opinion was that in allocating interest and profits, the act does not — 


cal year that as I mentioned earlier, the council prepared a separate balance. 


On page 16 you will notice under “Special scholarship fund” the manner - 
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: oo Ty 
be back at 3.30. I know Mr. Martineau, Miss Breen and the members of the 
council have found it difficult to integrate their presence here today, and 
merely because the House of Commons has rather unusual holiday habits I 
hope will not prevent our coming back here to meet them so we can complete 
the business of the day and have the benefit of the comments from them and 
from the members of the committee. 

Mr. Martineau: Mr. Chairman, this morning when I was presenting our 
witnesses, Dr. Mackenzie was humbly hiding behind Mr. Wahn so I missed 
him. I want you to know he is here. 

The CHAIRMAN: Thank you, Mr. Martineau. We will adjourn until 3.30 
this afternoon. 


AFTERNOON SITTING 


TUESDAY, July 28, 1964. 


(Text) 
The CHAIRMAN: Gentlemen, I see a quorum. May I thank you for your 
prompt attendance. I know how difficult it was to tear yourselves away from 
the proceedings in the house this afternoon. i 
Now, there are two or three formalities which we have to deal with first. 
The long form reports in connection with the Canada Council, which were 
tabled before, I hope, with your consent, will be printed as part of today’s pro- 
ceedings. It is being arranged with the reporting staff that they be printed in 
a place where they are in immediate relationship to the statements made by 
Mr. Henderson. Do I have your approval for that? 
Some hon. Mempers: Agreed. 
The CHAIRMAN: Now, in reverting to another matter I would ask your 
approval to have printed as an appendix to today’s proceedings a letter which 
I have received from the Department of National Defence containing informa- 
tion requested by Mr. Winch on J uly 14. May this be tabled and printed as an 
appendix to the proceedings? 
Some hon. MemsBeErRs: Agreed. . 
The CHAIRMAN: At this time I will call upon Mr. Tardif and then later 
Mr. Ryan has some corrections to make. 

Mr. Tardif, I believe you have some report to make in connection with the 
subcommittee of which you are the chairman, which is outside the matters we 
have for discussion this afternoon. 

Mr. Tarpir: Yes. Actually, I do not know whether it is a motion I want ta 
make or permission I want to seek to have a section of the report, that was 
accepted in the house and passed yesterday without any visible opposition 
implemented. I have reference at this time to getting in touch with Mr. Balls 
in connection with getting an auditor to do certain work in respect of the ret- 
erence given by the committee concerning the examination we are going to 
make of the War Assets Corporation. This was agreed to by Mr. Balls and, in 
a conversation which took place between Mr. Balls, Mr. Henderson and myself, 
it was decided that the broadcasting corporation had a very efficient man who 
could be doing this work, but the only condition they put—and I do not know > 
whether to take this seriously at this time—is that his salary be paid by the 
committee that is going to employ him for that period of time. However, I 
suppose that could be covered by a bookkeeping entry. ¥ 

The CHAIRMAN: That is an indication of the salutary effect this committee — 
had on the C.B.C. | 


Mr. Tarpir: I did not know that the word sanitary was the one that 
applied to it. 
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if The CHAIRMAN: I said “salutary”, not “sanitary”. 
; Mr. TarpiF: It is the intention of the subcommittee to call them within a 
_ day or two and then make a report to the general committee. 

The CHAIRMAN: I believe Mr. Ryan had a correction to make in connection 
_ with the proceedings. 


Mr. RYAN: Yes, Mr. Chairman. I have a correction to make in respect of 
Minutes of Proceedings and Evidence, number 14, at page 603. I am referring si 
to my second question on page 603. The word “unification” in the first line a 

should read “uniformity”. And, in the last two lines the words in quotation, a 
“our man is not at fault” should read, “our man is at fault”. 

The CHAIRMAN: Now, turning back to the business at hand, I hope the 
matter of the report of the Canada Council and the financial statement will be 
thrown wide open. However, before we do this, the chairman, Mr. Martineau, a 

has pointed out to me there is one particular aspect which has been the sub- i 

_ ject of discussion by the committee before which will be dealt with in particular i 
by Mr. Faribault, who was here last year. Mr. Faribault has to be back in Mont- 

_ real this evening and I hope, with your permission, we could direct our atten- 
tion to that particular issue first before we carry on with a general examina- 
tion. Of course, that has to do with the question of the distribution of the 

_ profits from the investments, which was the subject of a comment by wiir: 
Henderson. I hope it will be in order for Mr. Faribault to deal with that first. 
Then, having done that the meeting will be thrown wide open. 

Before calling on Mr. Faribault I would like to again introduce you to Mr. 
Martineau, a very distinguished Canadian, who is the chairman of the council. 

I will ask Mr. Martineau to direct this particular matter either through his 
own statement or call upon Mr. Faribault when he requires him. 

| Mr. MartTINEAv: Before I do that, Mr. Chairman, may I introduce another 
member of the council who just arrived this afternoon, Mr. Trevor Moore, of 
Toronto. 

This matter has been discussed before, particularly last December, when 

_ this committee met. 

| I do not know whether or not any members want to put questions in 

| Tespect of this matter. However, if they wish to do so they can be directed to 

| Mr. Faribault who, I think, can discuss it better than anyone else on our side. . 

The CHAIRMAN: On that basis, are there any questions to be directed 
to Mr. Faribault in respect of the distribution of profits? 

Mr. MARTINEAU: This is in respect of the allocation of interest and profits 

accumulated in the university capital grants fund, at page 14. 

The CHAIRMAN: Yes, at page 14 of the 1963 report. 

Mr. Pickon: And this is a subject upon which Mr. Henderson commented. 

The CHAIRMAN: Yes. 

Mr. PIGEON: I would like to put the next question to Mr. Faribault. 

| (Translation) 

1 Mr. Chairman, I am going to question M. Faribault in French. Mr. Fari- | 

‘bault, could I ask you a few questions about the differences of opinion that i 

jexist between the Canada Council and Mr. Henderson? Have the Council vo 

“consulted the former government and the present government about this ie 

| situation? a 

| Mr. FARIBAULT: Yes, we have asked the Right Honourable Mr. Diefen- 

baker and the Right Honorable Mr. Pearson what they thought about it. I do 

“not know whether you want me to go into all the details. 

|. Mr. Picron: I would like to know what the results of the interviews were 


. 


| both cases? 
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; Mr. Fartpauut: In both cases we were told that the Canada Council was 
oa an independent agency, that it is not a Crown Corporation, and that it was 


therefore not appropriate for the government or any government official 0 re 
legal advisers to provide the Council with an interpretation as the Council 
Members are perfectly able to assess the situation by themselves and to take 
whatever measures they consider appropriate. That is what we did. zt 


(Text) 

Mr. Picton: I would like to put this question to Mr. Henderson. What 

reasons can you give this committee for objecting when the two prime min-— 

--- isters of this country support Canada Council. I am confused in connection — 
with this subject. - 

Mr. HENDERSON: I am not clear as to the manner in which the prime 

ministers have supported the council, Mr. Pigeon. . 
(Translation) | 
Mr. Picron: You are not sure whether the present prime minister and 
the former prime minister support the Canada Council in this matter? 


(Text) 4 

Mr. HENDERSON: I do not believe so, sir. I believe they sought to discuss 
the matter with the present Prime Minister and the previous prime minister, 
but I am not aware that either of them took a positive stand on the council’s 
i intended action in this matter. 4 


"4 (Translation) x 
Mr. PicEon: Yes, but Mr. Faribault has just mentioned the consultation 
that took place with the former prime minister and the present prime minister. 
If both prime ministers agree with the Council’s decision in this regard I can- 
4 not understand how you, the Auditor General of Canada, can be opposed to the 
Canada Council when they have the support, in other words, of the former 
prime minister and the present prime minister. That is what I would like yo 
H to explain to me. 


(Text) 
The CHAIRMAN: Would you like to make a comment, Mr. Faribault, at thi 
stage on what Mr. Pigeon said? 
Mr. FarIBAULT: Yes. As a matter of fact, both prime ministers said ver 4 
2 pointedly that it was not proper for them to interfere with the activities of the 
i council and to give it their interpretation or direction. They intimated that it 
was quite proper for the council to decide by itself. They did not say that they 
approved or disapproved of the stand taken by the council because actually 
the advice sought was sought before the final decision was taken by the counci . 
I might elaborate on that by saying that in the view of this council this 
: fund, which was a $50 million fund, from our reading of the act, was a one= 
; shot proposition. We were in doubt whether the government of the day would 
‘ be interested in increasing the amount or not by giving additional amounts, 
: but we were quite sure, before we put the question, that if the government was 
not, then there was just one avenue open to us, which was to take the decision 
which we have taken. Of course we would not presume to put it in that way 
to the Prime Minister. We just said we had a difficulty and we asked whether 
the Prime Minister would consider giving us an interpretation. He said, in 
effect, “I don’t think it is proper for the Prime Minister: I don’t think it is 
proper for any officer of the crown, including the deputy attorney general”. 
This was the limit of the formal answer. We had to take our decision, and 
we did. i 
Mr. Picton: Mr. Chairman, I think that the council has in its own han 
a very strong argument because both the prime ministers refused to change thi 


i 
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That is be I address the following question Kp Mr. Henderson: What are 


nada Council is now proceeding? 


of the agencies conform to the appropriate legislation and to the statutes which 
create them. I think you would agree with that. You would find that a reason- 


my responsibility, in fact, my statutory duty, to so ~eport to the House of 


by the council, but no action had been taken in terms of making commitments 
or disbursing any of the funds up to the date with which this committee is 
immediately concerned, namely, March 31, 1963. Subsequent to this date they 
have in fact moved ahead: although the 1963- 64 accounts respecting this are 
not before the committee. Having taken that move, I have given it as my 
opinion that the method of allocation to which Mr. Faribault has referred is 
not in accordance with section 17(2) of the Canada Council Act. 


Mr. FISHER: In other words, it is illegal. 


: Mr. MarTINEAU: What is that, what is “illegal”? I wish you to tell a lawyer 
what the word “illegal” is. It depends on the opinion of the man. 


Mr. FISHER: You acted contrary to the law as established, according to 
Mr. Henderson. 


Mr. MarTINEAU: According to us we have not, and it is up to us to decide 
what we understand from this article. To us it is a pure question of law, nota 
question of accounting. It is up to us to look at it, interpret it as best we can, 
and apply it. If we apply it incorrectly, let the government change it or tell 


_ The CHAIRMAN: Mr. Pigeon was still pursuing his questioning. I have you 
down as next on the list, Mr. Fisher. 


Mr. Pigeon: Mr. Chairman, the Canada Council was supported by a former 
‘prime minister and by the present Prime Minister. You have distinguished 
lawyers with great reputations on the board of the Canada Council. I am an 
agronomist myself and you are a public accountant. We are in a very bad posi- 
tion to judge the law underlying this situation. I suppose, Mr. Henderson, you 
asked for advice from lawyers in your department? 


Mr. HENDERSON: That is correct, Mr. Pigeon. Whenever I have any ques- 


tions of this type I seek independent legal opinion. As you know, the council © 


itself sought three opinions, two of which took the position that I have taken 
“and one which took the other position. I myself secured my own opinion, which 
‘is the practice I customarily follow if there is any question whatsoever in ae 
mind as to matters of this kind, because I am not a lawyer. 


es ent takes steps to change the law. Will that settle the problem for the 
moment? 


heard all the evidence. It is duty of this committee, after having heard all 
the facts, to make its recommendations, and at that time it is something 
we will consider, having heard all the facts. 

Mr. PrcEon: I have one last question. What opinions did you get from yous 
‘a lawyers? 
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ne mportant reasons that you can give to the committee against the way the : 


Mr. HENDERSON: Mr. Pigeon, it is my duty to see that the operations of all | 


ble proposition. Consequently, if I find them taking any actions which, in my > 
lew, are not in conformity or not in accordance with the statutes, then itis 9 


Commons. As I explained dus morning, when we were going over the 1962 and 
1963 reports, this very important matter was under consideration at that time 


Mr. PicEON: Mr. Chairman, I do not know whether we should place a mo-_ ) 
tion to support the Canada Council so as to settle the matter now while parlia- _ 


The CHAIRMAN: That is something which we would decide after we have 


Ny 
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act. a 


Mr. FrsHer: Could Mr. Faribault put it a little bit more clearly for lay 
minds on why it was so important to go ahead with this particular formula? : 


Mr. FarrBaAutt: I think that we are already late. This goes into the whole ~ 
purpose of the fund, and perhaps I might reconstruct section 17 for the benefit 
of the committee in the way the council has construed it, and I might explain — 
to you why we took that stand. 


This section says: 


The council shall establish a fund to be called the University Capital . 
Grants Fund, to which shall be credited the sum of $50 million, which 
shall be paid to the council by the Minister of Finance out of the con- 
solidated revenue fund. 


It was paid. Now, in the act there are two quite separate funds, the endow- 
ment fund and the university capital grants fund. From reading the act, and ~ 
specifically sections 9 and 17 there is no doubt at all in the mind of the council — 
that this was a one-shot proposition, that the $50 million was given to us to 4 
distribute to the universities according to a formula. That was done because the 
universities had represented to the Massey commission that they were in dire 
need of funds for building purposes. This is set down very clearly. It is men-— 
tioned in section 9: 4 


The council may, in furtherance of its objects, make grants to uni- 
versities and similar institutions of higher learning by way of capital 
assistance in respect of building construction projects. 7 


It is very clear to us that this was to meet an emergency. I do not think 
there is any possible doubt after reading the debates which accompanied the. 
adoption of this act. 


Then section 17 says that grants made under section 9—this is the one I 
referred to—may be paid out of the university capital grants fund but shall 
not exceed in the case of any particular project, one-half of the total expendi- — 
tures made in respect of the project; and among the provinces an amount that 
is in the same proportion as the population of a province is to the aggregate 
population. Therefore, if Newfoundland has 3 per cent of the population, it will 
not receive more than 3 per cent of $50 million—that is, the institutions within | 
the province, and so on, all across the land. There is not a word in the balance 
of the act to the effect that moneys outside the $50 million can be transferred to’ 
that fund. The only references are to the effect that if an investment is made, 
then the proceeds will stay within the fund. 


The third explanation with regard to why we considered it was a one shot 
proposition is that there is a special provision which states—and I quote section 
PES)? 

Investments out of money standing to the credit of the university capital 
grants fund may be made only in bonds or other securities of or guaran- 
teed by the government of Canada. 


If you compare these provisions with the provisions regarding the endow- — 
ment fund, you can see very plainly these two are ruled by entirely different 
regulations because the purpose is different. You do not invest, especially ing 
Dominion of Canada bonds, if you are going to make a profit. This is a short 
term thing. Therefore, the important thing was that no loss, and at the same 
time no profit, could be made, because it was a very restricted proposition. Simi- 
larly, there is no question of interest, because it was a simple one-shot proposi- 
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Any A rerditine made for any of the purposes of this act, except section 
9, may be paid out of (a) the return on investments made out of the | 
endowment fund; (b) the amount advanced to the council under section 
iy 15; or (c) money, securities or other property received by the council by 
gift, bequest or otherwise— 


yt 


Then you can see that if all the funds present in the endowment fund are 
_ to be used for one specific purpose, which is not section:9, then you are limited 
_ to sections 9 and 17 for the university capital grants fund, and therefore are 
limited to that $50 million, and cannot increase it. 

If you look at section 20, it says: 


y The council may acquire money, securities, or other property by gift, 
= bequest or otherwise, and may, notwithstanding anything in this act, 
e expend, administer or dispose of any such money, securities or other 
property not forming part of the endowment fund or the university 
grants fund, subject to the terms, if any, upon which such money, securi- 
ties or other property was given, bequeathed or otherwise made avail- 
able to the council. 


That means you just cannot increase the $50 million. This is a one-shot 
proposition. It is money given by the government for that purpose. This is very, 
very clear to us. But, we had to inquire from the prime ministers, because if 
_ they had said it is the policy of the government to increase that, then we could 
have construed the act differently. However, with a one-shot proposition we are 

back with section 17 (2), the one in respect of which the Auditor General has 
x difficulty. This section says we cannot make grants which exceed the ratio of 
the provincial to the national population. We have $50 million; how much of it 
ff _ represents the ratio going to universities? We made a list and said this is it; the 
_ province of Newfoundland is $1,293,000 and other provinces so many millions of 
_ dollars. This was the basis. 
All the universities were clamouring for funds. They said they were in 
_ dire need. We started telling them that we would give them up to one half the 
I building cost. This is what the act says. They were not ready to build. Some 
| were ready, but the plans were not there and they did not know whether they . 
: would have any money; they had to have the other half of the money from the 
public and from their own provincial government. It took a lot of time. They 
_ were interested. 
i In the meantime we earned the interest and actually made profits, even 
| on dominion government bonds. We made a substantial profit on those. I 
think we made $3,500,000 profit by astute management of the funds. The 
_ Auditor General says, what is the ratio of the population? Well, in Newfound- 
land it is $1,293,000 out of $50 million. It would be very simple if nobody 
had received any amount and the distribution had been made after five years, 
| including the capital plus the interest, and profit; you would have $65 million, 
| and you would have this simple arithmetical calculation. This is not what 
i happened. What happened is that in 1958 one university said they were ready 
i to get the money and asked us to hand it over. We turned the money over 
to them. In the province of Alberta we said that the university is entitled to 
so much. We said, “Here is your amount in capital.” What about the interest? 
| This is the crux of the problem. There was not a word about interest in the 
act. The law states that interest follows principal; this is as sound a principle as 
| I know in law and in economics, too. The owner of the property is entitled to 
I} ‘the income; the owner of the principle is entitled to the benefit. Actually, we 
/ “said all right. We think the Auditor General means this interest must follow 
i opulation. But, this does not solve anything, because when you get $1,293,000 
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in 1958, are you entitled to ie interest prior to the moment you receive 
money? I would say, yes; but are you entitled to the interest after you rece 
the money? I think anybody will say no, because you have had this money 
therefore cannot get it twice. How are you going to do it? The way I have just 
put it, in order to try to make it as clear as possible: if you start making a 

distribution and say the province of Quebec is entitled to $15 million, then ifs 
does not receive the $15 million, and assuming that the institutions in the ae 
ince of Quebec had not received one cent, the normal thing would be to say 
they are entitled to $15 million plus all the interest earned by that $15 million 
since the fund was set up; but there is no provision in the act which says you . 
are going to divide the total fund in as many parts as there are provinces. j 
Therefore, we asked this question and said this is the only equitable way. “a 
Is it contrary to the act? Some lawyers said “Yes, it is contrary to the act 
because it is not mentioned in the act.” They say that if it were mentioned in the | 
act it would be all right; but they say according to common law unless it is 
mentioned in the act you cannot apply it. We were not convinced by that for 2) 
good many reasons; one is that according to common law, in my own view as a 
lawyer, and quoting Blackstone, all the common law of England would apply 
on this point. On this point, some lawyers disagree. Opinions were received 
which I respect, but which do not convince me as a lawyer. 4 
The second point is that some other lawyers have said, ‘““We have read the 
act and we have taken that into consideration; we think this is what a man 
would think at first blush, but the consequence is ridiculous and therefore it 
cannot be what parliament intended; parliament intended something reasonable, 
and therefore it cannot be the direct conclusion”. So, on the one hand, you have 
the man who takes a literal interpretation and the other who says, no, because 
according to the statute of interpretation every statute must receive a broad 
interpretation. This is what I am doing, and I consider this is what parliament 
intended. If it is a one-shot proposition, I think clearly this must be vee 
parliament intended. 
The third reason is that we read the act in the English language and in the 
French language and find there are discrepancies. We have to weigh the 
opinions which we receive. Finally, who is going to say it will be according to 
what criteria? There was not a shadow of a doubt in our minds. The only 
criterion was that it was not contrary to the law and that it had to be equitablem 
We were supported in our view by the fact that in section 21 it states that 
the council shall be deemed to be a charitable organization in Canada. 4 
Therefore, according to both the common law as well as the civil law and 
equity, a charitable organization must rely upon equity. When you say you. 
must use a ratio which will not change the proportion as between the province 7 
this must be something equitable, and this is the only possible thing in a fed- 
eral country in a case like this. There are at least five arguments there which 
convinced us. But who else did they convince? They did not convince the one 
board; but they convinced all the members of council who were sitting each a 
time when this matter came up for consideration. a 
You must realize that I am the only one left of the members of the board 
who first examined this thing. All the other members have been changed. That 
means that five or six times when this matter came up before council the deci- 
sion taken was unanimous in all cases. a 
At least 42 persons, after receiving legal advice, after looking at the mail 
ter, after receiving independent advice and viewpoints, after considering the 
practice followed in the United States, and after looking at the facts, came to q 
the conclusion there was nothing else to do but to take what they felt was the 
equitable view. But this is not sufficient to convince the Auditor General. a 
I am not blaming him, because the Auditor General has a duty to perform, © 
and he is empowered and even required by section 22 to review and to audit 
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the accounts and financial transactions of the council. We were very glad that 
le raised the question and we were very glad that he raised the question before 
actually took the last decision. . 

_ Therefore, we appeared before you on November 18, 1963, and gave, in 
other words, what I have just given to you as an explanation. We were ques- 
tioned very plainly: “What are you going to do?” We were given many ques- 
ns. Some said: “Can you get an opinion from the supreme court?” And we 
d: “No, we are not competent to get an opinion from the supreme court.” 

Somebody said: “Do you wish to have the act amended?” I have answered 
. Pigeon that we have looked into it and we have been told that it was not 
he opinion of the government of the day to do so. 

_ We were asked other questions such as: “Would you be liable if you did 
s?” We have taken advice and we have been told that we would not be per- 
ally liable. 

_ Somebody said: “Would you have wished the act to be amended?” We 
aid, “Perhaps”. But to all of us this has become something about which we are 
onvinced, therefore, we do not need an amendment. We are going to proceed 
ording to our judgment, according to what we believe is equitable, and 
ording to what we believe is the only construction to be put on the act. This 
is what we have been doing. 

_ Whether this can be called illegal or legal is a matter which is extremely 
ifficult because, if you ask me as a civil law man, I have no shadow of a doubt 
nat it is perfectly legal, and not only that, it is the only way you can do it. 

_ I think anyone trained in the civil law would say the same thing. There 
Is no shadow of a doubt that the formula we have adopted, the hotchpot for- 
la, is the true standard of procedure. It is written in black and white in the 
ivil code of the province of Quebec: it is mentioned by Justinian, and it is 
iso mentioned by Blackstone as being the common law of England. Therefore, 
en some lawyer says it is not a proper construction and that it should be 
construed according to the statute law, I beg to differ. It so happens that the 
ole council begs to differ. Therefore, the council has decided to proceed 
eccording to this interpretation. This is the first point. 
We concede that we cannot in all equity deprive the institutions of a prov- 
e of the earnings made by the fund on money which they have not yet 

eived. Therefore, we will use the formula for that. 

_ The next case on which the Auditor General is not satisfied is the question 
of the reference to the census. The act says this: “according to the latest cen- 
us.” It is governed by the same simple rule. If you say it is a one-shot proposi- 
, then the census is the last one before the proposition. 


But if you say it is a continuing proposition, it may be that it is the census 
4u any ime you read he act. Therefore, you cannot change from one to the — 
ther because it would be acting in a continuous way, or because the fund would — 
eplenished. But it has not been replenished at any given moment. Nobody 

; given us information that it will be replenished. 


We asked the government and the two prime ministers. No, it is not to be 
splenished. There is nothing said by the prime ministers. How can we presume _ 
nat it is going to be replenished, or how can we presume we must follow the 
‘Wording, “the latest census’? Suppose we change the census after we have 
ributed one half of the fund according to the census of 1956? Where in 
der is our principal going to be? The population of several provinces has 

nged between the 1956 and the 1961 census. 

You cannot say we will distribute one half the fund according to one 
mula and the other half according to another formula. All you can say is 
¢ you must distribute the fund to all the beneficiaries. But how can you 


that, for example, Saskatchewan is entitled to it under the 1956 census 
36—6 
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but that Prince Edward Island is not. Nobody I know of, or any mathematician 
I know of, can reconcile it. It is just impossible. If you include the question 
of interest and profits, it becomes just unworkable. P 
The only issue I think before the Auditor General and us is to take steps, 
if necessary, to change the act, because according to our view it is legal, but 
according to his view it is illegal. We put the question to you in November last, © 
and you put the question back to us. You said: “Do you wish to have the act 
amended?” So far as we are concerned, since we consider that we have no- 
problem, we are quite satisfied, and we are going to distribute the money. We 
feel it is a proper construction and an equitable one. q 
I believe that the lawyers, when there are different viewpoints, will never 

be satisfied. One may say that he is right, and that this is illegal, but to us 
it is a matter of law. We have acquired advice in law, because it is one of the 
propositions where we think we are right. But it is also a matter of discretion, 
because we have asked the two governments, and they said: “You take youl 
own responsibility; we do not want to give you instructions.” It is up to you 
to decide. So six times unanimously we decided to do it this way. I am quite 
willing to give any further explanation, but that is as clear as I can put it. q 
Mr. FIsHER: It is clear. I have no complaints to make at all. The only 
question I raise is that perhaps this part of the act will in fact lapse anyway. 
I should also like to ask either Mr. Henderson or one of the officials 
whether the legal opinion he received covered the possible eventuality of deter- 
mining the legality of that which the council went ahead and did. 4 
Mr. HENDERSON: Mr. Chairman, perhaps I might, before answering Mr. 
Fisher’s question, be permitted to remind Mr. Faribault that a prominent 
national firm of chartered accountants was employed, and requested by the 
council to study this entire problem of allocation of interest and profits. If 
I recall, sir, you suggested they endorsed the hotchpot method, and I think 
you suggested they quoted or gave a legal opinion. I have the report here of 
that chartered accountant firm in which they state, and I quote: : 
We are not competent to comment on the legal question as to which 
basis of allocation of interest and profits is in conformity with Section 
17(2) (b) of the Canada Council Act. | 
Their report deals with the mechanics of distributing trust fund money 
under the hotchpot method, which Mr. Faribault has described to you. This 
approach, proposed as it was by the council for action, provided, as Mr. Fari- 


bault has said, that grants already paid to institutions were to be treated 
advances subject to interest. Their resolution also provided that the lat 
census, as Mr. Faribault has said, to be employed for the purpose was to be 
the census taken by the dominion bureau of statistics in 1956. I have already 
told you that, in my opinion, this method of allocation is not in accordance’ 
with section 17(2) of the Canada Council Act. No provision is made in this aa 
for interest to be charged on grants already paid to institutions. In respect of 
the remarks about grants paid subsequent to 1961, the words “latest cons 
used in the statute would in my opinion mean the census taken by the dominion’ 
bureau of statistics in that year. ; 
Does that deal with your question, Mr. Fisher? | 

Mr. FISHER: Yes. BY 
Mr. FaRIBAULT: I think the situation is quite clear, Mr. Chairman. I might 

say while we are quoting from the report of the chartered accountants that 
they also say: , 
This is the method suggested by Mr. Faribault. It is also the methor 

commonly followed by trust companies in allocating income from a trus! 

or estate held for a number of beneficiaries where some of the bene= 


ficiaries withdraw capital before others. 
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_ That involves the whole issue. We are not quarrelling with the stand taken 
by Mr. Henderson. We are happy he raised the question because since he 
raised the question here this committee and everyone else has been apprised 
of the situation. Therefore, we feel at ease in doing what we are doing because 
we indicated last year what we were going to do. 


Mr. HENDERSON: Mr. Chairman, I think I should like to add that as far as 
fhe practical application of this method is concerned, I have no quarrel with 
e action taken by the council in adopting this hotchpot or trust fund ap- 
proach. It is a standard approach that you will recogrize as being generally 
used by trust companies and others similarly situated. Nevertheless, in my work, 
as you can appreciate, I am bound by the statutes and if I have any doubt 
about those statutes it is my duty to seek legal advice. 


Mr. Piceon: Mr. Chairman, what would be your attitude toward this 
mmittee supporting the action of the Canada Council by motion? 


Mr. FISHER: That is the point about which I should like to inquire, Mr. 
Chairman. It seems to me that a recommendation of this committee taken in the 
form of a motion would mean absolutely nothing in a situation such as this, 
particularly as far as the Auditor General is concerned. I suggest that we 


The CHAIRMAN: I think this subject should be discussed at a later date. 
Ido not think this is the time to deal with that matter. Before we complete our 
leliberations we must form some recommendations, and in doing so all views 
expressed here today will be taken into consideration. 


_. Mr. Fisuer: I have one further question I should like to ask Mr. Faribault. 
Which province or provinces were gored by this particular interpretation 
t which you have arrived? I assume that the provinces who were first in for the 
1oney are those which would gain by the other interpretation. I am just 
yondering which provinces were involved? 


Mr. FaRIBAULT: That question is practically unanswerable, for a good 
eason, with the exception of its application to one province. In Newfoundland 
here is only one institution entitled to receive these moneys. Different situ- 
tions exist in each province. Some institutions in different provinces may 
ave received these moneys early while others may not have received any 
as yet. This situation may have a cancelling effect, according to the change in 
the census. Perhaps I could check that information and present it to youvstma 


In one province the change in census may not make a difference in the pro- 
portion, whereas in other provinces such as British Columbia, Alberta and 
Ontario there might be an increase. Whether or not there is any advantage in 
ursuing a discussion of this type I do not know. This is something we have 
Ways felt would be an extrapolation. If reasons are sufficient to adhere to 
1e first census of 1956, this might create some difficulty, ambitions or claims 
| respect of other provinces. If one goes to the trouble of deciding on X hy- 
thesis, following a specific formula, then a province might receive more or 
ess than otherwise. We do make a calculation in advance. 


_ Mr. FisHer: I am intrigued by the fact that the Canada Council is a unique 
anization in its relationship to government and parliament. I am not 
are of any other agency of this type. The response of prime ministers to 


approaches made by the Canada Council is consistent with this idea. There 
2123663 
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; ‘ gna a 
is almost a unique approach involved here as a consequence of which the. 
only link parliament has, it seems to me, with any kind of scrutiny in re- | 
spect of the Canada Council lies in the Auditor General and whatever tradition 
there may exist in this committee. As I remember it, after the first time the 
Auditor General made his comments in respect of the Canada Council, and 
that was Watson Sellar, Brooke Claxton, then chairman of the Canada Council, 
was prepared to make the case that the council was not required to be examined 
and was presenting itself almost as a courtesy. In view of what has transpired 
in respect of the council going to prime ministers, this relationship should 
be considered. It seems to me this organization has been put in the unique 
position of being left entirely alone when it does run into problems. The only 
connection, it seems to me, the government really has with Canada Council, in 
any control sense, is the appointment of officials to the board. 

The CHAIRMAN: Mr. Wahn; then Mr. Pigeon and Mr. Ryan. 

Mr. Waun: My questions were on another subject, Mr. Chairman. My 
only comment on this would be that I do not think we should suggest this 
action was illegal. Legal opinions on a complex matter may vary greatly; 
and it seems to me that in order to decide what the true legal answer is in- 
this case it would be necessary to have the matter referred to the Supreme 
Court of Canada, which might be done by the government if the cabinet were 
to think it of sufficient importance. This is something for the government. 


Mr. Picron: Mr. Faribault has presented very strong arguments before 
the committee, and I think he said it is not necessary in his view to change, 
the Canada Council. 

Mr. FARIBAULT: This is our feeling. 


Mr. Picron: And, with regard to the board of the Canada Council, many 
distinguished lawyers from universities and so on support your views. I do 
not know if it would be a good thing to present a motion. If the majority of the 
members of this committee were to support the Canada Council, I think 
there is an obligation upon a distinguished civil servant, as Mr. Henderson is, 
to say, “If that is the voice of the people, so be it.” . 


Mr. CHOQUETTE: What is the question? | 


Mr. Ryan: Mr. Faribault, would you be of the opinion that members of. 
the Canada Council are statutory trustees for the amount of money that has 


been put in their hands, plus the interest that has accumulated? 
Mr. FARIBAULT: This is certainly the way in which I would look at it. 


Mr. Ryan: Who would be the cestui que trust in the case of this statutory 
trust? Would it be the universities generally or the province, or some area be- 
tween the two? / 

Mr. FARIBAULT: I think, as Mr. Fisher has said, this is a unique case for 
which there is no precedent. In the case of the cestui que trust here it is clearly 
the public, but not the same public. In the case of university capital grants, 
they are the universities. This is a typically new institution of a special kind, 
a public trust to be administered within a federal country with all the pro- 
visos that could be imagined to preserve equality as between several institutions, 
which come under provincial jurisdiction. ‘ 

This is a very complicated matter, but that is the way I feel about it. 


Mr. Ryan: What concerns me is that if the cestui que trust can be deter- 
mined in any province, particularly in a province other than Quebec, then they 
could at any time in future sue Canada Council if they are of the opinion that 
Canada Council has misconceived its distribution power or the formula. i 


Mr. FaRtBauLt: I would not think, as a matter of law, that this was the 
case because the cestui que trust are not named; they are just to be determine 


14 
| 
} 


Y 


id they are to be determined according to the discretion of the council. This is 
strictly in accordance with the decision of the Supreme Court of Canada in the 
se of Valois vs. Boucherville. It was heard in the province of Quebec. It was 
stated that it was competent— and this was a decision rendered by the full 
‘court which was specially called in—for a trustee to be called in with the right 
_ to select the institutions to be benefited from the charitable trust. That means 
that there was no cestui que trust there. At the same time, the attorney general 


order to ascertain whether he had the power to intervene to protect the 
_ cestui que trust. The answer was that he was not competent. 


This is a very unusual type of decision. It is quite consonant with Quebec 
law, but I am not so sure that it would be consonant with ordinary common 
law or equity; but, such as it is, I think in this case this was the only position 
that could be taken because universities and other institutions of higher learn- 


entitled to anything. 

‘At the time the council was set up, we came to the conclusion that in law 
there probably was no single beneficiary which could ask for any given amount 
or proportion of the capital fund. 

i Mr. Ryan: Were your legal opinions written opinions? 
Mr. FAaRIBAULT: On that, no. 


Ly - Mr. Ryan: Did you obtain written opinions on this particular point of 
| the cestui que trust? 


iv 


Mr. FARIBAULT: No, I do not think so. However, in order to be very sure 
of our ground, council made a list of all the institutions of higher learning 
which could conceivably be considered as eligible at the time to receive such 
amounts—and it went to the trouble of asking the National Council of Cana- 
dian Universities to give a list of all such institutions with proper statistics 
-as to their enrolment. Council decided that all these institutions would be 
entitled to something. 

‘4 These two matters are very closely tied in together because, by taking 
the action which I have just explained to get away from the difficulty of the 
Innamed beneficiary. The cestui que trust which the council thought would 


not gone outside that list. 


Mr. Ryan: What about the case where you have already made a grant toa 
university? Is it possible that they might claim that they have a vested interest 
in some of these moneys? 


Mr. FARIBAULT: I do not think so. 


Mr. Ryan: They might come along later and say that time limitations do 
Not run against statutory trustees, and maybe in 20 or 25 years from now 
you will find yourself in difficulty. 


as between the total amount in the province. We feel we are not restricted out- 
Side of that, and we feel we are not bound to any university or special institu- 
Mion otherwise than by the following provision: 


same proportion to the aggregate of the amounts credited to the Uni- 
versity Capital Grants Fund as the population of the province, according 
to the latest census, is to the aggregate population, according to such 
census, of those provinces in which there is a university or other similar 
institution of higher learning. 


eee sc PUBLIC ACCOUNTS: get 


asked that the Supreme Court of Canada be called in to hear the case in 


ing are those who can benefit, but they are not otherwise defined, named or 


be the beneficiaries were all those mentioned in the list as eligible. We have — 


Mr. Farrpauut: The only restriction is not as between universities: it is 


a Grants. ..shall not exceed...in any province, an amount that is in the _ 
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The moment there is a university in a province, we cannot vote that u 
versity any specific amount unless we so decide. We cannot give the amount 
which normally would be spent in that province to an institution in any other 
provice. Therefore, we think we are not caught within that dilemma. Bs 

Mr. Ryan: Is there not some procedure whereby this could be brought to 
court in Canada, not necessarily to the Supreme Court of Canada. Could a 
university not bring a case in their own province? 

Mr. Martineau: They would not have a right to sue. The council may il 
make grants. No university has a right to sue. A grant may be given or it | 
may be refused. 

Mr. Ryan: The only remedy, then, to be absolutely certain is to have 
parliament ask for a reference to the Supreme Court of Canada; is that correct?” 

Mr. Martineau: Or change the law, but by that time we will have spent 
the money and the question will be settled! é 

The CHAIRMAN: Are there any further questions on this particular issue? 

Mr. FisHEerR: I notice in the presentation you made to the cabinet in March 
for more funds there was no mention made of an increment for this capital 
grants fund. Is this another indication that the council knows completely and 
thoroughly and absolutely that they are working, in a sense, on a dying issue? 

Mr. FARIBAULT: That would be my belief, yes. 

The CHAIRMAN: Are there any more questions on this problem? 

If there are no further questions, the Chairman would like to say, Mr. 
Faribault, that he is sure members of the committee would look with sympa 
upon any interpretation of the act upon which parliament expects reasonable 
consequences to flow from its statute. 

Thank you very much for your attendance on this particular issue. We 
welcome what has been a very clear and lucid explanation. 

Mr. Fisuer: Mr. Faribault, I would point out, representing continuity, is a 
argument for continuity on the Canada Council. 

The CHarRMAN: And Mr. Fisher is one for continuity on committees! 

Gentlemen, the meeting is now open for any other matter in which mem 
bers may be interested with regard to financial statements and, of course, the 
contents of the reports. 

I would hope for the sake of pursuing a reasonable and intelligent discussion 
that when one member has initiated a discussion we will restrict ourselves 
to that particular aspect before moving on to another. 

Mr. FisHer: Mr. Chairman, I just wanted to pay a compliment to Dr 
Trueman. I suppose you are the literary author, in effect, of the council’s ma in 
report? 

Dr. A. W. TRUEMAN (Director, Canada Council): This is a somewhat 
composite effort. The arts section is done in toto by Mr. Dwyer, Mr. Bussiére 
looks after the UNESCO part of it. We take in each other’s washing and 
co-operate in bringing forward this report. 

Mr. FisHer: I would like to compliment you not only because of th Gi 
literary quality of the report but because you are prepared to argue in the 
report against some of the criticisms which flow into the public print and media 
during the year. I think this is the kind of aggressive approach that is ver, 
worth while, and I wanted to put this on the record. This is always an entertai ; 
ing report. It reminds me of the reports the U.B.C. used to put out each year. 
I do not know what the administration is like out there but the president always 
made it sound great. a 


Mr. MaArTINEAU: Thank you, Mr. Fisher. 
The VicE-CHAIRMAN: I have Mr. Pigeon followed by Mr. Hales. 
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Mr. PicEoN: Mr. Chairman, I do not know if you have a procedure in 

_ respect of putting questions. 

st _ The VicE-CHAIRMAN: The field is open, Mr. Pigeon. 

; Mr. Picron: I would like to address my first question to Dr. Trueman. 
On October 5, 1963, you made a speech to the Rotary club in Toronto, which 

_ was reported by the Canadian Press. I will quote in French. 


(Translation) 
This is what Dr. Trueman said: ; 
I believe that if the present government plan is implemented a 
considerable amount of money will be awarded in the form of scholarships 
to those who are studying for the purpose of getting a B.A. or a B.Sc. 


That is what you apparently said in a speech you gave at Toronto. 
(Text) 
Mr. TRUEMAN: I do not recall this. I wish I had the text in front of me. 


Mr. PicEon: I have not the text, but if we have another meeting I will 
see if I can bring forward more information. 


Mr. TRUEMAN: Could I look it up? 


The VICE-CHAIRMAN: Well, we will continue and if the meeting carries on 
this evening this information may be available then. 


Mr. RonDEAU: What is the question? 

‘Mr. Pigeon: Is it a fact that you said in Toronto that you heard the 
_ government was going to bring in legislation to give scholarships for students 
in respect of classic courses leading to— 
Mr. TRUEMAN: I think that must be a misquotation. I recall simply referring 
to the widely advertised fact that the government had spoken publicly about 
_ the possibility of creating a large scholarship and fellowship scheme. I do not 
know whether or not this has been pursued. But, it may be that has been 
replaced by the present legislation in respect of student loans. I know it was 

a reference to something the government had talked about. 

Mr. Picron: Did this refer to students in universities only? 

Mr. TRUEMAN: I think that was what the reference was to in this thing 
_to which I was referring. 

Mr. PIGEON: If we have another meeting perhaps I could go into this in 
_more detail. I appreciate very much the fact that you have not a copy of your 
- speech. 


| Mr. TRUEMAN: We will look it up. However, I do not recall the details of 
it. 

is Mr. FRANCIS: On a point of order, Mr. Chairman, how far are we justified 
in going afield? This is a public accounts meeting and I do not feel that mem- 

' bers of the Canada Council should be put under examination on their personal 

| views in respect of matters unrelated to the activities of the council. 

i Mr. PIGEON: But I think if you read carefully the part of the speech I 

H have you would infer that Mr. Trueman was speaking for the government, and 

that is why I asked my question. 

The VicE-CHAIRMAN: This is not the time to question articles which 

appear in the press. We are here to put questions on the report as submitted 

by Canada Council and not in respect of articles which appear in the press. 

This is not fair to the man who made the speech because more than likely he 

has not his original text here. 

} ' Mr. Trueman: If I had the original speech here I would be able to be 

more helpful. 
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Mr. PIGEON: Perhaps we could pursue it a our ce eesenen ; ess 4 
Mr. CHOQUETTE: Bring all the speeches you have made to our He: meeting. 
The ViczE-CHAIRMAN: Would you proceed, Mr. Hales. AN 
Mr. PIGEON: I have not concluded my questions, Mr. Chairman. 
The VICE-CHAIRMAN: Excuse me. Would you proceed, Mr. Pigeon. 


Mr. PicEON: Could you tell me the total amount of money which sie: L 
gave to the universities across Canada last year? 


Mr. TRUEMAN: In respect of university capital grants? 
Mr. PIGEON: Yes. 

Mr. TRUEMAN: For buildings? 

Mr. PIGEON: Yes. 

Mr. TRUEMAN: Do you mean for 1962-63? 

Mr. PIGEON: Yes. 

Mr. TRUEMAN: The sum of $6,892,290. 


Mr. Picron: I would now like to put this question. Did the Canada 
Council receive a resignation from Mr. Gerard Filion as vice chairman of the 
Canada Council? 


Mr. TRUEMAN: He does not resign to the Canada Council. 


(Translation) 

Mr. CHOQUETTE: He resigned from the Royal Commission on Rdudatiem 
for the province of Quebec. 
(Text) 


Mr. PicEon: I put this question because I have an article before me which 
appeared in Le Devoir under date of May 15, 1962, which reads: 


I resign if the Canada Council will give grants to Canadian universities; 
That is why I addressed the question to you. 


(Translation) 
Mr. Martineau: When Mr. Filion resigned he did not send his resignation 
to the President of the Canada Council but to the minister who had appointed 
him. So it was never submitted to us. 
(Text) 
The VICE-CHAIRMAN: Would you proceed, Mr. Hales? 
Mr. Hautes: Mr. Chairman, my questions will deal with the expenditures 
and cost of operation. I do not wish to detract from Mr. Fisher’s complimentary 
remarks about the production of the annual report. However, on page 4 we 
are told that the increased cost was $6,638 for the production of the 1962- 6a 
annual report, and I notice there are 43 fewer pages in it. 
Mr. TRUEMAN: Which report? 
Mr. Hates: The 1962-63 report. I am reading from the bottom of page 4 
of the 1963 statement, which deals with printing and duplicating costs. } 
Mr. TRUEMAN: Yes. 
Mr. HALEs: We are told that the 1963 annual report cost $6,638 more than 
the 1962 report. 
Mr. FIsHER: Read it through. It goes on to say: 
.and to an expenditure of $5,744 for the booklet “Private Benefactors rs 
and the Canada Council”. ' 
I would assume the actual increase in cost of the annual report was the 
difference between $5,744 and $6,638. 
Mr. HALEs: Is that true? 
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. HALES: Therefore, there was a $900 increase? 
Mr. TRUEMAN: Something of that order. 


Mr. HALes: Well, then I read that wrong. That is not out of the way 
although there are 43 fewer pages and it cost $900 odd more. 


$49,000 odd in 1962 and in 1963 they were $41,800. This seems quite a large 
_ amount. Could you explain to the committee what is involved here? 


Mr. TRUEMAN: Well, this covers fees that we pay to the social science 
research council, the humanities research council and the Canada Foundation, 
_ in the main. This relates to the costs which they meet, or did at this time, to 
_ carry out certain services for us. For instance, the total expenditure in respect 
' of the scholarship and fellowship scheme is in the vicinity of $1,100,000, and 
- sometimes it is above that. The whole of the recommendations for most of that, 
Bh with the exception of $200,000 or $300,000 devoted to the arts, is handled and 
_ processed for us by an arrangement with these two organizations, H.R.C. and 

‘S.R.R.C. That is to say they set up committees to review some 1,200 or 1,300 
_ scholarships. They call the committees together. They undertake the posting of 
material, and so on and so forth. They have arranged with us a charge which 
_ we think does no more than cover their out of pocket expenses. These are the 
_ things referred to here. 


___- Mr. Hates: I have one other question on this expenditure. I notice you had 
five council meetings. Would you mind teliing us where these council meetings 
were held? They cost approximately $5,000 each. 


Mr. TRUEMAN: It has been our practice to hold five council meetings a 
year, one of which is usually held outside of Ottawa, so four of those would be 


held in Ottawa and the fifth one—we are talking about 1962-63—was held in 
St. John’s, Newfoundland. 


Mr. HALES: Who attends these meetings? 


Mr. TRUEMAN: The members of the council. The council consists of 21 
Members, including the chairman, the vice-chairman and 19 other members. 
i think we have an average attendance of something like 19 members from. 
all over Canada, plus the officers who have to be at the council meeting. 

Mr. HaLEs: Do the councillors have their transportation paid to all these 
Meetings? 

3 4 Mr. TRUEMAN: They do. There is an order in council which covers the 
investment committee expenses also. 


x 


Mr. WauN: Mr. Chairman, I would like to say it is certainly pleasant to 
see that the figures indicate that not only the fund earned a very good return, 
but there also has been a very substantial capital gain. I think Mr. Fullerton, 
and those members of the committee who are responsible for it, certainly 
deserve commendation. | 


Mr. TRUEMAN: Yes. 


Having said that perhaps I could revert to my more usual character as 
a member of this committee and ask this question of Mr. Fullerton, if he is 
here. I gather that in the future the investment advice will be given by the firm 
f Fullerton, Mackenzie and Associates Ltd. I would like to ask Mr. Fullerton 


hat is the nature of business of that firm. 


1er counselling as well. However, it is principally the management of pension 
ids and similar large aggregations of capital, as well as management and 


In respect of advisory service fees—and this is on exhibit I1]—they were 


_Mr. Fuuuerton: It is bond investment counselling principally, but certain — 
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Mr. Waun: My next question is whether the firm provides its services © 
purely on a professional basis for a fee, or does it, either itself or through — 
associated companies, derive any commissions on securities which may be 
bought or sold by the fund, or does it buy and sell as principal to the fund? 


Mr. FULLERTON: No, the council carries out transactions simply on the | 
advice we give. My firm does no trading of any kind on its own account either 
in stocks or in bonds. It is truly a management service on a professional basis, 
for a fee. 


Mr. Waun: The administration costs of the endowment fund, according to | 
exhibit 2—I am looking at the 1962 report—amounts to about $467,000 out of 
a total expenditure of about $3 million, which is about 16 per cent of the total. 
Is it possible to make any comparison with other organizations, preferably of a 
similar nature, to determine whether or not your operations are reasonably 
efficient and whether or not this administration charge is unreasonably high? 

; 


Mr. TRUEMAN: It is very difficult to make a comparison because in more 
ways than perhaps Mr. Fisher has suggested we find ourselves unique. The 
closest comparison that I have been able to make is with the arts council of 
Great Britain, but immediately you run into difficulties in making that com-— 
parison because its concern is solely with arts, whereas ours is with humanities 
and social sciences as well. It does not, under any act that it operates under, 
maintain a scholarship and fellowship program. It gives its grants entirely to 
organizations. Now, we have, of course, a scholarship and fellowship program. 
We have a program for supporting organizations representing the arts, for’ 
organizations representing the humanities and social sciences. We have to 
operate out of the income of the endowment fund, the university capital grants” 
fund, and we have to maintain also the secretariat of the national commission 
for UNESCO. By the act all the administrative expenses of all these activities 
must be borne out of the income of the endowment fund. So that when you put 
down the total cost of all these things as a percentage of the endowment fund 
income, it looks a little bit on the high side, but when you break it down, 
I think it is very reasonable. 3 


We think that after making some such attempt at a breakdown, which is 
a pretty artificial thing, if we take our costs of operation in 1962—the first 
year—as a percentage of the total income of the council, that is to say tha 
income which we get from the endowment fund and the income we get from 
the university capital grants fund, we find that in 1962, it was 10.2 per cent; 
in 1963 it was 8.8 per cent. If you take the total administrative costs as @ 
proportion of the endowment fund income alone, it was 15.7 per cent in 1962 
13.3 per cent in 1963 and about the same during the year that we have jus’ 
finished. If you take the endowment fund cost, that is to say the cost of operat- 
ing the program of the endowment fund as a proportion of the endowment fund 
income, it was 12.7 per cent in 1962 and 10.3 per cent in 1963. The last img 
I made a calculation—you asked if there was any way of making a com 
parison—of the costs of the council of Great Britain, with their restricted 
program which deals only with the arts and only with organizations, the best 
that I could figure was that their cost was somewhere between 11 and 12 per 
cent of their income. So the only conclusion that I can draw is that we are 
keeping within the bounds that regulate organizations of this kind. eee 
I repeat, the comparison is most difficult to make, because, as we have said 
in our annual report, we have as our responsibility in the Canada Council 
duties which in Great Britain are divided amongst four different organizations: 
the arts council, the British council, the university grants committee, and 
whatever department of government handles UNESCO. 4 


Mr. Waun: Could Mr. Henderson suggest any yardstick, or does he feel 
would be possible to find any measure at all, by which we could compare th 
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efficiency of the Canada Council with the efficiency of other organizations, 


_ particularly in relation to administrative costs? 


Mr. HENDERSON: Mr. Wahn, I find myself substantially in agreement with 


_ what Dr. Trueman has said. This is a subject which he and I have discussed, 
_ and by and large I think the level of the administrative costs is eminently 


reasonable. That would be my observation. 
Mr. Wann: Mr. Chairman, I have just two more questions. The first ques- 


_ tion is this: the statement indicates that the moneys of the university capital 


grants fund must be invested in government bonds, but that the money for the 


endowment fund can be invested in any securities which the investment com- 
mittee considers desirable. It would appear in my calculations that about 


one seventh of the total endowment fund is invested in common stocks and 
convertible debentures and the rest in bonds and mortgages. Has any considera- 
tion been given by the council to the proper proportion which should be main- 
tained? I hasten to say that if the council put all its money in common stocks 
or convertible debentures and the market went down, undoubtedly it would be 
asked questions on why they were so rash? Has any consideration been given 
with regard to whether one seventh of the fund in common stock and convertible 
debentures is a reasonable proportion, particularly in view of the emphasis 


which in recent years has been placed upon getting more money into Canadian 


common stock. 


Mr. TRUEMAN: I can give a general remark, but I think Mr. Moore or Mr. 
Faribault might answer in more detail. 


Mr. Martineau: Mr. Moore will answer. 
Mr. Trevor Moore (Member, Canada Council): I think the answer is the 


importance of income currently which we cannot get from common stocks. 
If we were to increase the proportion of common stocks, our income would be 
adversely affected. 


Mr. Wauwn: I gather that the university grants are divided up reasonably 


into the population of the various provinces. Is a similar principle followed 


with regard to the amounts of money paid out of the endowment fund? 


Mr. TRUEMAN: No. The council never has adopted a principle that X per 
cent of its revenue should be spent in this province and X per cent spent in 
another province. 


Mr. Wann: I do not know whether it would be possible to obtain this 
information, but I would be interested in finding out the disposition of the 
endowment fund over the period of the life of the council in relation to the 
Populations of the various provinces. I would think that should be possible. 


Mr. Martineau: We do not operate in that way at all. We do not think 


of provinces and we do not think of population; we go only by talent. There 


may be a lot of talent one year in one quarter, and maybe the next year it 


Would be elsewhere. We do not know; we just give them as they come along. 
We do not give as many as we would like to give because of the little money 


we have. 


Mr. WauN: Perhaps I have been misunderstood. I am not suggesting that 
the population basis is the correct basis, but personally, I would be interested 
in knowing where the talent is which has justified the grants. In other words, 
I think it would be extremely interesting to find out, and I would ask that 
if possible the witnesses provide this information. 


: Mr. MarTINEAU: It would be misleading information unless you knew why 
the judges decided in this way in a particular year. The figures always can be 
btained, but they would not give you very much. 


_ investments? 
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Mr. TRUEMAN: I agree; but there are two prebleais hich aes it diffict tt 
to make such figures meaningful. If you take the matter of scholarships and 
fellowships and give one to a man in British Columbia who is going to do his 
work towards a doctorate at the University of Toronto, is this to be credited 
to British Columbia or to Ontario? He is spending our money and his time and 
effort in Ontario. Another thing is that we give grants to arts organizations. 
We give a grant, we will say, to the Canadian Players Company; part of the 
grant will be for a tour in western Canada through the three prairie provinces 
and British Columbia, part of the grant will be for a program they are put-. 
ting on in Toronto, and perhaps there may be a second company which will 
be making a tour in eastern Canada. The company has its headquarters and 
perhaps its rehearsals in Toronto. You might say, “All right, this $35,000 went 
to Ontario, but $15,000 of it was for this company to tour the four weste 
provinces”. To my mind, this is a grant to the other provinces. 

We can provide those figures, but what I am suggesting is that it is very 
difficult to draw any kind of proper conclusion from it with regard to where the 
money of the Canada Council is being spent. . 


Mr. Wann: Perhaps it is up to the steering committee to decide whether 
or not this information would be useful. I can see the difficulty. However, when 
the information is furnished, the basis upon which it is prepared could be 
stated, and members of the committee can make their own interpretation. : 


The VICE-CHAIRMAN: This matter will be brought up before the steering 
committee. 
Mr. PIGEON: I read in the French report— 


(Translation) 
I would like to ask Mr. Henderson a question. 
The VICE-CHAIRMAN: In 1963? 
Mr. PIGEON: In 1963. 
The VIcE-CHAIRMAN: In 1963. 
Mr. PIGEON: On page 5 of the report in French. 


(Text) 
The VICE-CHAIRMAN: It is page 5 of the 1963 report. 


(Translation) 


Mr. P1icron: I would like to ask Mr. Henderson whether the firm of Fullerg 
ton, Mackenzie and Associates Limited. I do not have the English version. I 
asked for a copy in English. 


The VICE-CHAIRMAN: Very well. 

Mr. PIGEON: Yes, in the report in French. 

The VICE-CHAIRMAN: In 1963, page 5. 
(Text) 

Mr. TRUEMAN: In the 1963 report. 

Mr. PIGEON: Page 5 in the French copy at the top, investment, $54 million. 


(Translation) ; 
Mr. MArRTINEAU: Where it says that Fullerton and Mackenzie manage the 


Mr. PIGEON: Yes. As regards that firm, it cost the Canada Council $15, 000 
to have the firm look after their investments. plus their telephone expens 
which must not exceed $5,000. I would like to ask Mr. Henderson whet 
the Council’s investments could not be handled by a government agenc 
the Treasury Board or by the Auditor General of Canada so as to econon 


ese expenses which amount to nearly $20,000? The Canada Council would 


us have an additional amount to use on scholarships or grants. 


_ Mr. HenpEeRSon: I have no doubt that the investment portfolio could be 
‘Managed by other agencies in the government. I think you mentioned the 
treasury board and also my office, but I think you will appreciate that we 
would not undertake anything of an administrative character like this. A 
possibility, for example, might be the Bank of Canada. I believe there was a 
ime when the Bank of Canada managed it; that might the sort of thing you 
nvisage. However, it is my experience that the responsibility for handling 
-a diversified portfolio like this requires highly specialized experience and 


Managed, to employ consulting firms such as Mr. Fullerton’s firm, which can 
devote a very considerable portion of their time, as indeed they do, to handling 
t. Telephone calls are expensive, and the great many switches which would 
ave to be made to pick up capital gains or to improve yield require very 
uick action. I believe the council is well satisfied with this arrangement. I 
would not have any further comments to make. 


(Translation) 
4 Mr. PicEon: Now, Mr. Henderson, there are certainly a number of invest- 
‘ments these Crown Companies could make. I do not know whether a govern- 
ment agency could look after the investments of all the Crown Companies in 
rder to economize as much money as possible. A central agency, a main body 
ould look after investments for the Canada Council and any other Crown. 
vompany. I do not know whether that is a constructive suggestion and it 
‘might be easier for the Auditor General to look after the investments of these 
f nds, and a substantial saving in money and staff could certainly be realized. 


The VicE-CHaIRMAN: I think it is Mr. Martineau’s turn to answer. 
Mr. MartTINEAU: Mr. Pigeon, we could indeed do it and it would not cost 


example, there was a profit of $1,250,000 because of these multiple trans- 
ctions, precisely because Mr. Fullerton follows the market and each day, when 
€ sees he can make a profit he sells securities and buys other securities at a 
tower price. Over a period of years we have made a profit of nearly $4,000,000, 
as you see, and it is because of these transactions we maintain that Mr. Fuller- 
ton earns his money several times over by enabling us to make such profits, as 
we could make no profit on securities by buying and keeping them. 


_ Mr. Pickton: Did you say you made a profit last year? 
_ Mr. Martineau: During the year. 

3 Mr. PicEon: During the year you made $12,000. 

_ Mr. Martineau: No, $1,250,000. 

Mr. PicEon: Oh, $1,250,000. 

The Vice-CHaIRMAN: He said $1,250,000. 

_ Mr. Picron: Good, that is fine. 


a ranslation) 


Mr. LEBLAnc: Mr. Chairman, I have a supplementary question also on 
le subject of Mr. Fullerton. I understand from the 1962 report that Mr. 
ullerton used to be the treasurer of the Canada Council? . 


_ Mr. Martineau: Yes. 
a9 Mr. Lesuanc: So he was the Canada Council's advisor, the Canada 


as 


Council’s treasurer and he managed their investments? 
we;* 
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as much but we would not make the same amount of profit. In 1963-64, for — 
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Mr. MartTINEAU: I shall have to make sure of that because I was not | 
there at that time. - : 


Mr. TRUEMAN: (Yes. . .) 


Mr. LEBLANC: Yes, he managed their investments and was paid a salary 
by the Council, and remuneration such as there is at the present time in 1963. — 


(Text) 
Mr. TRUEMAN: It is all right, we can give it—up to $15,000. 
Mr. Lesptanc: He was appointed treasurer at $15,000 in 1962? 
Mr. TRUEMAN: No. That was what he was getting when he resigned. 


(Translation) 
Mr. Lestanc: Now, from what I understand you have a new treasurer? — 


Mr. MartTINeEAu: Yes but she does not do that work, she would not be. 
capable of doing it either. 
Mr. LEBLANC: In that case how did you previously happen to have a 
treasurer who could do that work? You now have a treasurer you pay and > 
you also have to pay a specialized firm to do that work? 
Mr. MarTINEAU: I think the work is different Mr. Leblanc. What Miss 
Breen does now used to be done by others. When Mr. Fullerton was treasurer 
he only looked after the investments. He still looks after them, but Miss Breen 
not only attends to the books but to everything which is essential for the 
staff, as you know. And she is really the type of employee I wish you would 
have for the rest of your life, Mr. Leblanc. 
The VICE-CHAIRMAN: Mr. Choquette. 
Mr. CHOQUETTE: Mr. Chairman, it is perhaps a little late, but better late 
than never. I would like to congratulate the new chairman of the Canada — 
Council, the honourable Mr. Martineau. This is the first time he has appeared j 
before the Public Accounts Committee and everyone knows that Mr. Martineau 
is one of the most distinguished jurists in Canada. In fact he has had an out- 
standing career. He was on the Court of Appeal and then returned to private 
practice which is quite outstanding in a person’s career. We are very glad he 
has assumed the responsibility of the Canada Council presidency because he 
is fully competent to guide this agency towards its objectives. 
Mr. Chairman, I would like to put my question to anyone it may concern 
because in the preface to 1962-63 report I noticed, in the second paragraph— 


Mr. MARTINEAU: On what page? 


Mr. CHOQUETTE: On the first page, at the very beginning. I did not have 
time to get much further. A donation received by the Council is mentioned, 
and in the following paragraph it is stated that the object of that donation was 
to promote what I would call the effective sciences as opposed to the human- 
ities, the arts and social sciences. So this is what I would like to ask, Mr. 
Chairman. Are the Canada Council looking for a new direction? As they have 
placed considerable emphasis on the generous gift they received, do they in- 
tend to direct their efforts towards another field of learning in order to promote 
it as efficiently as possible, because I noticed in the appendices that all the 
scholarships awarded are for the arts, the humanities and social sciences. 


Mr. Martineau: No Mr. Choquette. First of all let me thank you for the 
kind words you said about me a few moments ago. No, the donor comes to 
see us and says: “I am giving you so much for such and such a purpose”. So, 
of course, we accept and we abide by the terms accompanying the donation, but 
it was not the Council’s choice. 


The VicE-CHAIRMAN: As you said some very nice things about the Chair- 
man I allowed you to say something that was out of order as it is not the time 
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to discuss what is going to happen, the Council’s policy for the coming year, 
but the report for 1962-63. 


; Mr. CHOQUETTE: But I thought Mr. Fisher had established this morning 
that the questions were “at large”. 
(ext) 
The VICE-CHAIRMAN: Yes, at large, but not for any year. 
(Translation) 
Mr. CHOQUETTE: I was referring to the reports. 
Mr. MarTINEAU: Very well, to get back to the matter we will ask— 
Mr. CHOQUETTE: So you are not anticipating a new policy for the distribu- 
tion of— 
i Mr. MARTINEAU: We have never discussed the matter. 
Mr. CHOQUETTE: It was never considered. 
The VIcE-CHAIRMAN: Mr. Grégoire. 
Mr. GREGOIRE: Mr. Martineau or Mr. Trueman I have a few questions con- 
cerning applications you receive for grants for the arts, either for music, opera, 
acting, ballet, festivals etc. I suppose that out of all the applications you receive 
for grants some meet with your approval and others are not even worth taking 
into consideration or are for things you do not give grants for. Could you tell us 
what percentage of the applications you receive during any one year are 
Yeasonable requests and how many are not? 


Mr. MarTINEAU: Well, in 1963-64, for example, I think there were 365 
applications in an arts category. 

Mr. GREGOIRE: They were applications for grants for the arts and public 
events? 


Mr. MartTIneEav: Yes. The arts and artists. For the time being the percentage 
is the same but if you will wait a minute you will see. 365 applications were 
‘made. We only had so much money to spend, so we had to divide the amount 
among the various categories. So that year we decided there would be 60 
grants. There was not enough money for more. So 60 awards were made 
but there were 365 applicants. They had to be made to people who had 86% 
or over, which shows that some were deserving and should have received one 
because when you have 80, 82, 83 or 84, those are worthwhile marks, you are 
Teally entitled to a scholarship. But it was not possible to give them. So there 
were only 60 given. 


Mr. GREGOIRE: In other words you lacked the funds to— 
Mr. MARTINEAU: We were positively short of funds— 
Mr. GREGOIRE: Even to meet reasonable requests. 

Mr. MARTINEAU: Certainly, very deserving requests. 

Mr. GREGOIRE: In the arts? 

Mr. MARTINEAU: Yes. 

Mr. GREGOIRE: But where organizations are concerned? 
Mr. MarTINEAU: The same thing happened. 

Mr. GREGOIRE: The same percentage. 

Mr. MarRTINEAU: The same. 


Mr. GREGOIRE: For instance, I see that you make grants to several symphony 
orchestras throughout the country. What is the percentage of symphony 
orchestras you can give grants to, symphony orchestras already in existence 
who have applied to you. 


Mr. MarTINEAu: Mr. Dwyer. 
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Mr. Dwyer: At the presente time there are Bete eas i 20° oe 
orchestras in Canada. 
Mr. GREGOIRE: Twenty-five? 
Mr. Dwyer: About twenty. That is the number of grants we can give. 
Mr. Martineau: You see, Mr. Grégoire, that is the problem, what are we 
to do with so little money? Should we spread it out so thinly that it will be 
of no advantage to anyone, or should we try to select wisely in order to develop — 
something really exceptional in certain ways? 
Mr. Grecorre: So you prefer to give grants to a fewer number of symphony — 
orchestras, but to give them more so that they can develop more. 
Mr. Martineau: Not purposely. We have not adopted that principle pur- — 
posely. We have tried to give as much as possible to all those who were deserving © 
but we were not able to help all those— 
Mr. GREGOIRE: But in principle, nevertheless, the results of your grants 
to the symphony organizations is to give them more, so that they can improve > 
and be better than they are. J 
Mr. MartTINEAv: If possible. 
Mr. GREGOIRE: Did you make a survey, would your terms of reference allow 
you to make a survey to find out how many symphony orchestras there are, 
and how many symphony orchestras there should be in Canada and what amount. 
of money it would take to set up a network, if I may call it that, of symphony © ‘ 
orchestras that would really correspond to the artistic value of our musicians 
and to public demand. a 
Mr. MartTiIngcau: We studied the matter to see how much we would 
really need to do justice to all these organizations and to our artists. If we 
really wanted to make an all-out effort that would cover the entire country, 
we would need over two million a year during the next three years, ancu 
$2,200,000 a year. 
Mr. Grecorre: Now, with $2,200,000, which is a very small amount in my 
opinion, would that meet the needs of both the artists and the organizations, 
I mean strictly as far as the arts are concerned? 
Mr. MarTINEAU: I think so. Of course that does not mean that all those who. 
applied for grants would get them. a 
Mr. GrecorreE: No. But there are reasonable requests and unreasonable 
requests. 
Mr. Martineau: Any reasonable request, any work that deserves en 4 
couragement, any artist who is talented and has proved it, could obtain a grant. | 


Me 


Mr. GREGOIRE: Now, with an amount like that, would that be satisfactory? 
For example, I am taking the symphony orchestras, I could also take the opera, 
the theatrical and ballet companies, would that amount be satisfactory to 
set up in Canada, in proportion to the population, the areas and the cities 
in need of it, would that be sufficient to set up an adequate network? ‘ 


Mr. Martineau: I would point out that we have been more than reason= 
able with our figures, because when you do not have it and when you do not 
have much hope of getting it, you live in hope but you are not sure, and you 
do not want to put forward figures that will scare people. I myself am quite 
sure, but it takes more than that. 


Mr. Grecorre: As far as I am concerned, Mr. Martineau, I can tell you 
that I am not in the least bit scared when vou tell me that with only $2,200, 00 
you could meet the requests you receive from artists— 


Mr. MARTINEAU: The average request, yes, during the next three years 
Mr. CHOQUETTE: Are you including bands in this request? 
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‘: Mr. MARTINEAU: Not yet, Mr. Choquette, not yet. 
Mr. Grécorre: I asked whether at the present time, in the field of the 


Mr. MARTINEAU: Yes. 

i Mr. GREGOIRE:—in the field of our theatre, opera, ballet and symphony 
orchestra groups— 

: Mr. Martineau: That is right. 

Mr. GREGOIRE: And you include the artists in that amount? 


j Mr. MARTINEAU: Yes, certainly. What is more we are including scholar- 
ships for students in that amount— 


on Mr. GREGOIRE: For students or people who have shown that— 


Mr. MaRTINEAU: —to get their doctor’s degree and also for post-doctoral 
studies. 


Mr. GREGOIRE: When you speak of post-doctoral studies you mean those 
who are going in for teaching careers? 

i Mr. MARTINEAU: Yes, for those who are going in for teaching or who want 
_ to study, who want to continue their studies after that. 

Mr. GREGOIRE: Now, how much are you giving at the present time in that 
field alone? In the field you mentioned and for which you would need 
$2,200,000, that is, simply from the artistic, theatrical, musical, operatic and 
| ‘symphonic Be hapomt 

Mr. Martineau: For that, it is $675,000. 

’ Mr. GREGOIRE: That is the amount you are allocating at the present time? 
Mr. MARTINEAU: Yes. 

Mr. GREGOIRE: And you need $2,200,000? 


Mr. MARTINEAU: No, you merely mentioned symphony orchestras, theatres, 
ballet and opera. 


Mr. GREGOIRE: Yes. 
Mr. MARTINEAU: $675,000, for that alone. 
Mr. GREGOIRE: $675,000. 


Mr. Martineau: We think we shall need $1,675,000 within the next three 
years. We need a million dollars more. 


ie Mr. GREGOIRE: In that field alone. 
4 Mr. MaArRTINEAU: Because that is the expensive one, of course. 
a Mr. CHOQUETTE: It is one of the most expensive— 
Mr. GREGOIRE: So with $1,000,000 more a year? 
Mr. MARTINEAU: Yes. 
Mr. GREGOIRE: Now, could you submit a brief on what you would be able 
0 do with an additional million dollars? 
Mr. MartTINEAu: We submitted a brief to the minister setting out our 
equirements and explaining what we could do if we had more money but we 
nderstand the country has a deficit and— 
Mr. CHOQUETTE: But it is a deficit for agriculture, Mr. Martineau. 
Mr. GREGOIRE: There is no comparison between a financial deficit and one 
the artistic field. 
Mr. MartTINEAU: No, of course not. 
Mr. GREGOIRE: Now, where opera is concerned, for example, those you give 
rants to, you only give grants to one opera company, the Canadian Opera 
Recieciny” and you give them $71,000 a year. 
_ Mr. Martineau: Are there any other companies? 
_ 21236—7 
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Mr. Grécorre: With $71,000 and their own income, which they may get 
from a provincial grant, the sale of tickets, can they give several, how many— 
Mr. Dwyer: The Canadian Opera Company has opera seasons in Toronto 
that last three weeks, they send two companies on the road. It is a national 
organization. 
Mr. GREGOIRE: Have other opera companies applied? 
Mr. Martineau: I do not think so, no. 
Mr. Dwyer: Yes we have made grants to the opera— 
The VicE-CHAIRMAN: Could you speak up Mr. Dwyer as you are far from 
the microphone and we cannot hear you properly. We cannot hear you. 
Mr. Dwyer: There is an opera company in Vancouver to whom we have 
made grants, up to $10,000 I think; a company is being formed in Edmonton, - 
there is the ThéAtre Lyrique de Nouvelle-France in Quebec, and we understand 
there is to be a company in Montreal. 
Mr. GrEcorRE: Now, in Quebec, the Théatre Lyrique de Nouvelle-France, 
did you give them a grant last year? 4 
Mr. Dwyer: No. We did not give that company a grant. 
Mr. Grecorre: A shortage of funds. 
Mr. Dwyer: A shortage of funds and for other— 
Mr. GREGOIRE: That is a shame, they are one of the finest companies you 
can hear. 
Mr. CHOQUETTE: I have a supplementary question. 
The VicE-CHAIRMAN: Well, for the sake of good order—a supplementary 
question, very well. 
Mr. CHOQUETTE: I have a very high regard for Mr. Grégoire’s knowledge 
because he has been an impresario. 
Mr. GREGOIRE: I would like to say, Mr. Chairman, just to get things 
straight, I was not necessarily an impresario but when I was student at Laval 
University I was chairman of the Concert Association of the University for six 
years. 
Mr. CHoquETTE: Mr. Chairman, regarding scholarships or “grants made 
to opera companies, on what basis do you distribute them? 
Mr. Martineau: Those who are versed in these matters, the judges hear, 
see and decide. Perhaps if I heard them I would have my own opinion, maybe 
if you heard them you would have a different opinion. Anyway, the judges 
decide as best they can. 
Mr. CHOQUETTE: They decide as best they can and we follow what 
they say. 
Mr. GrécorrE: The judges are specially appointed for the job. They are 
people who are familiar with these matters and are chosen because of the 
knowledge they have. 
The VICE-CHAIRMAN: Mr. Rondeau, please. 
Mr. GREGOIRE: Have I finished my questions? 
The VicE-CHAIRMAN: I thought you had finished. Very well. 
Mr. Grecorre: This is a supplementary question. I am pleased to let my 
friend Mr. Choquette ask some questions as he is also interested in these 
matters. I have a question that is complementary to Mr. Choquette’s. When you 
establish a basis for an opera company, is it according to the number of per- 
formances and the vocal, musical and— 
Mr. MartTInEAvu: Mr. Dwyer. 
Mr. Dwyer: It is certainly based on those two facts and also on the ne dd. 


Mr. Grecorre: Also on the need? 
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; _ Mr. Dwver: On the financial need. 


: Mr. GREGOIRE: Now, in the case of the Théatre Lyrique de Nouvelle- 
_ France, for example, did some of the judges go and hear the company? 


; Mr. DwYErR: Yes. We consulted our experts, and at a meeting in Quebec 
the Council went to see Les Pécheurs de Perles. So we are well informed on 
developments there. 

Mr. GREGOIRE: It was very good. 

The VicE-CHAIRMAN: Mr. Rondeau. 

Mr. GREGOIRE: Mr. Chairman I trust you will allow me to ask a few 
- questions? 

The ViIcE-CHAIRMAN: Certainly. As you will have noticed, we have al- 
ready allowed you to ask several questions. 

Mr. GREGOIRE: Yes, but I noticed that you were trying to get us onto 
another subject. 
The VIcE-CHAIRMAN: Well I was wondering whether the committee wishes 
to sit to-night. 

Mr. GREGOIRE: It would be better to get it all done in one day so as not to 
detain them. 


The VicE-CHAIRMAN: It would be preferable if we could finish to-night 
at 6. These gentlemen waited a whole morning. 


Mr. GREGOIRE: Then we shall try to finish by 6; I would like to help them 
in that respect. I would like to have a copy of the brief you submitted to the 
Secretary of State. That is the brief in which you mention— 


Mr. MarTINEAU: It is the one you have there. 

The VICE-CHAIRMAN: 1963. 

Mr. GREGOIRE: That is the brief in which you mention all the amounts 
you would need to meet, let us say adequately, the needs, to establish in 
~Canada— 

Mr. MarTINEAU: Just a minute. I have not looked at it for some time. 


: Mr. GREGOIRE: As you know, Mr. Chairman, I apologize but we receive 
briefs like that about twice a month. 


Mr. MarTINEAu: Yes. I understand. 
Mr. GREGOIRE: But I look at those first, of course. 


Mr. MARTINEAU: Here we are, it is on the first page, after “Brief to the 
Government of Canada” it is at the beginning of the page. Have you got it? 


Mr. GREGOIRE: Yes. 


Mr. Martineau: At the beginning of the page. You see the set-up of 
the Council, scholarships and fellowships etc., research, local studies and 
programmes. We were asking for $10,000,000. 


Mr. GREGOIRE: Ten million dollars. 


Mr. Martineau: Ten million dollars. Then $10,000,000 a year for two 
further years. We believe— 


Mr. GREGOIRE: Ten million dollars, that was not for the fund— 
Mr. MarTInEav: No, not the university fund. 

Mr. GREGOIRE: No, not at all. 
Mr. MartTINEAv: It is in the endowment fund, $30,000,000. Ten million 
dollars a year for three years. 

Mr. GREGOIRE: So that you are sure of getting the interest you need? 

_ Mr. Martineau: Yes. If the $10,000,000 were invested it would bring in 

about $2,220,000 and that would enable us to take care of these needs. 
bes 
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We thought that $10,000,000 a year for three years was not excessive. As 
you know, Mr. Grégoire, when that amount of $50,000,000 was allocated to 
the Council in 1957 it was worth a lot more than it is now. The income was 
worth more than it is to-day, because there was less demand. Since that time, 
as you know, there has been a tremendous amount of activity in the arts in 
Canada. So applications of all kinds have multiplied, and particularly applica- 
tions for scholarships. The number of students has increased all over Canada, 
and so has the number of applications for scholarships. That is why as the 
years pass we are less and less able to meet demands. j 

Mr. Grécorre: Now, Mr. Martineau, even though the Canada Council is 
involved, do you think it would be a good thing to ask not only the federal 
government but all the provinces to try and contribute to that fund if te 


Council had a plan to set up a vast cultural and artistic network? I mean in 


the field of the arts only, throughout the country. 4 
Mr. MartTInEAu: Well... ; 
Mr. GrecorrE: Because, of course, in that field Prince Edward Island for. 

example, would not be able to subsidize a large auditorium for operas or 

symphony orchestras when they can receive visiting companies from other 

provinces. f 
Mr. MartTINEAvu: That is what we want. For instance, if Halifax had a 

very good symphony orchestra it could go to St. John’s, Newfoundland, and to 

New Brunswick. It could cover all the eastern area of the country. All that is 

needed is to have a good orchestra and to give them the money so that they 

can travel. It would be better than having two or three that are no good. } 

Mr. GrecorrE: Do you intend to ask the provinces to contribute too? : 

Mr. Martineau: Well, several of them, Quebec among others, have their 
own arts councils. Even the city of Montreal has an arts council. But as a matter 
of fact I must say that we are getting information, we are working with them 
to some extent, we want to know what they are doing, and we tell them what 
we are doing. . 

Mr. GREGOIRE: You have an understanding? 

Mr. MarTINEAU: We do not want to increase the number of grants and if 
an organization has received a sufficient amount from the province, we do not 
add to it unless the need is felt. But if the need is felt then we add to the 
amount. ! 
The VicE-CHAIRMAN: Mr. Grégoire, the questions you are asking really 
relate to the Canada Council’s future policy. , 

Mr. Grécorre: Or their present policy, Mr. Chairman. 

The VicE-CHAIRMAN: What we are discussing just now... 

Mr. GREGOIRE: I say we do not have enough. 

The Vice-CHAIRMAN: At the present time we are discussing the 1961-62 
and 1962-63 reports. If we are going to sit tonight we should be told now, anc 
if we are not going to sit tonight the other members of the committee should he 
given a chance to ask a few questions. 

Mr. Grécore:: I have finished, Mr. Chairman. I only have one question left 
because I must tell you that where the Canada Council is concerned I am fal 
more concerned about results than about figures. As far as their figures ar 
concerned I trust them, but as regards results if we can help them to develo] 
it would be better still. | 

Now, here is my final question. Have the Canada Council made a survey 
let us say in other countries, to learn about the situation there and to find ou 
whether the situation is adequate in Canada where the arts are concerned a 
compared with other, perhaps more advanced countries? 

; 
og 
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ame ‘Mr. Dwyer: I might mention, Mr. Grégoire, that I was sent over to England 
and to France last year to see what the Arts Council of Great Britain was 


on 


‘was doing, and also to see the minister of cultural affairs in France, Mr. Malraux. 


BY 


At the present time, if I may express my opinion, Canada certainly does not 


Bove sufficient funds to meet the needs of artists or to make the most of 


“opportunities that exist at the present time. 

a When you think that, according to what Mr. Biasini of the French Depart- 
ment of Cultural Affairs told me, the French government grants the Opéra and 
the Opéra Comique $5,500,000 a year which is more than five times the amount 
available to us for all the arts throughout the country. 


® The VicE-CHAIRMAN: Mr. Rondeau. 


a Mr. GREGOIRE: So it is not surprising that our Canadian artists should be 
hired by foreign companies. 


4 Mr. Dwyer: As you say, it is not surprising. 
4 The VICE-CHAIRMAN: Mr. Rondeau. 

: Mr. RONDEAU: Mr. Chairman, to continue along the same lines, if I under- 
stood rightly, you granted 60 scholarships as against 365 applications. Am I 
pent? 
_ Mr. Martineau: Yes, that is correct. 

i Mr. RonDEAU: Which means that approximately 17% of the scholarships 
were granted to those who applied? 


ae 


_ Mr. Martineau: That is correct. 

_ Mr. Rondeau: I have not read all these reports, but I did not see these 
figures in those I did read. 

a Mr. MartTInEAv: No. They are not there. They are in a report we received 
Tecently from the President of the Canada Foundation who studies and judges 
applications for us. The Canada Foundation prepared a report stating: ‘We 
have studied the applications and recommend as follows”. Unfortunately it was 
not possible to choose a larger number because there were only 60 scholarships. 


_ Mr. Ronpgeau: For the committee’s information, Mr. Chairman, that is 
Precisely the point. It is all very well to tell us, we have done such and such 
a thing but there are so many things we could have been doing but were not 
able to because we had no money. So they are figures and statistics that would 
sertainiy be of interest to the committee, and it would be useful to have the 
report. The number of scholarships awarded by province should also be in- 
dicated in the report for future reference, if possible. And, for our own 
information, the scholarships granted by university should be given in the 
Teports, to the university of Montreal, for example, saying they will get so 
r uch in scholarships, and then divide it by province. 

_ The Vice-CHaIRMAN: The question of getting the scholarships by province 
has already been submitted, and will be submitted to the sub-committee. 

_ Mr. RonpgEau: If the members of the committee are agreed, I would also 
ike the report to contain an explanation of the procedure candidates for 
scholarships have to follow, and of your policy for such grants, which you 
lave explained to some extent this afternoon. 

_ Mr. Martineau: The way we proceed in general. Just the general prin- 
Be Fink that is all .we have. 

__ Mr. Dwyer: The general principle is to grant scholarships for the quality 
of. the artists, and also, and this is very important, so that they correspond to 
their projects. Because now and again very talented artists have something 
ational in mind which wise people consider is not good for them. Now, 
oplications are submitted to the Council on six forms which are sent to the 
ve judges of the Canada Foundation who study the application, the quality, 
—-21236—8 
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and the artist. The forms are sent back with the marks of each app icant, 
and then it is possible to form a committee to arrive at a final decision. : 


(Text) 
The VicE-CHAIRMAN: Would you proceed now, Mr. Francis? iq 
Mr. Francis: Mr. Chairman, I wanted to ask some questions which are 
supplementary to those put by Mr. Pigeon awhile ago. 
I gather that Mr. Fullerton is now in private consultation. I know he was 
with Canada Council before that, and before that he was with the Depart- 
ment of Finance. But, looking at one section of the reserves it seems to me 
there is a reserve, as I understand it, of $3,270,000, which arises out of trans- 
actions on common stock and so on, and bonds as well. It seems to me this 
is a very good record. Is there any way, Mr. Fullerton, in which you can 
indicate to the committee any comparable institution or use any other yard- 
stick you have in mind which would compare the returns you have realized 
through the management of these accounts with other institutions? ; 
Mr. Doucias H. FULLERTON (Investment Consultant): You have asked 

me to make comparisons. We want to carry on as active a policy as possible, 
and I expect our return is as good as you will find around except in terms 
of those people who specialize entirely in common stock and who make sub- 
stantial capital gains in common stock. The Canada Council fund is a balanced 
fund. Emphasis is on income as required, and they do not plunge as much in 
common stocks as they would like to. But, in terms of a balanced fund, I would 
say our record is as good as any. q 
Mr. FrANcIS: Do you have any views about this kind of a reserve? Should 

it be accumulated indefinitely as a result of capital gains essentially or at some 
point should part of the reserve be taken into income? What kind of policy 
is it intended to follow? a 
Mr. FULLERTON: There is a technical problem, first of all, whether or not 

we spend capital gains. I believe the Auditor General believes that capital 
gains must be plowed back into the corpus of the fund. 4 
Mr. Martineau: That is the way they have been treated. 4 

Mr. Francis: But the interest on the capital gain is available for expendi 

ture in the current year, is it? z 
Mr. FULLERTON: Yes, and it has given us a steady rise in income each 
year as a result of plowing the profits back. 3 
Mr. Martineau: As a matter of fact, because of those gains the income has 
grown about $65,000 a year. a 
Mr. Francis: I am full of admiration for that. I am not being critical. 

It is an excellent record. ‘ 
I have another set of questions which I want to put on the record in 
amplification of Mr. Wahn’s questions. a 
Mr. Fullerton, you are not a principal yourself or an underwriter and you 

are not deriving benefits in any other way than in your professional field in 
respect of this fund and, I understand, you are providing the same service to 
other funds. Would you want to indicate to the committee the nature of th 
other types of funds you serve or clarify this relationship so that there is no 
question about it. 4 
Mr. FULLERTON: There are some pension funds and insurance funds, 

the employers are in the same capacity in relation to us as the council is, 
on some a different advisory basis. 
Mr. Francis: It was indicated by Mr. Pigeon there are other cr wn 
corporations—I think that was his expression—which had similar amount 
funds at their disposal and he recommended perhaps a central agent wi 


a 
‘ 
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ernment agencies which has a problem like this? I was not aware there 
as. . 

Mr. FULLERTON: Well, there is the pension fund, Central Mortgage and 
dousing, the Bank of Canada pension fund, and the Canadian National. 
Mr. Henperson: And, the Canadian Broadcasting Corporation. : 
Mr. FraNcIs: These are the other funds which do have investments? 

Mr. FULLERTON: Yes. ‘ 

Mr. Francis: I would like to g0 on record as saying I think this arrange~ 
ment is a good one, and I think the record of the management of the fund is one 


that compares favourably with any other within my own knowledge and 
Xperience. 


(Translation) 


Mr. PicEon: I have three short questions, Mr. Chairman, but first of all 
1 wonder if Mr. Martineau could tell me what amounts the Grands Ballets 
“Canadiens of Montreal and the National Ballet of Toronto received in 1962? 
® Mr. Marrmeav: In what year, 1962 or 1963? | 

Mr. PIcEon: At the beginning of May 1962. 

Mr. GREGOIRE: $40,000 and $85,000 according to the report. 

Mr. MarTINEAU: The Grands Ballets— 


iens of Montreal had not been favoured to the same extent as the Toronto 
sallet Company by the Canada Council. 


_ The VicE-CHAIRMAN: What Mr. Lapalme may have said has nothing to 
© with this committee. The member wants to give himself a lot of importance 


debentures guaranteed by the government of Canada, invested money 


1 the provinces guaranteed by the provinces and municipalities, in companies 


(Text) 
_ Mr. FisHer: Quebec hydro. 


-ranslation) 


Mr. Pigkon: —in Aluminum Limited, in International Nickel Limited. The 
oMmpanies I have just mentioned are controlled by foreign capital. On the 
ther hand there are other companies which are essentially Canadian-owned. 
And I wonder whether it would not be a good thing, whether it would not be 
Canada’s interest, that the Canada Council investments—I do not know 
ther this would amount to discrimination—be made mainly in companies 
ntrolled by Canadians. It would encourage Canadian companies it seems 
mnie, 
__ Mr. Farreautt: Mr. Chairman, the first company you mentioned, the 
ll Telephone, is 96% Canadian-controlled. : 
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Mr. Pigeon: They are not controlled by American Telephone? “4 
Mr. Farrpautt: Not at all, American Telephone do not even have 59 
of the shares, they only have about 2%. i 
Mr. CHoqueTTe: Did you not know that Mr. Pigeon wants to nationalize 
the Bell Telephone. a 
Mr. FARIBAULT: I was not aware of that, but it makes no difference. 
Mr. Picron: But the Aluminum Company and International Nickel. 
Mr. Grécorre: Aluminum and Nickel are in my riding, do not touch 
them. 4 
Mr. PicEon: I am just asking a question. 
Mr. FARIBAULT: It is difficult for administrators who are, of course, supposed 
to realize what gilt-edged stock they have in their investment portfolio, to 
answer a question like that. 
Mr. Piceon: Thank you Mr. Faribault. I have one last question for Mr. 
Bussiére. The Canada Council awarded, I think it was $2,000, to help finance 
work directed by Mr. Leopold Lamontagne, a professor of the faculty of letters 
of Laval University. 4 
Mr. BusstzrE: Could you tell me a little more about that? 
Mr. Picron: The Canada Council decided to support an ambitious project 
namely, a general history of French Canadian literature from its beginnings 
to the present time. The work will comprise three volumes of approximately 
300 pages each, and Mr. Leopold Lamontagne, a professor at the faculty of 
letters of Laval University will be in charge of editing the work. I just wanted 
to ask you a fairly direct question. Did any minister of the Crown intervene 
by ’phone or by any other means, to help get that $2,000 grant? i 
The VicE-CHAIRMAN: That question is out of order. It is out of order, and 
you do not have to answer it. 4 
Mr. Gricore: Mr. Chairman, I think you should allow Mr. Bussiére to 
answer it because he could then establish the facts, that is, the facts that need 
establishing. ; 
Mr. BusstzrE: The answer is no. Also, the Council never intervened to 
put Mr. Lamontagne at the head of the project. It was the committee who pu 
Mr. Lamontagne in charge of the project, and all we did was to make a grant so 
that the project itself could be carried out. 
Mr. Picron: Thank you. That clears up an ambiguous situation. ; 
Mr. CHOQUETTE: Do you know Mr. Lamontagne? Do you consider him 
sufficiently competent to carry out the task he has been given. ’ 


Mr. BussIERE: Certainly. 
Mr. CHOQUETTE: Thank you. 


(Text) 

Mr. Fisuer: I have now seen very little indication that the council, wit 
this very large donation in the field of engineering and medical sciences, and s 
on, is conscious of the fact that it was not really the intent of the legislati 
nor of the speeches that were given at the time the council was created. I th 
in your brief to the government you are arguing that the ration that you h 
to devote to the arts, and in particular to the social sciences, is inadequate 
compared to what the National Research Council administers in the other fi 
I think it is rather bizarre that the first large and substantial donation you 
should be in a field in which your main competence and your main jurisdictio 
were not considered to run. F 

Again, when you begin to consider what it is leading you into in terms 
an administrative overlap with some of the things that the N.R.C. has do 


lo 
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a wonder if the council has given any general consideration to the problem 

“that is involved here. As a matter of fact, it may be a matter of pride that the 

“council received the donation and that it has been set up in this way, but 

it is really an immensely disappointing reflection of what is resulting in the 
, field of arts and natural sciences when the first great donor that comes along 
specifically allocates a large sum to a field in which the council is not sup- 
posed to be involved. I would just like your comments on this. 


: Mr. TRUEMAN: Are you criticizing the council or are you criticizing the 
anonymous donor? ‘ 


: Mr. FISHER: Neither, but what is it getting you into? 


° Mr. TRUEMAN: It is not getting us into anything. I do not imagine for one 
minute there is going to be a flood of donations for engineering, medicine and 
science in such a proportion that it could possibly embarrass us in this con- 
nection. I agree with you that the main intent and purpose of the Canada 
Council are certainly the arts, the humanities and social sciences, though obvi- 
ously there has been a reservation in the minds of the framers of the act 
Bpcealise, as you know, there is a section which says that we may accept gifts 
_as long as they are hot part of the permanent endowment fund or the univer- 
sity capital grants fund for the purposes named by donor, if any. So the way 
is open. In a sense it is disappointing. 
3 On the other hand, the council felt it was, in one sense, the first significant 
breakthrough we have had. This was the first time that real money had got 
interested in the Canada Council. We have had a succession of small gifts for 
“specific purposes. Now, no one could prove any connection with it, but the next 
“year we got $600,000 in another donation, and one is hoping that this happy 
“demonstration of the possibility of giving money in large proportions to the 
council will catch on. To that extent I think the first big gift has some virtue. 


Mr. FISHER: Is the anonymity of the donor permanent? 


Mr. TRUEMAN: There has been no indication to us that we should let the 

“name get out. 

‘d Mr. FISHER: This is not what I wanted to know. I think the Molson award 
being out in the open and named is a challenge to other companies and to other 

persons, and it is too bad that the anonymous donor would not stand forth. 


1G Mr. TRUEMAN: Yes, that is true. 


Mr. FISHER: The next question I want to ask is whether you worked out 
-any appreciation of the provincial efforts in the field in which you are working, 
and the role that you may be able to play in advising and co- eee some 
of these efforts? 


Mr. TRUEMAN: We have given whatever co-operation we could, and made 
Batever study we could, of the existing organizations. For instance, we laid on, 
with the Montreal city arts council and with the department of cultural affairs 
‘in Quebec, a meeting in which we discussed our common problems, and we set 


t 
inp 
es 
hee 


up a loose arrangement whereby we try to keep each other informed about | 


| applications that we know we all were having and are all considering and to 
try not to step on each other’s toes and to work out a modus vivendi that would 
be comfortable and fair. Since that time, of course, the province of Ontario has 
set up the provincial arts council of Ontario. They did not start this with huge 
sums of money, it was something like $350,000. Their first step was to ask us 
‘for advice about practical matters and about policies. Mr. Dwyer went up and 
“spoke to them. 


+ Then again we have had a meeting with them and tried to work out an 
mderstanding whereby it would be agreed that some things were probably 
efinitely provincial, and some things were probably definitely national, and 


We 
in 
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would be our concern, while other things were the concern of both. Recently I 

discussed this matter in Vancouver with people there who would like to per-— 

suade the province and the city to take greater part. 4 
Mr. FISHER: Have you any proposal for a definition on paper? 
Mr. TRUEMAN: No. 


Mr. FIsHER: We have indications that this government is not so much con- 
sidering a cultural ministry but in effect they have put the cultural agencies 
under one minister. Is it your opinion we are at a stage where some kind of a | 
federal-provincial conference on the whole question of the arts and the rela- © 
tionship to what the provincial and the federal agencies can do in this field is” 
upon us? 

The VicE-CHAIRMAN: This is a question on the future policies of the coun- 
cil. I do not think it is in order at this time. 

Mr. FisHErR: I would like to point out to you there is a tradition that this 
is a committee in which we can ask questions ranging over a wide field upon 
the activities of the Canada Council. This is somewhat different from any other 
agency that comes before this public accounts committee. ‘ 

The Vicr-CHAIRMAN: Is it not that widely ranging questions can be asked 
provided the subject matter appears in the 1962-63 report which we are in the 
process of studying now? 

Mr. FISHER: It has been our experience in the past. For example, I remem- 
ber Mr. Pigeon, I think it was the first time we had the Canada Council before 
us, brought up some of the questions which he brought up today about the 
future policies. | 

The VICE-CHAIRMAN: Quoting Mr. Pigeon does not establish a rule. 


Mr. PIGEON: On a point of order, Mr. Chairman, on what article do you 
base your judgment or your rule? I want to know if you are competent or 
not. 

The VICE-CHAIRMAN: I do not have to have a rule on that. 


Mr. Picron: Please withdraw your remark. It is my right to address a 
question. If it is out of order, you can decide, but I do not like the kind of 
remark you placed before the committee. 


The VicE-CHAIRMAN: If you will sit down, we will let Mr. Fisher finish. 


Mr. PIGEON: You are too proud to be Chairman of this committee and the 
best thing is to resign. 


Some hon. MEMBERS: No, no. 

Mr. PIGEON: Yes. I have the same rights as others. 
(Translation) ‘ 

Mr. GrecorrE: Mr. Chairman, I think you should nevertheless withdraw 
your remark. You made it jokingly no doubt, but I think you should witha 
your remark. 
(Text) 


The VicE-CHAIRMAN: I said that what Mr. Pigeon said does not establish 
a thing as being right, or a rule. 


: 


‘i 


(Translation) 

Mr. Prceon: Then withdraw what you said. 
(Text) 

The VicE-CHAIRMAN: Go ahead, Mr. Fisher. 
(Translation) 


Mr. Picron: I have a motion on a question of privilege, Mr. Chairman 
I am making my motion immediately and I would ask the honourable mem 
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in the chair to be more polite. I am a member of the house and I am entitled 
ask a question. If my question is out of order you are entitled to declare it 
t of order on the basis of the rules of procedure of the house. ; 


The VicE-CHAIRMAN: I was not polite enough, henceforth I will endeavour 


“to be. 
a Mr. PIGEON: That is fine. 
The VICE-CHAIRMAN: Are you Satisfied? 


Mr. PIGEON: I am satisfied. 


(Text) 
Mr. Fisher? 


Mr. TRUEMAN: I think I can answer in a general way. I cannot answer as 
giving you the standard considered opinion of the Canada Council as emerging 
from a debate. However, I think what you suggest is perfectly rational. You 
have the Quebec thing which has been going for some time and the Ontario 
uncil which is being formed, and there are some rudimentary—if I may use 
hat word—organizations in Saal eeu People are asking questions in 
Vancouver. Clearly, I think it would be to the advantage of the whole situation 
if someone—and I do not say who—would say that perhaps we ought to make 
a study of the roles which the federal, provincial, and perhaps municipal 
governments ought to play in this. Whether there should be a conference which 
somebody should sponsor, I would not like to say. 


3 Mr. FISHER: I notice you assisted a number of other conferences, and I 
would think this one might be worth while. 


Mr. TRUEMAN: This is not just a matter of the arts and social sciences; this 


te 


¥ 
a a matter which gets into the field of government and municipalities; it is not 
ur field. 


es 


Mr. FISHER: Then, perhaps again the minister should take the initiative. I 
very much bothered by your decision to drop the scholarships for teachers. 
Mr. TRUEMAN: We have not dropped them. 

Mr. FISHER: The indication is that you have. 

Mr. TRUEMAN: Would you like an explanation of that? 

Mr. FISHER: Yes. 


Mr. TRUEMAN: In the first place, this category was established by the 


Meacher to have a refreshment year. We were not thinking of people getting 
their Ph.D.’s, but rather people who had been teaching for years and who 
‘would benefit by a year at college in subjects they had been teaching. It would 
be an excellent thing to brush the hayseed out of their hair; but it did not 
v ork out in that way. It was never a very satisfactory category. The number 
( f applications was low, and quite frankly the quality of the applicants did not 
Seem to compare to the quality of other applicants. Then, we found it was being © 


used by people who wanted to get an M.A. degree, or a Ph.D. degree. So, we 


proceeding to an M.A. degree. This did not improve it. As you know, we are 
running one category for people who want the M.A. and one for the Ph.D. 
egree; so, we said, let us drop this and steer the people into the other category. 


; Mr. FisHER: One of the things which seems to be noticeable is the ratio. 
f applications to the number of awards; this is worsening from the point of 
view of the applicant. 


Mr. TRUEMAN: In category 2 we have tried to bring that up. I guess perhaps 
: ratio has gone down a little in category 2. We had to cut down on the pre- 
. one because we had to put our money in category 2. 


ouncil in the hope that it would provide an opportunity for a high school 


reduced this to people who had at least three years’ experience and who were ‘ ce 
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Mr. Fisuer: I think if there was any criticism I would make about the — 
awards, it is really in the field of publications, because the amount of money 
you give to publications which you assist is given to publications which are’ 
in the typical Canadian predicament of being semicommercial. I wonder 
whether you have written down anywhere, or whether you could provide any 
kind of general memorandum on your policy in this regard? 

Mr. TRUEMAN: You mean in respect of periodicals? 


Mr. FrsHer: Periodicals and some of these one-shot publications. I am_ 
very much bothered by the grant which you gave to the Canadian Annual 
Review, because as it came out I looked on it mainly as being little party 
propaganda. That happens to be my particular bias; but I would like to know 
sort of the framework in which you operate in making these awards to 
publications. 


Mr. TRUEMAN: For periodicals—which I gather is not your principal con- | 
cern—we have a stated policy within which we try to operate. The council will 
consider assistance only to non-profit periodicals which give evidence of viability 
and have subsisted on their own for two years with a minimum of eight issues. | 
In other words, we are not starting these magazines. The forms of assitance 
from the council could be: a grant to assist a publication; a grant to assist 
in publication of extra copies; and, purchase by the council of copies for 
distribution, if that were the case. q 

These regulations will include assistance in approved cases to non- -profit : 
learned journals published by associations of scholars in which membership 
is either national or widely representative of one or other of the two languages, 
French and English; periodicals in the area of the humanities and social sciences 
including literature, not published by the types of associations indicated in 
the preceding paragraph, but performing services which ought to be recognized. 
This will include literary periodicals of high quality and permanent interest 
providing a valuable outlet for Canadian writers; journals dealing with the arts. 

We cannot support university quarterlies, journals published by a faculty 
or department of a university, bulletins of societies which are receiving assist- 
ance from the Canada Council, house organs, periodicals established for hobby; 
ists, or periodicals published by governments. That covers this. 

So far as other publications are concerned, such as learned books, this 
is a case of reading them as we see them, and considering the individua 
application. We send French manuscripts out to a French jury and English 
manuscripts to an English jury; these are accomplished people who know 
our act and know our purpose. They give their opinion with regard to whether 
or not the work merits the support of the Canada Council. We have not tried to 
enter the field of very learned works on economics as opposed to sociology, 0 
anything like that. We have tried to take the individual case and consider it 
on its merits. 

We have made block grants, which is a thing the council very seldom does, 
to both the humanities research council and the social science research coune: 1 
for the publication of learned works. At the end of the year, we require those 
two organizations to give us a full accounting of the manuscripts which they 
have published, the name of the author and the jury which guaranteed thea 
and if this is not proven satisfactorily to us, then we can cease the grant or 
cut it. a 


Mr. FisHer: My last point is that I notice there has been criticism in the 
press in two different places of the benevolent press for distinguished Canadie 
writers. As I remember this, the money for this was in some part given by 
the vote in the estimates of the government, and is now taken up by yot u. 
I have no objection or criticism of it, but I would like to know whether this 
is going to develop into a long term proposition, or sort of a continuing 
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proposition which may grow, or whether this is really a situation which seems 


to be present at this time because of the age and previous unprofitability of 
_ writing in this country? 


Mr. TRUEMAN: It is a little hard to answer that with complete clarity. 

I will say, by way of introduction, that when the council was formed, if my 

_ memory serves me correctly, this is the only grant that the government of 
this country suggested we might take off its hands. 

I believe the grant had been going through the Department of Citizenship 

_and Immigration to this organization, The Canadian Writers’ Foundation, and 
while there was no contractual agreement, of course, there was a sort of tacit 
understanding that the government grant would match the amount of money 
which the foundation itself would be able to raise by subscription and cam- 
_ paigns, which was in the vicinity of $6,000. We were criticized for taking 
_ part in what looked to the writer of this letter to be a purely humanitarian 
exercise. 

I took the trouble to check with the secretary of the Canadian Writers’ 
_ Foundation, and I made a suggestion to her. I said: “If this is purely an 
-_ humanitarian exercise maybe this man has a point. We do not engage in 
_ purely humanitarian things. But it was my understanding that at least most 
_ of the writers supported were still active writers, and that this money was 
_ helping them not only to live, but also to have the time and freedom in their 
- more advanced years in which to continue writing.” 

_ The secretary sent me back a list of 13 or 14 people who were supported, 
_ and with one exception, that of a man who was ill, every single one was pretty 
_ actively engaged in writing. How far this will continue, I do not know. It is the 
MW only thing which we have that approaches the civil list that they have in 
_ Britain but which we do not have. Whether it will fasten itself on to us with 
_ tentacles, I cannot say. 


Mr. FISHER: So long as it remains under $8,000, it will not matter. a 
Mr. TRUEMAN: It will not hurt us. | 


BS Mr. RYAN: What strings, if any, were attached to Miss Terrell’s gift of 
Ee Stanley House that she made to the council? 


A Mr. TRUEMAN: There were no strings whatsoever. It was an outright gift. 
_to the council to be used for whatever purposes we saw fit. There were no 
_ Strings attached. 


|) Mr. RYAN: You intend to keep it, because I see at page 5 of the Auditor is 
~General’s 1963 report, in the second paragraph you say: “Property expenses a 
of $3,912 were incurred for the first time during the year under review and 
consisted mainly of expenses (which will be of a recurring nature) for the 
“maintenance and upkeep of Stanley House, New Richmond, Province of Que- 
bec, which was donated to the council in the previous year.” 

Why is it that you would have expenses of this order in maintaining the 
_ house? 
Mr. MarTINEAU: Perhaps Mr. Bussiére will answer you. 

Mr. BussikrRE: This was the first year, and we found that we had quite 
a lot of repairs to make, such as to the roof, with the painting of the whole 
house, and with furnishings to be added; plumbing, adding an electric stove, 
a refrigerator, and so on. This added to the normal current operating expendi- 
ture, to this extent. We have budgeted approximately $17,000 for the annual 
Operation of Stanley House which should provide for travelling expenses of 
various groups meeting there during the summer months. 

ry | Mr. Ryan: Is it to be open only in summer? 


CF Mr. BUSSIERE: Yes, it is a summer residence. 
DS 
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Mr. Ryan: I see that the Auditor General in exhibit I has put i in an iter 
$1.00 as the value of this property, under the assets column in exhibit I, and 
in the last item in respect of the endowment fund, there is a list of property 
including furnishings and effects donated to council at nominal value of $1. 00. 

Mr. MARTINEAU: It is a very nice house. at 

Mr. BusstzrE: I might say that when Miss Terrell put it up for sale in 
the year she gave it to us, she wanted $30,000 for it. ye: 

Mr. RYAN: Does any part of the $3,900 go to pay municipal taxes in New 
Richmond? 

Mr. BusstzrRE: They have just asked us to pay the taxes, and it will be the 
first time this year that we pay them. % 

Mr. Ryan: Have you any estimate of the taxes? 

Miss BREEN: The bill was $500 for the two boards. 

Mr. Ryan: When you say that the expenses will be of a recurring nature, 
I take it that they would be less than $3,900? 

Mr. BussizRE: They will be approximately $17,000, if the council decides. 
to go on with the type of program it had there last year. 

Mr. Ryan: That would be merely for the salary of the staff? Z 

Mr. TruEMAN: It would be for food and all that; the whole operating 
expense. \ 

Mr. BussizrE: It is a form of scholarship which we provide for schola : 
and artists to meet there and discuss problems. i. 

Mr. RYAN: I see that by your 1962 and 1963 report it suggests that there 
has not been much activity around there? 

Mr. TRUEMAN: We only operated it for one season. We are in the second 
season now. x 

The VIcE-CHAIRMAN: Mr. Francis, if you should leave now, we would lack 
a quorum. I know you do not want that to happen. 

Mr. RYAN: From your experience so far with Stanley House, do you in- 
tend to continue with this program? 

Mr. MartTINnEAU: It is too early yet to say. We do not know if it is worl 
it or not. We tried it last year, and again this year. Then we shall look at the 
situation and decide whether we will keep it or not. 


AN 
i 
; 
sti 


(Translation) 
Mr. GrecorrE: Mr. Martineau could you tell us whether, following the 
brief you submitted to the Secretary of State about increasing the Canada 
Council’s funds, you expect a favourable answer shortly? 
Mr. MarTINEAU: It was well received. a, 
Mr. GrécorrE: But is there any sign that you will be given satisfactio 1? 
Mr. Martineau: It is in the lap of the gods. Bt 
Mr. GREGOIRE: You have had no reply since March 1964 then? 
Mr. MartTINEAU: We have not had an answer to what we asked for. 
Mr. Grecorre: None at all? . 
The VicE-CHAIRMAN: I would like to thank the members of the committe e 
for their patience, and also the people who came here as witnesses, and I woul 
particularly like to thank them for having improved the culture of the me 
bers of the committee, and then allow them to get on with their work, becaus 5) 
I know Mr. Martineau has an appointment this evening in Quebec and like that 
he will be able to get there. . 


(se 


Mr. P1cEon: I would like to congratulate all the people who answered 
questions but I hope that next year we shall have at least a full day to st 
the Council’s work in greater detail. 
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The VIcE-CHAIRMAN: Your suggestion will be submitted to the committee. 
Mr. GREGOIRE: If you will allow me to make one last remarks, I would 
like to thank them by saying that it is good for us to talk about art now and 
again, and to leave public accounts aside. 
(Text) 


Mr. MarTINEAU: Mr. Chairman and gentlemen, may I tell you how much 
we enjoyed this day. We feared it a little. I know I did, because I did not know 
exactly what was in store. But I see how useful your questions have been, and 
how helpful they could be during the year for us. We shall certainly have 
_ them in mind when we come back next year. May I thank you also for having 
stayed so late. You have helped many of us, who have come here and who did 
not know that Mr. Hees would be your “star” witness this morning. We had 
thought that we might get through earlier today. We thank you ever so much. 


The VICE-CHAIRMAN: The committee now stands adjourned to the call 
of the Chair. 


“APPENDIX 
DEPARTMENT OF NATIONAL DEFENCE 


ts July 27, 1964 
Mr. G. W. Baldwin 

’ _ Chairman 

Public Accounts Committee 


ee 

mee Wear soir: 
Bis 

a Wye ‘ 3 

ss ev i ie Mr. Winch requested a brief summary of procedures in the Department 

of National Defence relating to construction projects in the course of the exa- 


“mination of defence items by your Committee on July 14th. za 
lieve covers the information 
ther points on which I could 


4 ad be of help, please let me know. = 
Re ee 

oh eat cae Yours very truly, 
‘ea E. B. Armstrong 

; Ny Deputy Minister 
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ENGINEERING CONTRACTUAL PROCEDURES FOR 
CONSTRUCTION PROJECTS 
DEPARTMENT OF NATIONAL DEFENCE 


A project is defined to mean any construction or major maintenance work 
in excess of $25,000 for labour and material handled as a single contract. 

Z Projects may be originated at Station, Command or Headquarters level, 
_ normally to meet requirements resulting from a change in use of a specific 
_ facility. As an example, when new fighter aircraft were obtained for the 
_ RCAF, the runways had to be lengthened and strengthened to prevent failure 
because of the increased weight. These individual projects are carefully 
reviewed and costed, and where it is determined that the project is sufficiently 
urgent it is included in the following year’s estimates. During general con- 
sideration of the estimates, these items, along with others, are under constant 
_ review by a committee of service officers, members of Treasury Board Staff and 
_ senior civilian members of the Department. 


q If the item is considered sufficiently urgent, approval is given to the 
_ appropriate design authority to proceed with the preliminary design. This 
- requires soil and site surveys which may be carried out by a consultant or by 
_ technical staff under the Department’s control. Once this information has been 
_ obtained and analyzed by appropriate technical personnel the final design is 
Br commenced—again by consultant or by departmental staffs. Where consultants 
a are utilized, this Department requests Defence Construction Limited to obtain a 
_ suitably qualified consultant who acts under the general guidance and super- 
_ vision of the appropriate design authority within this Department and produces 
_ final designs in accordance with the instructions provided. It is at this point 
_ that the various administrative and technical controls are incorporated in the 
_ design. In some cases a standard building design may be available and will be 
_ used. In this case, authority is obtained to employ a consultant capable of 
producing the necessary foundation design in accordance with soil conditions 
_ which were ascertained during the soil surveys. 


; Final approval to proceed with the project is normally obtained at this 
_ time, when the cost estimate prior to actually calling tenders has been developed 
and is in accordance with the original programme approval provided by 
\ Treasury Board. The plans and specifications are forwarded to the appropriate 
construction agency. Agencies carrying out this work for the Department 
include DCL, DDP, CMHC, DOT and DPW. 


f Defence Construction Limited handles the majority of defence work. 

Tenders are normally called based on Department of National Defence plans 

and specifications, and recommendations are made to the Minister responsible 

for the contracting agency concerning contract awards. It provides site super- 

‘vision, daily contract administration while a project is in progress, and is 

‘responsible for the technical administration and liaison between the contractor 

and the design authority. Examples of items which may occur at this stage 

are: 

(a) Changes due to site conditions: This is the type of technical problem 
which comes up whenever the site or soil information obtained is 
incomplete or inaccurate. This incompleteness or inaccuracy can 
come about in several ways. Since the cost of obtaining soil and site 
information is quite high, there is occasionally a tendency to try to 
get by with the site information which has been obtained in the 
past and is still kept on record. Also, the soil tests, even under the 
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K best condition, may not reflect rock levels, Sue pockets, current we t 
; levels, and the various other difficulties which may be encountere “4 
(b) Changes due to errors in design: This can be a straight error par- . 

ticularly in the plans of any facility which was not caught in the 

checking subsequent to the design completion. Such errors may occur 

in the work produced by the Departmental staff as well as the best — 

consultant firms available. Necessary changes normally can be 

handled at the site, but in certain cases may require addenda to the © 

contract. i 

(c) Changes due to changes in equipment to be installed: This may be — 

caused by changes in electronic or air conditioning requirements ; 

which have developed as a result of increased knowledge in the 4 
state-of-the-art and may result in equipment savings many times the — 

actual cost of the change in the construction. Associated with this — 

is also the occasional necessity to increase the scope of a project. 

This normally requires reference to Treasury Board, as an increase in ~ 

scope will usually be associated with an increase in cost. 


Once the project has been completed, it is handed over to this Department — 
by the construction agency. DCL do this by raising their forms DCL 51 and > 
DCL 54. The DCL 51 is used to permit a preliminary take-over for interm use 
and is accompanied with deficiencies. The DCL 54 is a final hand-over certificate | ] 
after all deficiencies have been corrected. The construction agency is now in a 
position to finalize all payments to the contractor in accordance with his con-_ 
tract. 

During the progress of the work, a contractor may claim that he has not 
been paid for certain extra work which was not anticipated at the time of thal 
original contract award. This is particularly so where a contractor has run into- 
unexpected site conditions over which he had no control and feels that he 
should be appropriately recompensed. The supervising agency (DCL, DOT, 
etc.) is responsible for assessing the claim, seeking additional funds from the 
Department of National Defence if necessary to pay a claim, and obtaining g 
Treasury Board approval to payment of the claim where required. 
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REPORT TO THE HOUSE 


WEDNESDAY, August 5, 1964. 


_ The Standing Committee on Public Accounts has the honour to present 
the following as its 


. 


FIFTH REPORT 


1. Pursuant to a resolution of the Committee of June 18, 1964, officials 


of the Canadian Broadcasting Corporation were called and appeared before 
your Committee. 


_ 2, The following is a report of your Committee on six meetings held on 

ly 2 and July 7, 1964 at which Mr. J. Alphonse Ouimet, President of the 
nadian Broadcasting Corporation and Mr. V. F. Davies, Comptroller of the 
Orporation were in attendance, together with Mr. A. M. Henderson, Auditor 
reneral of Canada and Mr. A. B. Stokes, Audit Director. 


3. Your Committee examined the annual financial statements of the 
madian Broadcasting Corporation for its 1961-62 and 1962-63 fiscal years 
ferred to by the Auditor General in paragraphs 158 and 137 of his Reports 
) the House of Commons for the years ended March 31, 1962 and 1963, respec- 
ely. This examination was facilitated by reference to the annual reports 
of the Corporation for each of the two fiscal years and by the supplementary 

orts on the accounts addressed to the Board of Directors of the Corporation 
the Auditor General under date of December 6, 1962 and November 22, 
3, copies of which were distributed to the members of the Committee on 
e 30, 1964 for their advance information. 


4. The Committee reviewed and discussed the foregoing with the President - 
Comptroller of the Corporation as witnesses, and with the Auditor General 
f Canada and the Audit Director in charge, and reached conclusions on 


ve major points. These, together with the Committee’s recommendations on 
ich, are as follows: 


eneral to the Minister under the Financial Administration Act. 

_ While recognizing that no legal or statutory obligation rests upon the 
orporation to present additional or supplementary financial information 
H an annual report of this nature, the members of the Committee expressed 


ne view that the annual report of a Crown corporation responsible for 
Woviding a national service of this type should go to greater lengths to 
Uustrate the pattern or broad general areas of its operations by presenting 


ables and graphs in its annual report showing a breakdown of revenues, 


xpenditures and operations generally, including those of a capital nature. 


Ws’ 


ua Members of the Committee noted with interest the emphasis placed 
y the Corporation in carrying out its national mandate with regard to types 
r categories of programs both in television and radio, deployment of its 
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manpower by type and duties, its operating and capital budgets and network 
and station revenues and expenditures. The Committee expressed interest in 
obtaining information containing a summary indicating the relevant operatin; 
costs of (a) radio and television generally, and (b) the relevant operatin; 
costs as between French and English networks of radio and television. Witk 
respect to its capital requirements, the Committee felt that a breakdown 
should be furnished by the Corporation showing the broad areas of its capital 
spending, particularly the portion expended on developing and extending the 
national television ‘service to outlying areas. It believes that a similar 
breakdown showing the Corporation’s forward capital expenditure intentions 
including the latest estimates of the cost of its projected consolidation 
facilities, would provide Parliament and the public with a better understandin 
of the nature of the Corporation’s future planning. Accordingly the Committe 
recommends that “f 


the President and Board of Directors of the Corporation take steps to im- 
prove the contents of the Corporation’s annual report by includin 
therein supplementary financial information along the foregoing line 
for both its operating and capital budgets and expenditures for the pur- 
pose of providing additional information to Parliament and the public. © 


The Committee was pleased to receive the President’s assurance that such 
steps would be taken and supplementary financial information of the type 
described would henceforth be included in the Corporation’s annual reports. ~ 


Statement of Operations 


6. The Committee observed that not only does the annual Statement 0: 
Operations included in the Corporation’s statutory financial statements 
disclose the annual gross profit or loss arising from the sale of ‘Programs wit 
Advertising” but noted the Auditor General’s comment that the cost figu 
shown on the Statement of Operations for “Programs without Advertisin 
includes a substantial number of programs available for sale but which in f 
could not be sold. 

The Committee is of the opinion that the Statement of Operations would 
materially improved (1) by a redefinition of the existing categories, or by th 
addition of further categories, so as to show separately the cost of progra 
without advertising but which were available for sale, and (2) by showing sex 
arately on the Statement the gross profit or loss derived from the sale of ac 
vertising from all sources during each fiscal year. Here again, the Commi 
feels that it would be desirable that this additional information should 
tinguish between (a) radio and television generally, and (b) the rele 
operating costs as between French and English networks of radio and t 
vision. The Committee believes that separate disclosure of the financial 
sults of a Crown corporation’s commercial activities in such a manner is 
sential if Parliament and the public are to be in a position both to judge 
results as well as to understand the implications of such operations rega 
less of the fact that the Corporation may, by reason of its mandate, be prima 
concerned with operating a national service. Accordingly the Committee re 
mends that - 


the President and the Board of Directors realign the format of 
annual Statement of Operations of the Corporation in a manner desig 
to show separately in future for each fiscal year (1) the cost of 
grams produced without advertising but which were available for sale 


and (2) the gross profit or loss derived from the sale of adver 
from all sources. a 


4 
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iL The Committee was pleased to learn from the President that such a re- 
alignment could be made of the Statement of Operations and expresses the hope 
that this can be done and made effective on a comparative basis commencing 
with the 1964-65 fiscal year. 


Size of Operating and Capital Requirements 


. 7. The Committee expressed concern over the increasing cost of the 
Corporation’s annual operating requirements which the President stated he 
believes will continue to increase in size each year in future, assuming Parlia- 
ment votes the necessary funds. The President indicated that the estimates for 
Montreal and Toronto, shown on the Corporation’s balance sheet at March 3k; 
1963 to have been $83 million, have since been further revised and are now 
expected to cost $105 million. The Committee would also record that it has since 
noted from the Corporation’s balance sheet as at March 31, 1964, tabled by 
the Secretary of State in the House on July 14, 1964, that the present esti- 
mate of the future cost of consolidation of facilities for the Corporation is 
stated to be $128 million. The Committee expressed grave concern over the 
size of these large capital outlays estimated by the Corporation to be required 
to provide for the consolidation of facilities, as opposed to the extension of 
services to areas not now adequately served. 

rs 


i The President explained to the Committee how the Corporation prepares 
its annual budgets and estimates as to future costs and submits them to the 
Treasury Board for approval prior to the figures being placed before Parlia- 
] nent for appropriation. He showed how determination of the Corporation’s an- 
nual financial requirements both on operating and capital account is based on 
the management’s own estimate of how much it considers is going to be re- 
quired to provide for continuance of an effective national broadcasting serv- 
ice, taking into consideration all known cost factors and estimates of revenue 
likely to be forthcoming. The Committee has noted that the Corporation’s ex- 
penditures each year have been kept by its management within its operating 
and capital budgets. 

Ef Nevertheless, the Committee is seriously concerned at the levels the Cor- 
Poration’s spending on operating and capital account have reached since tele- 
ision was first introduced into the national service in 1955. The operating ex- 
penses of the Corporation totalled $40 million in its fiscal year 1955-56 whereas 
these expenses had risen to $108 million in the fiscal year 1962-63. The Com- 
mittee emphasizes that the House of Commons, through the Committee of 
Supply, has a definite responsibility to exercise control on the extent to which 
public funds should be expended for the maintenance and development of the 
national broadcasting service. It is therefore pleased with the action of the 
government on May 25, 1964 in forming an Advisory Committee on Broadcast- 
ing and would commend consideration of this problem as one of the primary 
and immediate objectives of this Committee. 


, 
‘- 


Authority of Comptroller over Regional Accountants 

8. The Committee was disturbed to learn that the authority of the Comp- 
roller over the accounting staffs at the regional centres of the Corporation 
Across Canada is not clearly defined and expresses agreement with the view 
of the Auditor General that the regional accountants should be responsible 
lirectly to the Comproller at head office in the interests of effective internal 
nancial control. The Committee is of the opinion that a clear definition of this 
‘esponsibility is overdue and was pleased to be advised by the President that 
t will receive early attention. 


The Auditor General is requested to advise the Committee when this 
atter has been settled to his satisfaction. 


te 
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9. The Committee noted that the Auditor General raised questions conc 
ing contents of Report No. 19, Volume 4 of the report of the Royal Commi 
on Government Organization, which was made public on April 17, 1963. 
answering members of the Committee on these points, the President sta 
that he did not agree with all the recommendations of the Royal Commission 
and explained that the Royal Commission had apparently failed to understand 
the nature of the problem. ae 

The Committee recommends that the Secretary of State table an offi 
memorandum in the House presenting the Corporation’s views and its repl 
to each of the matters dealt with by the Royal Commission in its Report No. 
and that this be done before the estimates of the Corporation are considered 
by the House. i 


* * * 


A copy of the relevant Minutes of Proceedings and Evidence (Issues Nos 
11, 12 and 19) is appended. 
Respectfully submitted, : 4 
PAUL TARDIF, — 


Vice-Chairman. a 


MINUTES OF PROCEEDINGS 


FRIDAY, July 31, 1964 
(32) 
The Standing Committee on Public Accounts met this day in Camera at 
9.40 am. The Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cardiff, Danforth, Fane, Fisher, Gend- 
ron, Gray, Hales, Leblanc, Mandziuk, Rondeau, Southam, Stefanson, Tardif, 
Tucker, Whelan, Winch—(17). 


The Committee proceeded to the consideration of its “draft” report to 
the House relating to the Canadian Broadcasting Corporation, and following 
its consideration and amendment, was adopted. The Chairman was ordered to 
present it to the House as the Committee’s Fifth Report. 


The Chairman tabled returns from the Department of National Defence and 
the Canadian Broadcasting Corporation, which were ordered printed as Ap- 
pendices to the record of this day. (See Appendices 1 and aye 


At 10.40 a.m., the Committee adjourned to the call of the Chair. 


M. Slack, 
Clerk of the Committee. 
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APPENDIX 2 


CANADIAN BROADCASTING CORPORATION 


P.O. Box 478, 
Terminal “A’’, 
Ottawa 2, Ontario, 


July 29, 1964. 


Mr. M. Slack, 

Clerk of the Public Accounts Committee, 
Committees Branch, 

House of Commons, 

Room 489, 

West Block, 


Ottawa, Ontario. 


Dear Sir: 


We have completed the further statements in reply to queries raised at the | 
Public Accounts Committee meetings on July 2nd and 7th. a 
Each of these answers is attached in duplicate in English and French. The 


references to the Minutes of the Proceedings are as follows: 


Schedule Page Member Subject 
i 360 Ryan Film Purchase and Rentals 
2 459 Prittie Sale of CBC Programs to Commonwealth 
Countries F 
3 462 Southam Accounts receivable—Miscellaneous 
4 496 Ryan Consolidation of Facilities. 


Yours truly, 


C. F. SPENCE, | 
for V. F. Davies, Comptroller. 


SCHEDULE 1 
CANADIAN BROADCASTING CORPORATION a 
FILM PURCHASE AND RENTALS 
ACTUAL EXPENSE COMPARED WITH BUDGET TABLED 
1959/60, 1960/61 


1959/60 
Bideet tabled <4) iwc cattle cic sie oie te acts sa ele ge eoeeg $6,090,000 
PN Cla EXPONSO aio chad nce even meats: clade abe ahaa Sok x's We ba aGhn§ 7,313,000 
Actual expense over budget ..........esscceeescoons 1,223,000 


It had formerly been CBC practice to broadcast certain film series purchased - 
and paid for by advertisers. In order to exercise quality control over all pro- 
grams, the Corporation decided to buy all film series direct from distributors in 
stead of broadcasting films supplied by the advertisers. 4 

The increased expense relates to additional film series purchased as a 
result of this decision for sale to advertisers in the fall/winter of 1959/60. The 
increase was recovered in full from sales. 
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1960/61 


Bude ete tapled muy: rsa a maat cto i'G ewok rg eh Wa an ah $6,376,000 
Pe GEAIGX DENSGiirt gic ts yar mately NA NA oR ba dn: 7,576,000 
Actual expense over budget/ 04). o ces oe 1,200,000 
iq The increase relates to the decision to buy all film series from the suppliers 
as in the previous year. In this year also the increase was recovered in full 
q from sales. 
p 17.7.64 ' 
: SCHEDULE 2 
fe CANADIAN BROADCASTING CORPORATION 
ie SALE OF CBC PROGRAMS TO COMMONWEALTH COUNTRIES 
1962/63 


G In the year 1962/63 the Corporation sold 39 programs or program episodes 

to commonwealth countries; 38 of these were sold in UK and one in Australia. 
The total profit on these sales amounted to $103,000. 

July 22, 1964. 


SCHEDULE 3 
CANADIAN BROADCASTING CORPORATION 
ACCOUNTS RECEIVABLE—MISCELLANEOUS 


The report of the Auditor General for the year ended March 31, 1963 shows 
Be on page 10 miscellaneous accounts receivable amounting to $285,903 compared 
_ with $148,070 in the previous year. 

The increase relates to Export Sales made late in the fiscal year. These 
_ accounts have since been paid. 


' 13.7.64 


SCHEDULE 4 
CANADIAN BROADCASTING CORPORATION 
CONSOLIDATION OF FACILITIES 


Total expenditures on consolidation of facilities to March 31, 1963 were 


_ amount of $3,802,000. This is made up as follows: 


Toronto: 

ant wee eukeect eg co cre teers te 639,000 

Building design and plans ......... 788,000 

Equipment engineering ............ 375,000 

Consultant: fees) 23 to04 pec a ee: 287,000 . 

Oihercexpensesti. jon. ie iy aes 138,000 2,227,000 
| Fy Montreal: 
tee Bueineering planning yas vers ola le eee 131,000 
te Ottawa—Head Office 
i TEI Cae ete ented e Aalehp ic ai 45,000 
is Engineering and supervision ....... 232,000 
i BIDET Conant SS 9 we Nea Nan Og a 1,167,000 1,444,000. 


$ 3,802,000 


Shown on page 17 of the report of the Auditor General for that year, in the 


‘HOUSE OF COMMONS. Ch ee 
Second Session—Twenty-Sixth Parliament ee i | me : 
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| Public Accounts, Volumes I, If and ITI (1962 and 1963) 


Reports of the Auditor General to the House of Commons 


3 1962 and 1963 
a THURSDAY, OCTOBER 15, 1964 
a TUESDAY, OCTOBER 20, 1964 


_ INCLUDING SIXTH REPORT TO THE HOUSE 


WITNESSES: 


the Department of Veterans Affairs: Mr. Paul Pelletier, Deputy Min- 
er; Dr. J. N. B. Crawford, Assistant Deputy Minister and Director that ae 
eneral Treatment Services. Mr. A. M. Henderson, Auditor General of Caen 
vanada; and Mr. J. R. Douglas, of the Auditor General’s office. 


ns 


ROGER DUHAMEL, F.R:S.C. 
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY 
OTTAWA, 1964 


STANDING COMMITTEE ON PUBLIC ACCOUNTS 
Chairman: Mr. G. W. Baldwin 
Vice-Chairman: Mr. P. Tardif 


Berger, Gray, Pilon, 
Cameron (High Park), Grégoire, Prittie, 
Cardiff, Hales, Regan, 
Choquette, Harkness, Rinfret, 
Cété (Chicoutimi), Horner (Acadia), Rock, 
Crouse, Leblanc, Rondeau, 
Danforth, Legault, Ryan, 
Drouin, Lessard (Saint-Henri), Smith, 
Dubé, Loiselle, Southam, 
Fane, Mandziuk, Stefanson, 
Fisher, McLean (Charlotte), Stenson, 
Forbes, McMillan, Stewart, 
Francis, Muir (Lisgar), Tucker, 
Frenette, Nowlan, Wahn, 
Gendron, O’Keefe, Whelan, 
Grafftey, Pigeon, Winch 50. 
M. Slack, 


and Messrs. 


Clerk of the Committee. 


REPORT TO THE HOUSE 


TUESDAY, October 20, 1964. 


The Standing Committee on Public Accounts has the honour to present 


SIxtH REportT 


1. The following is a further progress report made on the work. done by 
your Committee in this Second Session of the 26th Parliament and relates 


to its meetings from July 9, 1964 up to and including July 31, 1964 when 
the Committee adjourned to the call of the Chair. \ 


2. During that period your Committee held fifteen meetings in the course 
of which there were in attendance: 


From the Department of National Defence— 


Mr. EK. B. Armstrong, Deputy Minister 
Brigadier W. J. Lawson, Judge Advocate General 


From Crown Assets Disposal Corporation— 


Mr. Louis Richard, President and General Manager 
Mr. I. M. Mackinnon, Assistant General Manager 
Mr. L. M. Mondor, Comptroller 


From the Department of Justice— 
Mr. E. A. Driedger, Deputy Minister 


From the Department of Transport— 

Mr. G. A. Scott, Acting Deputy Minister 

Mr. R. W. Goodwin, Director of Civil Aviation 

Mr. H. J. Williamson, Chief, Technical and Policy Co-ordination 
Mr. W. A. Ramsay, Chief Architect, Air 


From the Department of Finance— 


Mr. R. B. Bryce, Deputy Minister 

Mr. A. B. Hockin, Director, Financial Affairs and Economic Analysis 
Division 

Mr. H. D. Clark, Director, Pensions and Social Insurance Division 

Mr. D. W. Franklin, Director, Program Analysis Division 

Mr. M. H. Wilson, Financial Affairs and Economic Analysis Division 

Mr. H. W. Johnson, Director, Accounting Services Branch, Office 
of the Comptroller of the Treasury 


Mr. R. S. Robertson, Authorities Branch, Office of the Comptroller 
of the Treasury 


From the Bank of Canada— 
Mr. A. C. Lord, Assistant Chief, Foreign Exchange Department 


From the Department of Public Works— 
Mr. Lucien Lalonde, Deputy Minister 


Mr. G. B. Williams, Assistant Deputy Minister (Technical) 
Mr. L. P. Boyle, Financial Adviser 


The Honourable George Hees Sra 
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From the Canada Council— © 

Mr. Jean Martineau, Chairman 

Mr. Marcel Faribault, Member. 

Mr. Trevor Moore, Member 

Dr. C. J. Mackenzie, Member 

Dr. A. W. Trueman, Director 

Mr. E. Bussiére, Associate Director 

Mr. P. M. Dwyer, Assistant Director (Arts) 

Miss L. Breen, Secretary-Treasurer By 

Mr. D. W. Bartlett, Acting Secretary General, Canadian National 
Commission for UNESCO [ 

Mr. L. Perinbam, Secretary General, Canadian National Commission | 
for UNESCO 

Mr. D. H. Fullerton, Investment Consultant j 


From the Office of the Auditor General of Canada— 
Mr. A. M. Henderson, Auditor General 
Mr. George Long, Acting Assistant Auditor General 
Mr. B. A. Millar, Audit Director 
Mr. D. A. Smith, Audit Director 
Mr. H. G. Crowley 
Mr. S. E. Chapman 
Mr. H. E. Hayes 
Mr. J. M. Laroche 
Mr. T. S. Hogan 


3. In the course of its meetings your Committee gave consideration to the 
Reports of the Auditor General for the fiscal years ended March 31, 1962 
and March 31, 1963 to the extent, in the case of the latter, of paragraphs 52 
to 61, inclusive, and paragraph 175 covering matters concerning the Depart- 
ment of Finance; to paragraphs 64 to 70, inclusive, and to six items in Ap- 
pendix 1 (non-productive expenditures) covering matters concerning the De- 
partment of National Defence; to paragraphs 79 to 87, inclusive, paragraph 96, 
and to twenty-five items in Appendix 1 (non-productive expenditures) cov- 
ering matters concerning the Department of Transport and the Department 
of Public Works. 
4. Your Committee also examined the financial statements of the Canada 
Council for its 1961-62 and 1962-63 fiscal years referred to by the Auditor 
General in paragraphs 192 and 173 of his Reports to the House of Commons 
for the years ended March 31, 1962 and 1963, respectively. This examination 
was facilitated by reference to the annual reports of the Council for each of the 
two fiscal years and by the supplementary reports on the accounts addressed to 
the Chairman and Members of the Canada Council by the Auditor General 
under date of July 31, 1962 and July 26, 1963, copies of which were distributed 
to the members of the Committee on July 21, 1964 for their advance infor- 
mation. a 


5. In addition to the foregoing, your Committee dealt with several other 
matters as mentioned hereinafter. 4 


6. Sub-Committee on Disposal of Surplus Crown Assets a 

On July 9, 1964 the Auditor General, at the Committee’s request, reporte 
on the sale of new and usable surplus materials of the Department of Nationa 
Defence by Crown Assets Disposal Corporation. This report gave an analy: 
of materials with a cost valuation of $29 million representing 81% of the to 
cost valuation of $35.6 million of surplus materials dealt with during the fis 
year 1962-63. The report indicated that the amount realized from this $29 
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4ion worth of materials was $715,106. Your Committee heard statements con- | 
cerning the sale of these surplus materials by Mr. E. B. Armstrong, Deputy 
_ Minister of the Department of National Defence, and Mr. Louis Richard, Presi- 
_ dent and General Manager of Crown Assets Disposal Corporation. 
if Members of your Committee were concerned at the large quantity of 
_ materials becoming surplus with a relatively small percentage of recovery from 
_ their sale. The suggestion was made that more information concerning sales 
_ of surplus materials and equipment should appear in the departmental sections 
_ of the Public Accounts. In order that the matter might be reviewed in greater 
_ detail, a sub-committee consisting of Messrs. Tardif, Hales, Winch, Coté (Chi- 
_ coutimi) and Francis was formed on July 23, 1964 under the chairmanship of 
_ Mr. Tardif. This sub-committee is currently meeting. 


7. Sub-Committee on Form of the Public Accounts 


ry Following consideration of the comments of the Auditor General on the 
form of the Public Accounts contained in his 1962 and 1963 Reports to the 
House, the Committee decided that a sub-committee should be established dur- 
ing the present session to examine and report upon this problem. Such a sub- 
committee was formed on July 23, 1964 consisting of Messrs. Ryan, Prittie, 
Southam, Smith, Rondeau, Pilon and Cameron (High Park). This sub-com- 
- mittee is under the chairmanship of Mr. Ryan and is currently meeting. 


8. Legal adviser to the Auditor General 

; . The Deputy Minister of Justice appeared before the Committee and ex- 
_ plained how he had come to the conclusion that because the Minister of Justice 
is by statute and constitutional practice the official legal adviser of the Crown 
and the departments of government, he should not take on the official role of 
legal adviser to the Auditor General as he and his predecessors had done in 
the past. 


as suggested to the Auditor General that appropriate arrangements be made. 


Non-productive payments ms 
The Committee expressed concern at the increasing number of non-produc- 
tive payments noted by the Auditor General, the listing for the year ending 
March 31, 1962 having amounted to 22 cases totalling $627,547 while those for 
he year ending March 31, 1963 amounted to 37 cases involving $1,051,193 in 


public funds. 

4 Since the majority of these cases involved expenditure by three depart- 
ments, namely Public Works, National Defence and Transport, members of 
he Committee questioned the deputy ministers of these three departments 

Closely as to the causes and reasons of many of the larger losses. A number 

of these losses arose from circumstances beyond the control of the department 


famed, for example Public Works in its role as a service department. 


The Committee is of the opinion that the majority of these losses must 
e attributed either to failure to exercise normal commercial prudence in 
entering into contractual obligations or to lack of effective departmental 
Specifications, organization or coordination. It also believes that failure by de- 
Partments to pinpoint blame for many such losses and to take corrective action 
accordingly is a contributing factor. 
The Committee reiterates the request it made to the Auditor General 
i 1 1961 concerning this type of loss, namely that in his future annual Reports 
| to the House of Commons the Auditor General continue to include listings of 
all non-productive payments coming to his notice in the course of his audit. 
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10. National Defence administrative regulations and practices 

The Committee is pleased to note that with the exception of lease termina- 
tion payments, appropriate changes have been or are in the process of being made 
in each of the Armed Forces’ administrative regulations commented on by the © 
Auditor General. It trusts that the changes will bring about the desired results 
and requests the Auditor General to inform the House of Commons of any case 
where the changes appear to be inadequate or where abuse and waste of © 
public funds develop. F 


11. Lease termination payments | 

The Committee has been consistently recommending since 1960 that the 
maximum period for lease termination payments be reduced in future from 
three months’ rent as presently permitted to the equivalent of one month’s rent. | 
The Deputy Minister of National Defence explained to the Committee that its 
recommendation has not been adopted because of possible hardship to service- 
men, but that steps had been taken to reduce such claims to a minimum and 
that the average period for which termination payments are made is approxi- 
mately one month. ' 

Your Committee does not wish to see servicemen penalized. It continues, ~ 
however, to hold the opinion that the present regulation permitting payment 
of three months’ rent is too susceptible to abuse and constitutes an unnecessary ~ 
waste of public funds. It recommends that the regulation be changed to reduce 
the maximum period to one month with the proviso that payment up to three | 
months may be made in cases of hardship, providing such cases are approved © 
by the Deputy Minister. 


12. Unauthorized use of Crown-owned vehicles 

The Committee considers that uniform penalties of sufficient magnitude | 
to act as a real deterrent to the unauthorized use of Crown-owned vehicles, 
applicable to all personnel, are desirable, particularly because of the number 
of accidents costly to the Crown which have occurred in such circumstances. 
The Committee recommends that the regulations be amended to provide for 
this. 


13. Financial assistance to Town of Oromocto 

The Committee notes the comments of the Auditor General in paragraph 
142 of his 1962 Report and recommends to the Department of Finance that 
consideration be given to writing off to expense the loans referred to. $ 


14. Educational costs incurred by the Department of National Defence 

The Committee noted that audit examinations at selected departmental | 
schools in Ontario indicated that there had been unsatisfactory control over 
the computation of grants recoverable from the provincial Department of 
Education and in some cases claims had not been made in respect of outlays eli- 
gible for grants. It was also noted that the Department was reviewing its prac - 
tices regarding such grants. 

The Committee requests that the Auditor General follow this matter u 4 
to determine that amounts of grants under-claimed in the past are recovered 
and that practices adopted by the Department to avoid losses in the futur 
are adequate. 


thet 


15. Assistance to provinces by the Armed Forces in civil emergencies 


provided to the provinces by the Armed Forces in civil emergencies in prior 
years. It also noted that as the Department had not been successful in collecting 


VO) 1 
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the accounts, they had been referred to the Executive for direction, and it 
noted such direction had not as yet been received. The Committee requests the 
_ Auditor General to inform it of the final outcome of these matters. 


P16. Pension awards effective at early age 


; The Committee noted that the Department of National Defence has been 

conducting a general review of the benefits payable under the Canadian Forces 

Superannuation Act and has been considering the advisability of introducing 
deferred pensions similar to those provided for under the Public Service 

Superannuation Act and that this review is continuing. The Committee requests 
the Auditor General to keep it informed as to the progress being made in 
the introduction of deferred pension benefits for servicemen retiring at com- 
paratively early ages. 


17. Discretionary awards of Service pensions 


The Committee noted that the Department is making a study in an en- 
deavour to achieve a system under which the entitlements to all pensions would 
be specific which, if this were possible, would eliminate the considerations of 
the Pension Board which is now responsible for establishing reasons for 
release. The Committee requests the Auditor General to advise it in due course 
of any action taken to revise the present system. 


18. Overlapping of pension benefits 


‘The Committee was pleased to hear from the Deputy Minister of National 
Defence that it was his intention when the Canadian Forces Superannuation 
Act is to be amended to bring this matter to the attention of the Ministers with 
a view to preventing future incidents of this kind. The Committee requests 
the Auditor General to keep it informed as to progress made. 


19. Catering contract, Montreal International Airport 


In considering the background to the placing of a contract for catering 
Operations at the Montreal International Airport and of the problems with 
which the Department of Transport was later faced, the Committee was assisted 
in its review by the Minister of Transport at the time that the contract was 
entered into. 

The Committee is of the opinion that greater care should have been exer- 
cised before the contract in question was entered into to ensure that the con- 
tractor was financially responsible and able to meet its contractual obligations, 
e.g., personal performance bonds by individual shareholders in an adequate 
sum should have been given. The Committee also believes that the Department 
Was remiss in not using the means available to it under the contract to enforce 
its terms, particularly with regard to the procurement of furnishings and 
equipment and the payment of indebtedness to the Department. 


20. Advances to the Exchange Fund Account 


| The Committee was pleased to receive and to give consideration to the 
‘Teport by the Minister of Finance on the Exchange Fund Account which it had 
Tequested in its Fifth Report 1961. 

| The Committee is glad to note that in future, commencing with this year 
Or as soon as the necessary parliamentary authority is obtained, the annual 
balance of profit or loss arising from trading operations and investment, 
including interest and discount on securities, trading profits and losses on 
purchases and sales of foreign exchange, gold and securities, and the net 
Valuation adjustments on unmatched purchases or sales during the year, is 
to be transferred to the Consolidated Revenue Fund. 

_ The Committee approves of the Minister’s proposal that the surplus of $30.3 
‘Million at December 31, 1963 be left in the fund to serve as a reserve against 
any future revaluation losses. 


q 
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The Committee understands the reluctance of the Minister to decide today 
whether future profits or losses arising from changes in exchange rates should 
be transferred to the Consolidated Revenue Fund at each year-end because of 
the possibility of these causing serious distortions in the budgetary accounts. 
However, the Committee also noted the statement by the Auditor General 
that the present surplus would be much larger had past exchange losses been. 
charged to expenditure as they occurred, and that a drop of as little as two 
cents in value of the United States dollar can again cause the Exchange Fund 
Account to go into a deficit position. It therefore recommends that in the 
event the holdings of the Account drop in value by an amount sufficient to 
eliminate the above-mentioned surplus and create a deficit in the Account, 
the Minister of Finance of the day give immediate consideration to the elimina- 
tion of the deficit in order to maintain the full value of the advances made from 
the Consolidated Revenue Fund to the Exchange Fund Account. 


21. Superannuation Accounts 

The Committee discussed with the Deputy Minister of Finance the two. 
problems associated with the Superannuation Accounts, namely amortization 
of past actuarial deficiencies in the Public Service Superannuation Account, 
Armed Forces Superannuation Account and R.C.M.P. Superannuation Account, 
and the question of contributions which had not been made over the past 
several years to the Public Service Superannuation Account with respect to 
salary increases of general application. 

The Deputy Minister of Finance commented on the proposals made by the 
Minister of Finance to the House of Commons on March 6, 1964 with respect 
to the actuarial deficiencies in the three Superannuation Accounts, which pro- 
posals substantially meet the points raised by the Auditor General in his 1962 
and 1963 Reports to the House of Commons. The Committee suggests that the 
Auditor General outline to the House in his next Report the adjustments. which 
have been made in carrying out the new policy proposed by the Minister. 


22. Errors in Public Service Superannuation Account pension and contribution 
calculations 

The Deputy Minister of Finance informed the Committee that action has 
been taken to deal with this problem and suggested that the Committee shoul 
perhaps wait for a report until the accounts of the current year are before it 
The Committee is concerned that this matter, which it regards as being very 
serious, is taking so long to be corrected. It requests the Auditor General 
to keep it fully informed. 


23. Pension increased by payment of two salaries . 

The Committee was informed by the Deputy Minister of Finance that 
he agreed with the Auditor General’s statement that an amendment to th 
Public Service Superannuation Act is necessary if the Superannuation Accou 
is to be protected from excessive annuity charges due to contributions bei 
made on two salaries when a contributor takes employment with a Crowr 
corporation while on retiring leave from a department. 

The Committee expects to see suitable amending legislation introduced in’ 
due course and requests the Auditor General to keep it fully informed. 


24. Reciprocal transfer agreements for superannuation benefits 
The Committee was informed by the Deputy Minister of Finance that the 
point involved here is a very technical legal one. It suggests that when tl 


tributions in reciprocal transfer cases. 
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_ 25. Interest charges on loans to the National Capital Commission 


; In its Fourth Report in December 1963 the Committee expressed the view 
i that, since outlays on properties such as those held by the National Capital 
_ Commission are expenditures of the Crown rather than income-producing in- 
_ vestments, it would be more realistic were Parliament asked to appropriate 
the funds in the years in which properties, which are not to be specifically 
held for resale, are to be acquired, instead of leaving the expenditure involved 
in the repayment of loans to be absorbed in future years. In the course of its 
meetings, the Committee heard additional arguments from the Deputy Minister 


_ of Finance in favour of the present method of financing these land purchases. | 


5 The Committee continues to hold the view that outlays on properties such 
as these are expenditures of the Crown rather than income-producing invest- 
ments, and that Parliament should be asked to appropriate the funds in the 
years in which the properties are to be acquired. It points out that if this were 
done it would eliminate the need for Parliament to appropriate funds to the 
Commission to service loans made under the present practice. 


The recommendation is therefore repeated that the Department of Finance 
review the existing practice with the National Capital Commission with a 
view to placing the financing of the Commission on a more realistic basis. 


: 26. Accounts receivable 


i The Committee is concerned that weaknesses exist in the internal control 
_ with respect to accounts receivable and suggests that the Treasury Board have 
_ the matter studied with a view to establishing procedures designed to ensure 
_ that amounts due to the Crown are adequately recorded and that an accounts 
_ receivable control system be instituted. Collection procedures must be tightened 
_ up and firmly enforced. 

The Committee agrees with the Auditor General’s observation that it would 
_ be informative to Parliament were a summary showing the overall total of 
all accounts receivable due to the Government of Canada, whether in memor- 
_ andum form or recorded on the books, included in the Public Accounts of Can- 
_ ada each year. 


27. Indirect compensation to chartered banks 


The Committee in its Fourth Report 1963 advised the House that it was 
if in agreement with the view of the Auditor General that the arrangement exist- 
_ ing between the chartered banks and the Government. of Canada does con- 
_ stitute indirect compensation to the chartered banks and that this may be con- 
_strued as being contrary to the intent of section 93 (1) of the Bank Act. 

The Committee reiterates its belief that, if the banks are to be compen- 
Sated for services provided to the Crown, consideration should be given to the 
most equitable manner in which this may be done with statutory sanction being 
given by means of an appropriate amendment to the Bank Act, possibly at the 
time of the decennial revision in 1965. 
rh 


R THE CANADA COUNCIL 


28 . In its Fourth Report in December 1963 the Committee noted that the Coun- 
cil proposed to accept the 1956 census as a basis for distribution of the profits 
_Yrealized and interest earned on the University Capital Grants Fund and also 
tato accept the hotch-pot or trust fund approach to this distribution. Because 
_of doubts expressed by other legal counsel and the Auditor General as to the 
propriety of applying these bases, the Committee postponed further considera- 
a of the matter. 

__ The Committee was informed that in the interim the Council has proceeded 
to allocate and distribute funds resulting from profits realized and interest 
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earned on the foregoing bases. The Committee regards the approach as a rea- 
sonable one, but because of the conflicting views held as to whether the action 
taken is ultra vires of subsection (2) (b) of section 17 of the Canada Council 
Act, recommends that steps be taken to seek amending legislation to provide - 
clear authority for the Council to use the 1956 census and the hotch-pot 
approach in the distribution of interest and profits in respect of the University © 
Capital Grants Fund. 7 

The members were favourably impressed with the explanations and 
accounting furnished to the Committee by the Chairman, Members and officers 
of the Council. 


* * + * 

A copy of the relevant Minutes of Proceedings and Evidence (Issues Nos. - 
13 to 18 inclusive and No. 20) is appended. 

Respectfully submitted, 


G. W. BALDWIN, 
Chairman. 


MINUTES OF PROCEEDINGS 


THURSDAY, October 15, 1964 
(33) 


The Standing Committee on Public Accounts met this day in camera at 9.40 
a.m. The Chairman, Mr. G. W. Baldwin, presided. , 


Members present: Messrs. Baldwin, Berger, Cameron (High Park), Cardiff, 
_ Forbes, Gendron, Grafftey, Hales, Harkness, Legault, Mandziuk, McLean (Char- 
_ lotte), Rinfret, Rock, Ryan, Southam, Stefanson, Tardif, Tucker, Winch (20). 


. The Chairman announced a tentative schedule of further witnesses com- 
-mencing October 27. 


The Committee proceeded to the consideration of its “draft” further interim 

report to the House, and following its consideration and amendment, paragraph 

_ by paragraph, it was adopted. The Chairman was ordered to present it to the 
_ House as the Committee’s Sixth Report. 


At 10.35 a.m., the Committee adjourned until Tuesday, October 20, 1964, 
at 9.30 a.m. 


TUESDAY, October 20, 1964. 
(34) 


The Standing Committee on Public Accounts met this day at 9.40 a.m. The 
Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Berger, Cameron (High Park), Cardiff, 
Crouse, Danforth, Fane, Francis, Frenette, Harkness, Lessard (Saint-Henri), 
McLean (Charlotte), Pilon, Prittie, Rock, Ryan, Stefanson, Tardif, Tucker, 
Whelan, Winch (21). 


In attendance: From the Department of Veterans Affairs: Mr. Paul Pelle- 

tier, Deputy Minister and Dr. J. N. B. Crawford, Assistant Deputy Minister and 

Director General Treatment Services, Mr. A. M. Henderson, Auditor General of 
Canada, and Mr. J. R. Douglas, of the Auditor General’s office. 


| The Chairman announced the schedule of further witnesses commencing 
October 27. (See Evidence). 


Mr. Baldwin tabled returns from the Departments of Transport, Public 
Works and National Defence which were ordered printed as Appendices to the 
-Tecord of this day. (See Appendices 1, 2, 3 and 4.) 


4 The Committee resumed consideration of the 1962 and 1963 Reports of the 
Auditor General. 


The Chairman introduced Messrs. Pelletier and Crawford and then called 
Mr. Henderson. 


On paragraphs 104 of the 1962 Report and 90 of the 1963 Report, 
Veterans’ hospitals and institutions, Messrs. Henderson, Pelletier and Crawford 
Teviewed this subject and were examined thereon and also supplied additional 
information. 
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On paragraphs 106 of fal 1962 Report and 91 Toh 63 
ployment of part-time doctors by Department of Veterans rare Mr. H 
son commented thereon and was examined, together with Mr. Douglas. ieee any 


Messrs. Pelletier and Crawford were further examined and supplied ad- 
ditional information thereon. 


The questioning of the witnesses being concluded, the Chairman thanked 


Messrs. Pelletier and Crawford for their assistance to the Committee. ; 4 


At 11.30 a.m., the Committee adjourned until 9.30 am. Thursday, October 
22, 1964. 


M. Slack, 
Clerk of the Committee. 


EVIDENCE 


TUESDAY, October 20, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum. I am glad to see we are all 
‘set to go with a further examination of Mr. Henderson’s report. | 
5 Before I introduce the witnesses whom we have here today may I give 
you a general idea of the tentative schedule of the matters yet to be disposed 


of and which will require the presence of witnesses Son tha tyatnis will be 


ith two items referred to in the report. On October 27, a week from today, 
r. Anderson, the chairman of the Canadian Pension Commission, and his 
fficials will be here. On Thursday, October 29, Colonel Cromb, chairman of 
he war veterans’ allowance board will be here. On Tuesday, November 3, 
we will have with us Mr. Sim, deputy minister of the Department of National 
Revenue. This will probably involve several meetings because there are a 
number of items to be discussed. We are also hoping that Mr. Castonguay 
will be with us some time around the first week in November. There are a 
aumber of items referred to in paragraph 49 dealing with election expenses. 
Finally, there is an item involving the Port Arthur Elevator Company 
which may require the presence of Mr. Barry, the deputy minister of the 
Department of Agriculture. By that time, if we have completed all of the other 
matters included in Mr. Henderson’s report, it is very likely that if the 


committee so wishes we might consider hearing one of the crown corporations 
which has not been the subject of any discussion before. I mention that 


because Mr. Slack, the clerk of the committee, made a search and we discovered 
that over the last eight years only five of the 20 crown corporations have been 
the subject of any examination at all. They are as follows: The Canadian | 
Maritime Commission, the Export Credits Insurance Corporation, the Crown 
Assets Disposal Corporation, the Polymer Corporation and the Canadian Broad- 
casting Corporation which appeared before us this year. Anyone examining the 
reports will realize that there is a tremendous amount of money involved in 
hése expenditures, and your steering committee did think that the committee 
ight give some consideration to working out a procedure, certainly for next 
ear, involving possibly the establishment of a subcommittee before which 
several crown corporations would appear each year. However, this is something 


ay 


a can decide later. 


At this time we do hope we will have time to ask the officials of one 
of the crown corporations to appear, and possibly members might give some 


‘ittee. 
_ I have one other matter of routine business. I have here a number of 
letters which have come in during the recess which contain answers to questions 
sked by members during the course of our proceedings. I will not go over 
em with you in detail but I would ask that you agree that these be printed 
’S appendices to today’s proceedings so that answers to questions which mem- 
ders asked during the previous meetings would be available. Is this agreed? 
_understand it is. 

We have Mr. Paul Pelletier with us today, the deputy minister of the 
epartment of Veterans Affairs. I think he is known to most of you. Before 
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hought to which corporation they would like to see appear before the com- 
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his present position he was a member of the civil service commission and as 
such did appear before the committee some years ago. He has with him Dr. 
Crawford, who is the director general in connection with veterans hospitals, 
which are the subject of discussion today. 

We will be examining today items 90 and 91 which appear on page 58 
of the Auditor General’s 1963 report. 

Following our usual practice, I will ask Mr. Henderson to give us the - 
benefit of his comments, and then I will call upon Mr. Pelletier. We can then — 
launch into the usual question and answer period. 

Mr. Henderson. 


Mr. A. M. HenpEerson (Auditor General): Thank you, Mr. Chairman. 
The first paragraphs with which we might deal are 104 in my 1962 report 
and 90 in my 1963 report, both of which have to do with veterans hospitals 
and institutions. ; 
104. Veterans hospitals and institutions. Hospitals and institutions 

operated by the Department of Veterans Affairs, originally provided 

to take care of veterans requiring treatment for war service disabilities, 

are at present being occupied to a considerable extent by domiciliary © 

care cases and war veterans allowance recipients. The latter, who are 
provided treatment for all conditions, service-induced or otherwise, 

are for the most part insured under the various provincial hospital in-— 
surance plans. During 1961-62 domiliciary care patients and war veterans 
allowance recipients accounted for 40 per cent and 21 per cent, respec-_ 
tively, of all patient days in departmental hospitals and institutions 
whereas disability pensioners accounted for only 17 per cent. During 

the year the average per diem cost of maintaining patients in active 
treatment hospitals where 38 per cent of the occupied beds were taken 

up by domiciliary care cases was $18.76 compared with $9.63 in non- 
active treatment centres where occupancy is predominantly by domi- 
ciliary care cases. 

The cost of operating departmental hospitals and institutions for 

the fiscal years 1956-57 and 1961-62 was $34,596,693 and $46,771,192, 
which, based on total in patient days of 2,750,651 and 2,574,509, results 

in cost per in patient day of $12.58 and $18.17—an increase during the 

five year period of 44.4 per cent. In addition, capital expenditures, mainly 

for improvements and equipment, averaged approximately $4.5 million 

per year during this period. ; 

The introduction of provincial hospital insurance plans under which 

war veterans allowance recipients are insured, the declining numbers 

of pensionable disability cases being cared for in departmental hos- 
pitals, the rising cost of operating the hospitals and the increasing use 

of expensive active treatment facilities for housing domiciliary care 

cases, all indicate that a reappraisal of the department’s role in the 
operation of hospitals would be desirable. We understand that this has 
been the subject of a detailed study carried out by the royal commission ~ 
on government organization, although no report or recommendations 
have yet been made. i 
90. Veterans’ hospitals and institutions. In last year’s report (para- 
graph 104) we pointed out that hospitals and institutions operated by 
the Department of Veterans Affairs, originally established to take care 
of veterans requiring treatment for war service disabilities, were 
presently being occupied to a considerable extent by domiciliary care 
cases and war veterans allowance recipients. These two classes respec- 
tively accounted for 40 per cent and 21 per cent of the total patient days 
in these hospitals and institutions in 1961-62, whereas disability pen- 
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sioners accounted for only 17 per cent. We reported that during 1961-62 
the average cost of maintaining patients in active treatment hospitals 
was $18.76 per day compared with $9.63 per day in non-active treat- 
ment centres, and we also referred to the fact that the cost per in patient 
day of operating departmental hospitals and institutions had risen by 
44.4 per cent in the five-year period from 1956-57 to 1961-62. We con- 
cluded our comments with the suggestion that reappraisal of the de- 
partment’s role in the operation of hospitals seems desirable in view of: 
(a) the declining numbers of pensionable: disability cases being 
cared for; 
(b) the rising cost of operating hospitals; 
(c) the increasing use of expensive active treatment facilities for 
housing domiciliary care cases; and 
(d) the introduction of provincial hospital insurance plans under 
which most of the War Veterans Allowance recipients are 
insured. 


In 1962-63 the proportion of patient days accounted for by domi- 
ciliary care cases and war veterans allowance recipients rose slightly 
to 41 per cent and 22 per cent respectively, while that for disability 
pensioners remained at 17 per cent. The cost of operating departmental 
hospitals and institutions was $49,884,000 compared with $46,771,000 in 
1961-62. The figure for 1962-63, however, included $2,717,000 for the 
cost of medical services provided to the hospitals by part time doctors, 
an expense incurred but not allocated to hospital operations in previous 
years. On a comparative basis, therefore, the increase in the cost of 
operations in 1962-63 was $396,000 over that for the preceding year. 
Based on a total of 2,545,552 in patient days (2,453,514 in active treat- 
ment hospitals), the average cost per patient day of maintaining patients 
in 1962-63 was $20.21 in active treatment hospitals (including $1.10 for 
medical services of part time doctors) compared with $10.88 in non- 
active treatment centres. Thus the situation outlined in last year’s report 
remained substantially unchanged during 1962-63. 


I first made mention of the rising costs of these institutions in paragraph 
104 of my 1962 report, which you will find at page 47 of that report, and I 
brought the same cost information up to date in paragraph 90 of my 1963 
report, which you will find on page 58. 

These hospital facilities were originally established to treat war service 
disabilities. Today, they are increasingly occupied by domiciliary care cases— 
to the extent of 41 per cent in 1962-63—which do not appear to require 
expensive general hospital accommodation, and war veterans’ allowance 
recipients to the order of 22 per cent in 1962-63, who for the most part 
are insured under the provincial hospital insurance plans. 

The annual cost of these facilities today runs to the order of $54 million 
compared with $344 million in 1956-57. 

It was suggested, in view of the declining number of disability cases being 
cared for in these hospitals, the rising cost of operating hospitals today, the 
increasing use of expensive active treatment for housing domiciliary cases and 
the introduction of hospital insurance plans under which most of the veterans’ 
allowance recipients are insured, that a reappraisal of the department’s role in 
the operation of these institutions might usefully be undertaken. 

The Glassco commission, at page 195 of volume III, has since made similar 
comments, and has in fact recommended gradual disposal of these facilities. 
Likewise, I know the subject has been under long and active study by Mr. 
Pelletier, the deputy minister, and Dr. Crawford and their associates in the 
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department. As the Chairman has indicated, I am sure they would like tod 
speak to this matter this morning. i 
The CHAIRMAN: Mr. Pelletier. \ 
Mr. Pau, PELLETIER (Deputy Minister, Department of Veterans Affairs): | 
Thank you, Mr. Chairman. 4 
The matter raised by the Auditor General in paragraph 90 of his report . 
for the fiscal year ended March 31, 1963, and in paragraph 104 of his previous 
report is a matter of which we are not only aware but, indeed, we can find © 
very little if anything wrong with the observations made by the Auditor — | 
General in this respect. He suggests quite properly that this matter should be © 
reappraised by the department in view of the fact—and I am paraphrasing © 
what the Auditor General has said—that we are less and less carrying out what — 
was the original essential purpose of veterans’ hospitals. This reappraisal, as © 
I am sure Mr. Henderson knows full well, has been going on for quite some © 
time. This reappraisal preceded the Glassco commission report; it preceded 
my coming to the department; indeed it preceded Dr. Crawford’s coming to — 
the department. I think it was under his predecessor, Dr. Warner, that in view — 
of the fact that the patient load in our hospitals was becoming less and less © 
interesting to the medical profession, making it more difficult for us to keep the | 
kind of people we wanted, there was introduced a new regulation which al- 
lowed veterans who did not have any disability claim to be admitted to our 
hospitals on a paying basis. Indeed, this worked for a while, and it is a matter 
on which the Auditor General has made observations in the following para- 
graph, to which we will come later. 
This enabled us for a while to do what it was intended to achieve, to- 
provide for the veterans who were entitled by law to treatment to get better 
treatment than they would otherwise have had. This, however, only worked 
for a time. As you might expect, following the Glassco commission report and 
indeed before, as I mentioned a moment ago, but more so after the Glassco 
commission report, we kept reviewing the matter which culminated, as you | 
know, in statements of policy which were made initially by the Minister of 
Veterans Affairs in the House of Commons on March 16 and which were 
further elaborated upon by the Prime Minister in Winnipeg on May 18 at the 
convention of the Canadian Legion at which time the Minister of Veterans 
Affairs also spoke again. ‘ 
The long and short of this policy is that discussions have been going 
on between the Department of Veterans Affairs and a certain number of 
non-federal jurisdictions to see whether by some change in operation we 
could improve or at least maintain the quality of service given veterans. 
To date these discussions have resulted in only one formal agreement, with 
which I think you are familiar; that has to do with the veterans’ home in 
Edmonton which involved the turning back to the province of the old gov- 
ernment house which the province wished to use as a centennial project. 
In return for this, a nursing home of 150 beds is being built as opposed to the 
75 beds which are in the old government house. This will be turned over to the 
Department of Veterans Affairs when completed and will be used by the: 
department for so long as it is needed. This, of course, is a nursing home 
and not a hospital. The Auditor General primarily is addressing himself to 
active hospitals. q 
Discussions are going on with regard to other hospitals. I am not at 
liberty to say which because none of these have been concluded yet. However, 
we are very much aware of this problem, and until such time as different ar- 
rangements can be made the best we can do is see to it that our acti 
treatment hospitals are used to the best possible advantage. 


Y 
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Mr. Chairman, I do not think I have anything to add on this particular 

section at the moment. It might be more useful and more fruitful for the com- 

n ittee if Dr. Crawford and I expose ourselves to your questions which I have 
doubt will be intensive and probing and, I hope, as humane as the carrying ~ 

out of your duties will allow. 

The CHAIRMAN: Thank you. This is a par 


i} 
ticularly humane committee; ica 
there is no doubt about it. / 


charge is being made by this department against the penitentiary service, 
and if so in what amount? I would like that for information. 

: Dr. J. N. CRAwrForpD (Director General, Treatment Services, Department 
of Veterans Affairs): I can give you an inclusive figure which includes the | i: 
people from penitentiaries; it also covers some sick mariners who come to 

; these are responsibilities of federal departments other than the Depart- 

1ent of National Defence. These penitentiary cases, plus sick mariners, 
ccount today for 95 patients in departmental hospitals, 1.4 per cent of our total 

atient load. This figure is in the order of magnitude it has been in for many 

ears. For example, in 1960 we had 76 representing .9 per cent of our patient 


oad at that time. These federal departments do pay us for the service we. 
rovide. 


i 


_ Mr. Wincu: Could you give the approximate figure showing how much is 
eceived? Are they charged on a varying basis across Canada? 


_ Mr. Crawrorp: No. We charge a flat rate for hospitalization, medical and ep 
urgical care. en 
Mr. WincH: That would be about what? ue 
Mr. CrRawForp: It amounts to about $20 odd a day. ae 
Mr. WincH: Thank you. hit 
Mr. Ryan: Mr. Chairman, I would like to ask Mr. Pelletier what happens 
the case where war veterans’ allowance recipients are insured by provincial 

Overnments. Do these insurance plans pay the $20.21 a day in active treatment 


Mr. PELLETIER: Not quite. In the case of war veterans’ allowance recipi- 
S who are insured, in many cases we pay the premiums for these war 
erans allowance recipients. They are insured; they receive the full hospital- 
ation benefits. The medical expenditures involved are met by the depart- 
ent. I should say, perhaps, that we are not obligated in law to assume re- 
onsibility for these expenditures, but in fact we do. 

Mr. Ryan: You say “they received”. Do you mean that the veterans re- 
ived it? 

_ Mr. PELLETIER: No, the hospitals. 


Mr. WINcH: I have one more question for information. Is it possible for 
in trying to obtain an understanding of paragraph 90 to be given the per- 
itage of occupancy in your various veterans’ hospitals? What was the original 
ntent of the veteran, and what is the occupancy basis, and on that basis, 


iat is the percentage of total occupancy in your hospitals? 

- Mr. PELuetiEr: I shall ask Dr. Crawford to answer your question in detail 
ut in general you will notice in the Auditor General’s report, which was written 
yme time ago for the year 1962-1963, that in the sixth line he mentions 
‘per cent and 21 per cent. These figures are still correct as of August of 


ear. The figure of 17 per cent, to be quite candid with the committee, as 
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I am sure you would wish us to be, is now about 15 per cent as of August 
of this year. " 
Mr. Wincu: The reason I ask the question is this. Has there been any radical 
change in the last two years? . 
Mr. PELLETIER: Not in the first two figures. They have remained just about 
unchanged. However, if you want a more refined breakdown, Dr. Crawford can 
give it to you with respect to the various categories. These are the big categorie 
which the Auditor General has picked out. A 

Mr. Wincu: I think the committee might also like to know if there is any 
difference, shall we say, between your hospitals in the east and your hospitals in 
the west, or is it the general picture all across the country? { 

Dr. Crawrorp: I can answer that specifically with respect to any one 
hospital. It would take a little calculation to do so, but the figures are all 
here. I have them compiled on a system basis. There are some variations as be- 
tween hospitals. But these variations are slight. In general the same sor 
of picture applies in Vancouver as applies in Halifax and every place in be 
tween. We have about 8,900 beds in departmental institutions. 

For the purposes of calculation I think we should look at them as 
being of two kinds. We have two large institutions, one at Ste. Anne’s, which 
is just outside Montreal, and the other being the Westminster hospital at 
London, Ontario. They are devoted largely to the provision of mental care, 
chronic committed mental patients. These are service incurred; they are mental 
diseases which have arisen out of wartime service. And there is a statutory 
obligation upon us to provide care. 

So that in considering our patient load, I think we should look at it as a 
combined load including these mental patients. We should also look at it a 
a general treatment load excluding mental cases. Because it is really the 
general beds which are under the spotlight, so to speak, at the present 
time. However, in our combined load in August—or let us go back to March 
which is a high occupancy month—at the end of last fiscal year, we had 
just under 7,000 patients in departmental institutions. 

At that time—and this is the combined load including mentals—15 per 
cent of them were pensioners with service incurred disabilities. Four per 
cent of them were serving members of the armed forces or the R.C.M.Pa 
which is also a statutory responsibility on the federal government, and 21 per 
cent were war veterans’ allowance cases receiving more or less active treat- 
ment. I say “more or less’? because although they have chronic disease, they 
require a great deal of nursing and care. Forty and one half per cent were 
under domiciliary care, which does not mean that they were boarding wit 
us. Do not misunderstand it. They were sick men and had some medical reason 
to be there. But they were cases for which little could be done, or needed to | 
be done medically. And 13 per cent in March were elective cases, patients who — 
had come into veterans’ hospital, rather than going to community hospitals; 
they elected to come into our hospital, paying all or part of the costs of the 
treatment. That is the combined load. | 

Suppose we take the general treatment load, excluding mental cases, We ~ 
now find that 8 per cent of our patients in these general beds are there for the 
treatment of service incurred disability; 5 per cent are armed forces; 20 per 
cent are war veterans’ allowance recipients; 46 per cent are chronic or domi 
ciliary care cases; and 15 per cent are elective cases. ‘ 

Does that answer your question? 

Mr. WincH: Yes. May I just follow that up with one other question? 

I am interested in your statement that 46 per cent are chronic cases. 

Mr. Crawrorpb: No, that is not quite the case; they were chronic or domi- 
ciliary cases. a 
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Mr. WINcH: I think this raises an important point. What is the difference 


~ between your bed load, say, at the Shaughnessy hospital in Vancouver and 
_ the George Darby hospital in Burnaby. 


: Mr. CRAWFORD: For the purpose of these figures the George Darby 1s 
part of the Shaughnessy hospital; it is an administrative unit of the Shaughnessy 
hospital so the George Darby load is included in the figure for the Shaughnessy 
hospital. 

Mr. WINcH: Is there not a difference with 


-who goes to the George Darby and the type 
Shaughnessy? 


regard to the type of patient 
of patient who goes to the 


Mr. CRAWFORD: There is a difference in construction. 


j Mr. WINcH: And is there a difference in the type of patient? 
a Mr. CRAwForD: The George Darb 
4 care. To get into the George Darb 

-f 


y hospital is solely devoted to domiciliary 
y one must be able to get around sufficiently 


- 


: to go for meals and so on. 


Mr. WINCH: Have you any vacancies in the George Darby? 
Mr. CRAWFORD: Yes. The occu 


_ something over 80 per cent. 


Mr. WINcH: Eight 


~ 


pancy of the George Darby is running at 


y per cent occupancy in the George Darby itself? 


What is the occupancy, according to your latest figures, in the Shaughnessy 


hospital? 


‘ -Mr. CrAwrorb: About the same. I had about 900 patients in Shaughnessy 

_ hospital, including the George Darby. The total capacity is about 1,200 beds. 
Mr. WINCH: Then if you still have 80 per cent— 

Mr. CRAWFORD: Approximately. 

Mr. WINCH: 


—of bed occupancy in the Shaughnessy may I ask why there 
should be any c 


onsideration of a change in administration or a change in 
_ policy as between a provincial and/or federal jurisdiction or something else? 
feror the purpose of this, 80 per cent would strike me as being not such an 
extraordinary situation that it would call for a change in policy, administration, 
authorization, and so on. 

4 Mr. PELLETIER: Mr. 
_ veterans’ hospital policy. 


Mr. WincH: You understand, sir, the reason for which I a 
. up? I know British Columbia and I know the Shaughnessy. 
) 


Winch, you are now covering the whole field of 


m bringing 


Mr. Winch, I do not know 
n the department very long. 
to give you an illustration 
in Sunnybrook hospital, 
as you know—there are 
you may say that that is 


\to your point, we are interested in running good hospitals. The Auditor 
General is interested in seeing to it that the money is well spent, 

I must confess this is expensive care for those 250 people. This is a situa- 
tion which is getting worse rather than better. That is the reason, and the only 
/Teason, for which consideration has been given to a change in policy. With the 

increase in that type of patient load in hospitals, the over-all quality of medical 
sare is bound to go down: and of course the veterans will suffer thereby. 
_ The CuHarrman: I have on my list of those wishing to put questions to the 


tnesses Mr. Francis, Mr. Harkness, and then Mr. Rock. 
(2127423 
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Mr. Francrs: I think Dr. Crawford has answered most of the questions I _ 
had in mind. But I would like just to fill out the gaps with regard to the 46 f 
per cent chronic or domiciliary care cases, the 20 per cent veterans’ allowance ~ 
cases and the 17 per cent disability cases. I think the rest were electives. 2 
The question to which I would like to return, Mr. Pelletier, indicated that 
one institution has been turned over by agreement in accordance with the new 
policy the minister and the department are trying to put into effect. I think I 
would be concerned if we had not some reason to expect that we would turn 
over more than one institution. There are some very fine institutions developed ~ 
under D.V.A., and the federal government has paid the capital cost. I wonder | 
if we could have some indication whether we can expect any further agree- — 
ments and what are the difficulties in arriving at agreements with the com- — 
munities concerned or the provincial authorities concerned? 
Mr. PELLETIER: You will appreciate, Mr. Francis, that I can only answer © 
that question in most general terms because I certainly would not wish to 
place myself in the position of violating any confidences. 
Before we contemplate any change of jurisdiction we must ensure a num- | 
ber of things. We insist: first, that we shall have priority use of the number of | 
beds we need for those veterans for whom we are responsible by statute; 
second, that provision be made for those veterans who are in need of domiciliary ; 
care, such as the 250 I mentioned in Sunnybrook; third, that adequate provi- | 
sion be made for war veterans’ allowance recipients for whom—although we | 
have no statutory responsibility—the federal government has assumed a certain | 
moral responsibility. Provision must be made for these people. Finally, we 
must ensure that our staff, who are excellent and who have rendered very good — 
service indeed, are fully protected in any changeover. 
If all these conditions can be met—and these form the basis, the bedrock, - 
on which we base all our discussions—then we are prepared to contemplate — 
changeovers. 
As I mentioned a moment ago, there are discussions going on with respect 
to a number of institutions, but I am not now at liberty to say which ones. A 
I can say is that in all probability some of these discussions will come to 
fruition in the not too distant future. 
The CHAIRMAN: Mr. Harkness. 
Mr. HARKNESS: What is the basis of the entitlement of the 40 per cent 
domiciliary care patients? what proportion of these people are people who, 
because of war disabilities, are entitled to treatment but are being treated for 
something other than the particular disability for which they draw their 
pension? In addition to people of that kind, what type of patient constitutes 
the rest? What is the basis of their being in the hospital? 
Mr. PELLETIER: I do not know if Dr. Crawford can give you a detail d 
breakdown, Mr. Harkness, but by and large these domiciliary care patients are) 
made up of war veterans’ allowance recipients. 
Mr. CrRAwFoRD: In very general terms and on the basis of a spot check. 
in one of our hospitals several months ago, we have found that 77 per cent of the: 
people were there by virtue of being recipients of the war veterans’ allowance. | 
The other 23 per cent were divided roughly equally between people in receipt 
of disability pensions, and therefore eligible for this type of care, and those, 
who were coming in and paying us for domiciliary care at a rate of up to $4 
per day. This is the maximum rate that we can charge for the provision) 
of domiciliary care. | 
I think it is only fair for me to tell you that our cost of providing domiciliary 
care are now in the order of $9. We can charge up to $4 now if a man can 
afford that; if he cannot afford it, he may get in for nothing. : 


nstituted 40 per cent and war veterans’ allowance people constituted 21 per 


Mr. CRAWFoRD: I thought I had clarified. that, Mr. Harkness, when I said 
he 20 per cent war veterans’ allowance recipients were receiving more active 


_ Mr. Harkness: So far as this 40 per cent is concerned, then, did you say 
_ 23 per cent were people who were entitled to be there ,because they were disa- 
bility pensioners? 
Mr. Crawrorp: No, no one is entitled to domiciliary care. The provision 
of domiciliary care is entirely a matter of discretion. The department is allowed 
to exercise discretion in the provision of domiciliary care within the number 
i of beds that we have available. They are there because they are recipients of 
"a war veterans’ allowance, or they are there because they are pensioners or 
because they are paying their own way. 
Mr. HARKNESS: However, is a pensioner not entitled to hospitalization? 
Mr. CRAwrForD: He is entitled to treatment for his service incurred disa- 
bility. This is his statutory entitlement. If a man has a gunshot wound in 
the arm he is entitled to treatment for that gunshot wound. For anything else 
“what happens to him we give him favourable consideration because of his 
service incurred disability; but his entitlement is limited to his service incurred 
disability, whatever that may be. 


_ Mr. Harkness: Do you not get into an area in which it is very difficult 

to say whether his need for hospital care is due to a particular disability which 

he got directly as a result of his service or not? : 
Mr. CRAWFORD: I maintain it is very simple professionally, medically, to 

‘™make this distinction. I know that my political friends do not agree with me 

many times, but nevertheless it is a very simple decision to make. 

Mr. HARKNESS: But—leaving politicians out of it!—most veterans organiza-_ 

rons would make a very strong case that this was so, would they not? 

Mr. Crawrorp: Let me put it in another way, Mr. Harkness. I will say that 

inyone with the proper knowledge of the condition finds it easy to make the 
lecision. . MA 

Mr. HARKNESS: Would you not agree that there is also some difference of 

opinion as far as medical men are concerned in regard to these cases? 

Mr. CrAwForD: Not really, no. 

Mr. HarkKNEss: No? 


Mr. CrawrorD: Not really. There are disputes, of course, in two areas. 
There are disputes with regard to whether a man’s disability is a result of his 
rtime service. This applies particularly, I think, in the area of psychiatric 
abilities, but by and large there is little dispute, an absolute minimal amount 
dispute, with regard to the connection between a service incurred disability — 
and some condition which has arisen subsequently. They are usually pretty 
arcut—there is or there is not a connection. f 


oncerned. 


| _ Mr. Crawrorp: As of August of this year, for example, in this mental 

group I had approximately 950 in departmental institutions. That is the total 

figure. 
_ Mr. Rock: Of that 950 how many would there be in Ste. Anne’s hospital? — 
Mr. Crawrorp: Approximately 400. 


% 
i 
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Mr. Harkness: You state here, you see, that the domiciliary care people 


Mr. Harkness: I did not get clearly the numbers of the psychiatric cases ie 


988 STANDING COMMITTEE 


Mr. Harkness: Are these two hospitals devoted to mental or psychiatric | 
cases completely filled or are there any spare beds? 
Mr. CrawForD: In both instances we have overflowed the confines of 
the mental infirmary and we have some mental patients—under control, of 
course—in other parts of the hospital. , 
Mr. Harkness: Is there a need for more hospital beds for mental patients 
than you are able to provide at the present time in your psychiatric institutions? — 
That is what I wanted to know. 
Mr. CRawrorD: I must ask you in what sort of population you mean 
‘need’. In service incurred mental disease, no. 
Mr. HARKNESS: What I want to know is whether there are more people 
requiring this type of medical treatment which you have said is a statutory 
requirement than the number for whom you have beds in those two institu- 
tions? You have said it is a statutory requirement to look after these people. 
Mr. Crawrorb: No, I have plenty of beds to fulfil the statutory require- — 
ments. 
Mr. PELLETIER: I think there may be a little confusion here, Mr. Harkness. 
Of the total number of mental patients we have, not all are our statutory 
obligation. 
Mr. CrawrorpD: No, indeed not. 
Mr. PELLETIER: Many of these cases are not service incurred mental cases; 
in many instances they happen to be veterans in receipt of war veterans ’ 
allowance who happen to be mental cases, and we take care of them. If you 
consider the beds we need for those mental patients who are our statutor 
responsibility, we have all the beds we need. 
Mr. CrRAwForRD: I told you, for example, that there are approximately 900 
beds in our institutions for mental patients. Only approximately 500 patients 
are there as a result of service incurred mental disease. 
Mr. HarKNESS: This would be another area in which, I think you would 
agree, there would be a big difference of opinion among psychiatrists on the 
question of whether or not the mental disability was a result of their service. 
Mr. CRAwForD: I think it is fair to say that this has been the biggest area 
of dispute, probably, and for very obvious reasons. However, it is also fair to 
say and should be said that the dispute with regard to whether a mentall 
disability is a direct result of service has been getting less and less vociferous 
as the years have elapsed since the end of the war. This may have had con- 
siderable validity from, say, 1945 to 1950 but I think there has been little 
validity to this argument since 1950 or thereabouts. e 
Mr. HARKNESS: What is the amount charged to veterans who were in 
the institutions for treatment on a voluntary basis? ; 
Mr. Crawrorp: All these people are insured under provincial hospitaliza- 
tion schemes and we are paid by the schemes for their hospitalization so the | 
veteran is charged nothing. He may be charged a medical fee by his attending | 
part time doctor, and doubtless we will be coming around to this later on this 
morning. This is a matter between the doctor and the patient. P| 
Mr. HARKNESS: You used to charge a flat fee for people of this kind. Do 
you not do that any more? 
Mr. CrawrorpD: No, because the advent of hospital insurance plans has © 
relieved us of that necessity. We are paid by the provincial hospital commission 
for the services we supply. 4 
Mr. Harkness: Then we will say that you charge separately for the medi- | 
cal service you give, depending upon the purpose for which the man has gone 
into hospital? If it is an operation of one kind you charge so much and 1 
it is an operation of another kind you charge a different amount? ‘i 
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__-—s Mr. Crawrorp: I make no charge at all; the department makes no charge 
at all. This is purely a matter between the attending physician and the patient. 
x These are people who elect to come to our hospital rather than going to a 
z community hospital, and they are treated in exactly the same way as if they 
_ had gone to a community hospital. 

7 Mr. HARKNESS: The old flat fee basis to cover all the medical costs has 
gone? 

a Mr. CRAWFoRD: This has gone. \ 

: Mr. HarKNESS: How long is it since that was eliminated? 


Mr. Crawrorpb: Since the advent of the hospital plans. I think the first 
one was about 1958 or 1959. 


Mr. Rock: Around what year did this domiciliary care service start? You 
_ mentioned that you have no obligation to give this domiciliary care. I would 
_ like to know exactly what year this service started. 


4 Mr. CrRAwForpD: I cannot answer that exactly. I think even before world 
__ war II there were some elements of this sort of care in department of pensions 
A and national health institutions. What was the basis of entitlement to this 
Be care or eligibility for this care I cannot tell you. Immediately after world war 
_ II our hospitals were filled with people returning from the war in need of 
active treatment, and there was little if any domiciliary care at that time. It 
was about 1948 that we began to get an increase in the proportion of domiciliary 
_ Care in our hospitals, and this has progressed fairly steadily ever since. Because 
_ it is discretionary, we have managed to hold it somewhere between 40 and 
45 per cent of our total occupancy. 


Mr. Rock: You mentioned previously the change of jurisdiction in respect 
of Sunnybrook hospital and that it would be run by the provincial authori- 
fF ties. You have no set policy in this regard; in other words, Sunnybrook hos- 
_ pital is one case. Ste. Anne de Bellevue would be another, and Queen Mary 
__ another. Each one would be a separate case. 


i Mr. PELLETIER: That is right. For obvious reasons, the jurisdictions which 
May or may not take over the operation of these hospitals would be different; 
| there would be different statutes, different regulations, and so on. The patient 

load is different and the institutions are different. You mentioned Sunny- 
if brook hospital and Ste. Anne de Bellevue. Those are two vastly different places. 
i 


Sunnybrook hospital is an active treatment hospital, although we do have 
some domiciliary care patients there. Ste. Anne de Bellevue, on the other hand, 
} is partly mental, about 350 beds out of a total of 1,200 beds; the remainder 
E largely is made up of chronic and domiciliary care cases. Conditions may be 
__vastly different from institution to institution. 


be Mr. Rock: In certain areas where you have two or three hospitals, for 
_ instance in the Montreal area,— 

‘i Mr. PELLETIER: We have two there. 

ir Mr. Rock: —can we be assured that in an area like this you would com- 


} ine the two hospitals into one before you would put the two hospitals under 
| i jurisdiction of the provincial authorities? 


} 


Mr. PELLETIER: Here again it is virtually impossible to generalize. What 
‘We endeavour to do in each case is to achieve an end product which will pro- 
- duce the best result for the veteran; that is, which will provide him eventually 
with the best care. In some cases a combination of the kind you mention may be 
_the answer; in others it may not be. Each case will have to be looked at indi- 
vidually to see what is the best plan in that particular case. 
Mr. Rocx: In other words, your department does not have the intention 


1, say, following the trend of working towards the end where your department 
ii 


ie 


in veterans’ hospitals as opposed to acute cases, and the department is well 
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would give up completely the running of these hospitals. Hask your Hepanteny a 
any intention of getting rid completely of the running of the hospitals? en 
Mr. PELLETIER: Here again you cannot give a categorical reply to thas: it i 
cannot be a categorical yes or a categorical no. If, by turning over the oper-— 
ation of our hospitals we will achieve the results we want, we will do it; — 
if not, we will not do it. I cannot answer that in any other way. 
The CHAIRMAN: I suppose when you get into such a discussion it really — 
is a matter of government policy. 
Mr. PELLETIER: In the final analysis, definitely, Mr. Chairman. 
Mr. Prirtie: I was going to make the same comment. It seems to me we : 
are taking the remarks of the Auditor General concerning a particular depart-— 
ment and questioning an official of the department on these remarks. The 
Auditor General has questioned the amount of chronic or domiciliary care 


aware of this situation and is doing something about it. It seems to me the 
question of whether or not the department’s policy is correct, or whether it_ 
should be the type of arrangement it is, is not a question for this committee, © 
but rather a question for the veterans affairs committee. : 

The CHAIRMAN: The only exception would be that this discloses a certain. 
set of facts and I have no doubt the questions and answers here will be of use 
to the government, the department, and, of course, to members; this primarily 
is our reason for being here and asking these questions. 

Mr. CarpirF: I would like to ask Dr. Crawford a question with regard to 
an answer he gave a while ago to Mr. Harkness when he stated there wa 
no difficulty for a doctor to tell whether a person’s disability was caused by 
active service. I have had a good deal of experience with veterans who have 
come back from the war who, in a great many cases, have something which 
they claim was caused by active service, but when they go to the veterans’ 
hospital, they do not get any satisfaction from the doctor. When a man is 
taken into the army as A-1 he is supposed to be in first class condition and 
yet when he comes out probably with a gun shot wound and something else 
develops he is told it is not due to active service. How can you be sure of it? 

Mr. Crawrorp: I do not think your question actually follows on my 
first statement. However, I do think I must remind you that this is not a 
decision which I as director of the treatment branch, or any of my physicians 
in the treatment branch, are called upon, or authorized, to make. This decision 
is made by the Canadian Pension Commission which decides, after consider- 
ation of all the evidence, whether a disability is or is not connected with 
wartime service. I do not make that decision. So long as I have any discretion in 
the matter, I can provide treatment on the assumption that it is going to be 
related to service, but once a decision is made by the Canadian Pensiga 
Commission I no longer have discretion. 


Mr. CarpiFF: It is out of your hands? 

Mr. CRAWForD: It never has been in my hands. ; 

Mr. CarpIFF: I am not a doctor, but I run into many cases where there is 
no doubt in my mind that the person had this condition before he was 
out of the army. Perhaps I am wrong. M: 

Mr. Crawrorpb: If we could be as sure as the people who carry the torch 
for some of these veterans, life would be much simpler for us. A 

The CuarrmMan: Mr. Anderson, the chairman of the Canadian Pension Con \- 
mission, will be here. ys 

Mr. Crouse: What is the statutory provision for medical care for wat 
veterans’ allowance recipients? : 


| 
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Mr. Crawrorp: There is none. This is done by an order in council whereby 
_ the governor in council permits us to provide medical care for war veterans’ 
allowance recipients. No mention is made of this in the War Veterans’ Allow- 
ance Act. 

Mr. Crouse: It is not under any statute. 


Mr. WincH: May I ask a supplementary question? Would there be any ad- 
_ vantage to your administration and your decisions if this care was made 
' statutory? 

‘ Mr. PELLETIER: Mr. Winch, I do not think you honestly expect me to answer 
_ that question, because this goes back to fundamental policy which is a matter 
' for government decision. As Dr. Crawford said, this is done not under the 
a War Veterans’ Allowance Act, in which there is no provision whatsoever, but 
_is done under the Department of Veterans Affairs Act in which there is a 

very general provision which enables the governor in council to make regula- 
tions for the care and treatment of veterans. I think it is just as loose as 
that. An order in council was passed, and it is a perfectly legal order in 

- council. I do not feel at this point that I can or should answer your question 
more precisely. 

Mr. HarKNESS: When was this order in council passed? 
Mr. PELLETIER: In 1948. 
Mr. HARKNESS: That was in consequence of the sort of general promise that 


| was made to the effect that medical treatment would be provided for veterans, 
was it not? 


d Mr. CRAWFORD: I am not aware of any such promise. I have heard it referred 
to many times. Maybe it is so. However, I cannot tell you the reason; the under- 
standing which I have obtained from reading the past history of this thing is 
that the War Veterans’ Allowance Act provides for veterans who are indigent 
and they are given an allowance in order to provide them with food, shelter, 

clothing, and the other necessities of life. It seemed perfectly reasonable they 
also should be provided with medical care. This is the only basis I can find 

for this. 

Mr. HARKNESS: I have not read the evidence given at the veterans affairs 
committee of 1945 and 1946 when the veterans’ charter was produced, but I 

have a very distinct recollection of a considerable amount of discussion there at 

that time and statements on the part of the Hon. Ian Mackenzie and other 

people with regard to the provision of medical care for these people. 

| Mr. CRAWForD: The way this was reflected was that all veterans on re- 
turning to Canada would receive medical attention which they required for a 

‘period of one year. This was to enable them to become rehabilitated and get 

back into civilian life. That was done. 

_ The CHAIRMAN: We might be able to obtain a copy of the order in council 

in question, and it might contain in it some information which would show 

the base on which it was passed. 

Mr. WincH: That would be interesting. 

Mr. Harkness: As I say, there were discussions, statements, and guarantees 

Made in the veterans affairs committee in 1945, 1946 and 1947 when the whole 

matter of the veterans was under discussion. 

4 Mr. WiIncH: I would take it, from the answer we have been given on this 


1 atter, that if this policy or action by the department is by order in council 
Which is legal, then you do have the statutory authority. 
_ Mr. PELLETIER: Well, yes; delegated statutory authority, if you like. What 


we mean is that it is not written into the law. 
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Mr. Francis: Surely an order in council is not a statute. 


Mr. McLean (Charlotte): I would like to ask Dr. Crawford whether the 
various hospital schemes in the provinces cover any domiciliary care for the 
veteran? 


Mr. CRAWFoRD: In general, Mr. McLean, no. Some provinces cover chronic 
cases as an insured service, and all provinces cover acute cases. Some provinces 
cover the chronic cases as an insured service, but so far as I know no province 
covers domiciliary care as an insured service. Some provinces, notably Alberta, 
will heavily subsidize nursing home care so that the effect is almost that of 
having it an insured service, a half insured service, if you lke. 


Mr. McLean (Charlotte): Would you be subsidized by the Alberta gov- 
ernment? 


Mr. CRAWFORD: This has not been the case in the past because we, as a 
federal agency, have been pretty much on our own; we have been fairly inde- 
pendent of the Alberta operation. Under the new scheme I suspect that in this 
new institution we will be regarded as operating a nursing home for the 
benefit of citizens of Alberta who happen to be veterans, and therefore will 
be regarded in the same light as other operators of nursing homes. 


Mr. McLean (Charlotte): What percentage of veterans are paying 


veterans? | 
Mr. CRAWFoRD: This is difficult; I cannot give you an exact answer. How-_ 


ever, in August 7 per cent of my total patient load was paying patients; that is, | 
their hospitalization was paid for by a provincial plan and presumably they 
were paying their own doctors for the care provided. Another 84 per cent have 
their hospital cost paid for by the provincial plan and they may or may not 
have received bills from their attending doctors because of the state of their 
finances. As doctors do not generally send bills to people who they do not 
think can pay, perhaps they did not send bills to 8 per cent; but again I do 
not know, because I do not send the bills. This is.a matter between the doctor 
and patient. So, about 15 per cent of the patients in our hospitals were pay-— 
ing patients to some degree or other. . 


Mr. McLean (Charlotte): I think a lot of the general public think all 
veterans get free service. 


The CHAIRMAN: Are there any further questions on this paragraph? If not, 
we will move on to paragraph 91. This is a point on which both Mr. McLean 
and Mr. Harkness have touched. This paragraph has to do with employment 
of part time doctors by Department of Veterans Affairs. 


91. Employment of part time doctors by Department of Veterans 
Affairs. In paragraph 106 of last year’s report attention was drawn to 
an administrative problem resulting from the extensive staffing of 
Department of Veterans Affairs hospitals with part time doctors retained 
on a negotiated fee basis, with no clearly defined terms of employment, 
to complement a nucleus of full time medical personnel employed by 
the department. The problem related to the status of funds derived from 
fees for services provided by the medical staff to patients who had bee 
admitted to the hospitals on a paying basis, and this had become of 
greater significance because of the growing volume of paying patients 
arising out of the broadening of the treatment regulations in recent 
years. The department, while forbidding full time salaried employees 
to participate, had permitted the part time doctors to make billings for 
services to such patients—encouraging them, however, to use the pro- 
ceeds for purposes that would benefit the hospitals in which they wer 
employed (although at some hospitals the part time doctors formed 
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associations to bill patients and divided the proceeds among themselves 
and in some instances full time doctors became sharing members). 

We reported last year that the department had proposed that a 
solution to the problem might be the creation of a special fund under 
its control to which would be credited the proceeds from fees for services 
rendered paying patients by both the part time and full time doctors, 
the proceeds to be used for purposes specified by the department, 
including the purchase of books for the hospital library and payment 
of expenses incurred by the hospital staff while attending scientific 
or similar meetings of benefit to the hospital. The audit office view 
was that, although there appeared to be merit in this approach in com- 
parison with the former procedure, in that the department would be 
in a better position to control the situation, parliamentary authority 
would be required for the establishment of the special fund as the 
proceeds from this source were public moneys and the department’s 
proposal would not meet the requirements of the Financial Administra- 
tion Act regarding their disposition. Our reasons for the view were: (a) 
full time doctors are public servants and any fees deriving from their 
services with the department are public revenues, (b) there was no 
evidence that the annual negotiated fees for part time doctors were 
to be with respect only to services rendered to patients entitled to free 
treatment, and (c) moneys collected arose from services undertaken in 
departmental hospitals using hospital facilities. We reported that the 
matter had been directed to the attention of the treasury board and 
that the general problem and the department’s proposed solution were 
under study by the board. 

The treasury board’s study resulted in the issuance of order in coun- 
cil P.C. 1963-35/890 of June 13, 1963. This order makes it clear that 
departmental payments to the “half-day” doctors are for services rendered. 
to all persons admitted under the provisions of the Veterans Treat- 
ment Regulations except those admitted under sections 13, 14, 23, 24 and 
25 (the paying classes of patients) and also makes available depart- 
mental facilities, without charge, to doctors employed under the order 
for the treatment of paying patients. Thus the part time doctors res) 
mained in the position of being able to bill patients under the payment 
sections. 

While the order removes doubts regarding some aspects of the 
problem, in that it sanctions the use by part time doctors of depart- 
mental facilities without charge and clearly defines the terms and 
basis of employment of the part time doctors, it does not recognize the 
fact that there is no practical way to distinguish between the amount 
of service rendered paying patients by part time doctors on the one 
hand and full time doctors on the other. Services provided such patients, 
nominally assigned to part time doctors, almost inevitably involve the 
services of full time salaried practitioners. Thus, in effect, there is a 
government subsidy: either to the part time doctor, if he bills in 
accordance with the provincial schedule of medical fees for the treat- 
ment given (including treatment by salaried departmental medical 
officers); or to the patient, if the fee billed by the “half day” doctor 
is reduced to allow for services provided by salaried departmental 
officers (since this reduction would not be available to him in other 
hospitals). 

An associated administrative problem, which has existed for some 
time and was not resolved by the order referred to above, relates to 
the determination of time spent in hospitals to arrive at the number 
of half days of attendance which forms the basis of the departmental 
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payment to part time doctors. This order, ‘as did previous orders, pro-— 
vides that payment for professional services rendered shall be on the 
basis of a fee for “each half day of attendance or the equivalent thereof”. — 
The department has, however, never paid fees on the basis of actual — 
time worked, having always regarded the half day basis more as an ; 
administrative device than an actual method of control. Indeed, the 
recent order makes the keeping of time records almost impracticable — 
since it requires that the time spent in the hospital be allocated be- | 
tween service to paying patients and service to patients for whom — 
the department is directly responsible. While payments to the doctors — 
are made monthly, ostensibly on the basis of attendance or services © 
rendered in the month, in practice the “half day” doctor is engaged | 
on the basis of an annual honorarium the amount of which is nego- — 
tiated between the doctor and the department based on the department’s 
estimate of the value of the services to be rendered and the funds avail- 
able for these purposes. Thus the “‘half day” payment to a doctor may not 
bear any close relationship to the time actually spent in providing the 
services. d 
Would you like to make a comment on this, Mr. Henderson? 


Mr. HENDERSON: This subject, the employment of part time doctors by 
the Department. of Veterans Affairs, was covered in paragraph 106 of the 
1962 report and paragraph 91 of the 1963 report. In the fiscal year 1962 we 
observed that part time doctors employed by the Department of Veterans 
Affairs on a negotiated fee basis were at the same time charging paying 
patients in Department of Veterans Affairs hospitals. We took the view that 
such charges made by the part time doctors constituted public funds and 
therefore should be handled in accordance with the requirements of the 
Financial Administration Act; that is to say, the part time doctor, paid by 
the federal government for part time service, bills the patient and receives. 
money from the patient. 

Mr. WincH: You mean, they collect twice? 

Mr. HENDERSON: To oversimplify it, that is the point. 

We also questioned the basis of the fee payments being made to the 
part time doctors on which the orders in council were not specific. 

Following discussion of the matter with the officials of the department two 
years ago, we suggested it be referred to the treasury board for clarification. 
The problem is a difficult one administratively, as Mr. Pelletier and Dr. 
Crawford will themselves be explaining to you. 

The meeting with treasury board resulted in the issuance of P.C. 1963 
35/890 of June 13, 1963. But like its predecessor, the order in council sets 
out that part time doctors are to be paid on the basis of a fee for each half 
day of attendance or the equivalent thereof. 

In point of fact, the department has never paid these doctors oa 
the basis of actual time worked, having always regarded the authority 
provided in the order as merely a convenient administrative device by 
which to vary the payments to different doctors in a way that bears 
some relationship to the respective value of their services to the de- 
partment. This provided a degree of administrative flexibility which, 
though desirable from the standpoint of the department’s senior of- 
ficers, was not compatible with the basis of payment outlined in the 
order. 5 

The new executive order does, however, authorize the part time 
doctors to bill paying patients. It is, however, difficult to understand 
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are not in accordance with actual operating conditions: 

(1) that part time doctors are employed to treat specific classes 
of patients, ie., that they do in fact keep a record of time 
spent on classes of patients that are the responsibility of the 
department on the one hand and the paying classes on the 
other; and 

(2) that it is possible to separate the value of services rendered 
patients in general by full time doctors and part time doctors 
when they in fact act as a team. 


My officers and I believe the executive order should be amended 
and reworded so as to recognize and deal with the actual operating 
conditions as they exist and function in the hospitals. The question as 
to whether or not the fees collected by the doctors from the paying 
patients constitute public funds which should be paid back to the crown 
is one on which I propose to obtain legal opinion when I am in a position 
to do so. 


; I suggest, Mr. Chairman, that perhaps Mr. Pelletier and Dr. Crawford 
might like to take over at this point, because this has been the subject of dis- 


cussion between us. 
The CHARMAN: Mr. Pelletier, would you care to make a comment? 


j ‘Mr. PELLETIER: As simple as paragraph 90 was, as complex this one is. 
It is an immensely complicated problem. I know that the Auditor General and 
‘the Director General of Treatment Services have had it under discussion on 
Many occasions. There are really I suppose four main points which the Auditor 
\ eneral has raised in this paragraph. First of all, what should be done with 
the funds derived from the fees for services? Second, he points out that there 
‘May be some form of subsidization of the doctor, because of the free use of our 
hospital facilities. Third, there may be some form of subsidization of the patient, 
ind finally, the lack of control of the time actually spent by the part time 
octors on some of the patients in our hospitals. 

I would like to begin by making a general statement or comment. The 
Auditor General is quite properly concerned with seeing to it that there are 
ound and good accounts kept of the manner in which our hospitals are oper- 
ted. On the other hand, we are concerned primarily with running first class 
Ospitals for veterans within reasonable costs. In other words, what I am try- 
ing to say is that the aims which the Auditor General is trying to achieve and 
the aims which we are trying to achieve are almost diametrically opposed. I 
do not suggest for a moment that we are trying to operate the best possible 
hospitals regardless of cost. Far from it. What we have been trying to do is to 
find the best possible means to achieve both ends. We are still convinced that 
the manner in which we presently operate is the manner best designed to 
hieve these purposes. 

_ Mr. Henderson referred to an order in council which was passed in 1963 
vhich governs part time doctors. The rates laid down in that order in council 
ave since been amended. What we actually pay now is on a half day basis, 
20.00 a half day for a general practitioner, and $40.00 per half day for a spe- 


ceiling of $11,500.00 in any year for the specialist. 


3 involved, we have 155 full time doctors, and 855 part time doctors. Of this 
er figure, of the 855 part time doctors, 88 are general practitioners and 767 
re specialists. 

_ Now, if we control the time actually spent by the doctors on our patients, 


in other words, if we attempt to run a punch or time clock operation in our 
bs 


if it is to be effective the following assumptions must be made which 


list, with a ceiling of $9,500.00 in any year for the general practitioner, and — 


At the moment, in order that you may have an over-all picture of what 
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hospitals, what we would quite rapidly develop is a situation where we would 
be unable to retain the first rate doctors we now have—and we do have first — 
rate doctors. We work very closely with university medical faculties and we © 
do have some of the best medical brains in the country working for us. But I 
am convinced that if we tried to impose a one to five sort of thing, where you 
had to punch a clock, we would just lose these people. We would only be able 
to attract the kind of doctors to whom you and I would not wish to entrust ; 
our families. I would think that in the long run—although we can not prove © 
this with a slide rule—we would spend more money than we are now spend- 
ing, and we would certainly not give as good care as we are now giving. 
With regard to the charging of fees for services rendered, we have laid 
down a rule in our hospitals that full time doctors are not to indulge in that 
practice. They are paid a salary which varies. For the general practitioners the 
minimum is $11,000, up to $19,000 maximum, and for specialists from $16,000 
up to no fixed ceiling. 
I do not think we have any full time specialists getting more than $19,000. 
As a matter of fact they are paid on a full time basis. 
Now, part time doctors are allowed to do this. What alternative can you 
think of? Even if we agreed with the Auditor General that this should be con- 
sidered as public revenues, how are we going to administer it? Is the govern- 
ment of Canada going to get into the business of sending out bills and trying 
to collect from patients in a field which constitutionally is none of the federal 
government’s business at all? It would make it, to say the least, completely 
unworkable, and would rapidly develop, I am afraid, into a pretty chaotic 
situation. 
With regard to the subsidization factor, we all know doctors have to use 
operating rooms in general hospitals. The doctors do not get charged for it. 
The patient does. With regard to subsidization of the patient, we have men- 
tioned in connection with section 90 the hospitalization insurance schemes. 
Our hospitals are treated on the same basis as any general hospital. We ge 
reimbursed for hospitalization for all our veterans except disability patients, 
the armed forces, and those for whom the federal government has statutor 
obligations. 
I cannot think, Mr. Chairman, of any alternative better than the one 
we now have. If one can be designed, we would be quite prepared to adopt it. 
The CHAIRMAN: Thank you. 
Mr. Carpirr: Is there any supervision over the part time doctors at all? 
Mr. PELLETIER: Yes; very much so. The senior treatment medical officer, 
who is our head doctor in each one of our institutions, keeps them under watch 
continuously and,makes periodic reports to the director general of treatment 
services. And this in turn is taken very much into account when negotiating a 
fee basis. It means perhaps that this expression that the Auditor General 
has used may have led you into error. It is not a fee that is negotiated; it is 
the number of half days which any doctor will be allowed. 
Mr. CarpirFr: I think if you had a proper supervisor, that is the best idea 
you could possibly have, because I do not care what doctor, lawyer, or poli- 
tician you have, there are always some chiselers, in those group of people, 
no matter who they are, or what occupation they have. If there is any super- 
vision over them, it should not be hard to catch those fellows, and to know 
who is putting it over and who is not. ; 
Mr. PELLETIER: I could not agree with you more. I would not like to co 
ment on the chiselers, but— . 
Mr. Carpirr: You will agree that there are chiselers. 
Mr. PELLETIER: —what I do not know is that we may have specialists, 
for example, in hospitals whom we retain, let us say, for two half days a we k 
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_ That is the basis on which we retain them. Let us Say it is to be Tuesday 
_ and Thursday. But on a Tuesday, he may not be there at all, or only for an 
_ hour. However, there may be a Saturday night when he is there at 11 o'clock, 
_ or he is there on a Sunday morning. We rely on our men in the district to 
a make periodic reports and to let us know, first of all, the quality of service 


_ rendered, and second, the quantity. 


4 Mr. Francis: I gather, as the Auditor General has pointed out in 1962 that 
J this problem arose out of the opening up of veterans’ institutions on a paying 
basis for elective classes, and before that you did not have this problem. Have 
: you any idea how much money is involved? Are there any estimates prepared 
: by the Auditor General with respect to funds? I know that in the 1963 report 
in some hospitals the full time doctors or the part time doctors forgo sending 


bills) How much money is involved? Is there any indication of a sum of 
- money? 


5 Mr. CRAWFoRD: One of the troubles with this sort of discussion is that I 
_ would like to be able to say that the Auditor General was completely wrong 
and that we were completely right. But the unhappy position in which we 
_ find ourselves here is that the Auditor General is as right as we are in this 
_ business. I shall get around to your question in just a moment, but I do 
want to say this. 

bs The Auditor General is particularly right when he says that this half 
day fee basis is nonsense, and it is a fiction. It is an administrative tool. 
> my opinion it is an extremely valuable administrative tool, and I shall explain 


why. In fact, when we are looking for a specialist to go to one of our hospi- 
tals, we go to the associated university and we say that we want, let us say, 
an orthopaedic surgeon. The university says: “We have got Dr. Jones who 
is a first class man and well trained. He is just getting started in practice. 
_He is on the teaching staff of university. We think he would be an excellent 
_man for your purpose.” So we approach Dr. Jones and we say that we would 
_ like him to come down to the hospital, and that we would expect him to provide 
a service to the orthopaedic ward of the hospital for which we would pay 
him “X” dollars, that is, SO much money. 

a4 Each year all these units of “X” dollars are added up and come to a total 
_ amount of money which the superintendent of the hospital has at his disposal 
_for payment to doctors treating veterans who are federal responsibilities, and 
Others. The Auditor General is quite right when he says that this is a negoti- 
ated rate in that we have told the man that we will pay him so much money. 
' But the man may become busier with his private practice, and he will say 
_ two or three years from now “I cannot give you that much service. I want 
you to get someone else to help.” 

: The total service is still the same, so I can say to the superintendent at that 
time, “All right, if you want to take on another orthopaedic surgeon, go ahead 
/in the same way, through the university. Now you have two. But I am not 
| going to pay twice as much for them. You are still working within your ceiling.” 
The superintendent then says how many half days will be payable to each. 
There is no contract. I do not want a contract, because our hands would be 
tied. This association we have gives you administrative flexibility to change 
‘upwards or downwards the amount paid to any part time doctor in any month 
in relation to the amount of service which he is supplying. It is an extremely 
Valuable tool, and it works out for the federal government extremely cheaply, 
because if we paid these people on a fee for service basis, instead of on the 
honorarium sort of basis, I think it would at least double and perhaps treble 
‘the amount of money which is now being paid. 
Now, to come to your question of how much money is involved, I do 

not know, because, as we have said, we know how many people we have got, 
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but we do not know how many of them get bills. We do not know how mi 
money comes back to the doctor himself who sends them. Fs 
Mr. Francis: Do I understand Dr. Crawford to say that in fact it is rea 
no longer a fee for service matter? ai 
Mr. CRAWFORD: It never has been a fee for service. Be 
Mr. Francis: I assumed at the beginning there was something in relation 
Ott Aa 
Mr. CRAWForD: In the beginning this system started immediately after the 
war when the Department of Veterans Affairs was set up. Prior to that our 
medical service was provided either by full time people, or by part time people, 
all of whom were civil servants, that is, full time or part time civil servants. As 
a result, the rates were set by the civil service commission. We tried then to 
bring about a contract basis, but we were not able to get the kind of doctors 
that we wanted. Ms 
Mr. Francis: Has the Canadian Medical Association or representative 
groups made any representations to you with respect to this problem? . 
Mr. Crawrorp: Have they ever! At the very beginning when my pred- 
~ecessor introduced this concept of admitting elective cases to our hospitals, 
obviously one of the agencies which had to be consulted was the Canadian 
Medical Association. The Canadian Medical Association agreed that we could 
admit to our hospitals and they would have no objection to our admitting to 
our hospitals citizens of the community who happened to be veterans provided 
that those citizens of the community were treated in exactly the same way as 
they would have been treated had they gone to a community hospital. And 
this is the reason for this medical fee business. a 
Now, Mr. Harkness mentioned that originally we included a flat medical 
charge for some of them, but we very quickly got out of that practice, a d 
we got entirely into this situation where our hospitals for this purpose are 
exactly like community hospitals. , 
Mr. FraNcIs: This is my last question, because I do not want to take up 
too much time at this point. If the position of the Canadian Medical Association 
is that patients should be treated on the same basis in hospitals, what about 
the other side of the coin? Should not physicians be treated in the same way 
as if they were treating their patients in a community hospital? If a part ti e 
physician had 75 per cent or more people in the elective categories, is the 
department not concerned with the annual retainer that he should earn? 
Mr. CRAwFoRD: Well, yes indeed. The most recent order in council to 
which we have referred specifies—and this was brought up in the conversa- 
tion with the Auditor General—the classes of patients for whom this retainer 
is being paid—in general the pensioners with service incurred disability; war 
veteran’s allowance recipients, members of the armed forces, and of the 
R.C.M.P., for all practical purposes. % 
Mr. Francis: There is no billing done in respect to these? “4 
Mr. Crawrorp: There is no billing done with respect to these, whatsoever. 
Mr. Francis: There is no extra bill in respect of those classes? | 
Mr. Crawrorp: No extra billing whatsoever in respect of them. If we got 
to the point where the total of these three categories were reduced, then you 
would be right, we should reconsider the amount of this retainer that we pay. 
However, this category is not decreasing. The pensioners are decreasing b t 
the war veterans’ allowance recipients are increasing all the time and wil 
continue to increase, so that only 15 per cent of our total patient load is invol ved 
in the paying categories. oa 
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Mr. FRANcIs: Dr. Crawford, you said that the war veterans’ allowance 
component is increasing. Do you mean the active treatment phase of the war 
4 veterans’ allowances and not the domiciliary phase? 


4 Mr. CRAWForRD: Our chronic treatment and domiciliary care patient is also 
‘dl provided with the necessary medical attention, whatever it may be, at our 
. expense. 
% Mr. Ryan: Mr. Chairman, I would ask Mr. Pelletier if it is not the case 
_ that most of these hospitals have X-ray and pathology laboratories. 

Mr. PELLETIER: Yes, the active hospitals. 
rs Mr. Ryan: And in this area do you have permanent staff, X-ray specialists 
: and pathologists? 
x Mr. CRAWFoRD: In the main all our radiologists—this is not entirely true 
_ because there are some exceptions—are full time, as well as our pathologists 


_and anaesthetists, generally speaking. This, I suggest to you, is exactly the 
situation you would find in any community hospital. 


Mr. RYAN: I am wondering whether you bring in specialists on occasion? 

Mr. CRAWFORD: Oh, yes. For example, in Westminster hospital the chief 
of my laboratory service is a part time man. In Shaughnessy hospital the chief 
of my radiological service is a part time man. 
J Mr. Ryan: Do you have a regular staff in the X-ray department to 
service the private patients as well as the public patients? 
; -Mr. CRAWFORD: Yes. Again the situation is similar to that in a community 
hospital. This sort of diagnostic service is an insured service under the provin- 
Cial hospitalization scheme. This is part of the cost of hospitalization for which 
we are reimbursed by the provincial plan. 
i Mr. RYAN: But I take it that on occasion you do have a specialist who 
comes in and he has the same privileges in the X-ray department as any other 
Specialist? 

Mr. CRAWForRD: Not in pathology or radiology because this is a diagnostic 
service included under the provincial plan. They cannot send bills for this. 
t Mr. CAMERON (High Park): I want to get this thing clarified. As I under- 
stand, Dr. Jones whom you mentioned is an orthopaedic surgeon and he serves 
everybody in the hospital on a part time basis. 
i Mr. CRAwForD: No, because the order in council specifies that we are 
taking him on for the care of service connected disabilities, war veterans’ 
allowance, members of the armed forces and the R.C.M.P. This is thesdeal 
‘we make with him. He provides care for these people. 
Mr. CAMERON (High Park): Are any of those paying patients? 
Mr. CRAWFORD: None. 
[ Mr. CAMERON (High Park): What is the problem then? 
_ Mr. CrawrorD: We do have 15 per cent of our patient load who are 
‘Paying patients to some degree or another, and the Auditor General feels 
‘that this should be public money and come to the Receiver General of Canada. 
Mr. Cameron (High Park): But they are elective patients and he comes 


ito them because they ask him to come. 
hi Mr. CRAwForD: Yes, I disagree with the Auditor General. 


Mr. CAMERON (High Park): He bills them on the basis that they are private 


patients. He is not giving them the service he is being paid for on a part 
time basis. 


ie 


a Mr. WiNcH: That is the very point on which I have a supplementary ques- 
ion. I am not quite clear on it. You have all these doctors on a part time basis, 


€t us say it is for a half day or something of that nature. Is the doctor expected 
212743 
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for that half day for which he is being paid to devote his services and his time 
to those he is not going to bill? Are those he is going to bill in addition and on | 
his own time to the half day that he is being paid for out of the federal ; 
treasury to take care of those who are definitely the direct responsibility of 
the department? 

Mr. CRAWFORD: This is the point that the Auditor General makes. He says” 
we are paying people on a half day basis and we do not know that they are — 
there for half a day and we do not know what they are doing for the half day 
they are there. He is right, we do not know, but we do know this as Mr. 
Pelletier pointed out, if we are paying a man at the rate of two half days a 
month he is providing us with a valuable service. I explained that this is 
nothing more than an administrative tool. In fact, what we have done is to say 
to this doctor, “‘We want you to provide a service for certain patients and we 
will pay you so much.” It is an honorarium. For administrative purposes we 
break it down into half day units. We do know this, that probably the doctor 


each at any time, but he is there every day in the week for an hour. He is. 
there on Saturdays and he is there on Sundays. In other words, he is providing 
a service. Now, this authority for half day units has got us into a lot of trouble 
because the Auditor General does not like it. He says it is a measure of time 
and we are not measuring time. I agree we are not measuring time but I do 
say that this device gives me the administrative flexibility which enables me 
to get the best people I want to provide a service which is the best they ca 
provide at a reasonable rate. I do not want to lose that administrative 
flexibility. 

Mr. Wrincu: I understand your explanation is that you are hiring a service 
and that service must be available, and that you are not concerned how much 
time he may spend on one category or the other as long as the service is avail- 
able. Is that the basis of it? 

Mr. CrawrorD: That is entirely the basis. 

Mr. CarpirF: What constitutes a half day? Is it four hours? 


Mr. CRAWFORD: I have no idea what constitutes a half day. The civil service 
week is constituted of 374 hours, I believe. It is very flexible. If you want, I car 
change this and give an honorarium, but if I have contracted with a man it 
provide a service at a monthly rate or an annual rate, I have lost my ability 
to change my mind half way through. i 

Mr. Carpirr: If at the end of the month he says he wishes to make up h 
time, what happens? 

Mr. Crawrorp: Time has nothing to do with this. He would never make up 
his time. If you are going to have a gall bladder out are you going to pay a 
surgeon more because it has taken him two hours than if it took him half ar 
hour? Not a whit! You are paying for a service, and this is what I am getting 

The CHAIRMAN: I might ask a question here. Would it be possible, havin; 
in mind this is by order in council and does not require statutory amendme it 
for an amendment to be made to the order in council which, while retaining 
this system, would give a certain flexibility and would satisfy the Auditor 
General in that it would then have legality? Would it be possible for an amend- 
ment to be made? I am throwing this out as a suggestion. , 

Mr. HenpERson: That is the point we are making. We believe that tl 
existing order in council could be amended and reworded to give effect t 
the manner in which the department is administering the arrangement wit 
respect to which we have no criticism at all. I think the description that : 
been given to the members by Dr. Crawford is an admirable one and p 
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cisely what takes place, but as the auditor of this institution we are of course > 
bound by the wording of the order in council. I will quote from it: 


Payment for professional services as provided in this order shall 
be on the basis of a fee for each half day of attendance, or the equiva- 
lent thereof, calculated as follows: 


In another section mention is made of the paying classes which the doctors 
_ are able to bill. This order in council, as I mentioned, was intended to clarify 
_ the previous one, but it has not gone far enough for the reasons I have given. 
i May I be permitted to ask Mr. Douglas, who is familiar with the details, 
_ to say a word on this? 

Mr. J. R. Doueuas (Audit Director, Auditor General’s Office): Mr. Chair- 
man, as Mr. Henderson has said, we have no criticism whatsoever of the way the 
department is operating, and we certainly would not expect that the pro- 


cedures be put on a time clock basis, as Mr. Pelletier suggests. We know 
: very well that this is impossible. 


the half day doctors on various classes of patients. Indeed, as Dr. Crawford 
id, this is of no concern as long as they get the job done. 
i Furthermore, it is impossible to determine the split in service between 
the full time civil service doctors and the part time doctors because they do 
act as teams. Indeed, in the early days we were finding occasionally that the 
ull time civil servant doctors were billing because they could see no reason 
hy they should not bill if the part time doctors were billing. Of course, - 
hen we drew this to the attention of the department it was promptly cor- 
ected and appropriate action was taken to try to see that it would not occur 


Another thing I would like to point out is that there is not an entirely 
20rmal private doctor-patient relationship in connection with paying patients 
ho are treated in a veterans hospital. When they go into a hospital they: 
ccept the team of doctors which is there and inevitably—or perhaps I should 
ot say inevitably, but often there are full time doctors who are civil servants 
Nvolved in the treatment of these patients. Indeed, this was one of the 
easons why the syndicates were formed to bill patients. It was because it 
ould not readily be determined just who should do the billing and how the 
oney should be split when the funds came in from billing the patients. 
_ or this reason we felt there was indeed a problem about the nature of 
he revenues and about the propriety of the billings being made. We realized 
hat it was not practical to follow the executive order, and we felt it should 
erefore be changed. It certainly gives the impression—or it gave the im- 
ression before and it does to some extent now—that one could go into a 
lospital, examine the records and determine the appropriate payments to 
1e doctors, which of course is nonsense because there are no records. On some 
ecasions the doctor shown on the payroll for a particular month was not 
‘even in attendance; perhaps some substitute doctor had been in attendance. 
Tt was impossible from an audit viewpoint to attack the problem. 
_ The Cuarrman: I would just like to leave this thought with you. I do 
10t know whether you have already done this, but possibly Mr. Henderson 
nd Mr. Pelletier might be able to consider inserting into the order in 
ouncil a proviso concerning the calculations of these amounts and certain 
uthority on behalf of the department. In other words, you can make a fictional 
ealculation if your order in council is flexible, thereby satisfying the Auditor 
neral and in no way diminishing the department’s primary responsibility, 
hich is to provide the service which the statute lays down. 
2127434 
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Mr. HENDERSON: These are really honorariums negotiated by properly 
qualified people in the department, and I cannot see why the order in council 
could not give recognition to that, specifying that it requires half day at 
tendance or its equivalent as the department may decide. z 
“Mr. Wincu: Mr. Chairman, if I understand it correctly I cannot see 
that there is any major or fundamental difference of opinion between the 
Auditor General and the department. There is only one point, that is that. 
the Auditor General, considering his responsibilities, feels that the present 
wording of the order in council does not give authority for what is being 
done. All he is asking is not a change in the policy of the department but 
that the order in council be brought into line with the service that is being 
given. Surely, then, if there is broad acceptance or complete agreement on the 
service between the Auditor General and the minister of the department there 
can be established whatever it is felt is required from an auditor’s point of 
view or from a legal point of view to bring the order in council in line with 
the service. 
Mr. Rock: It could be done on the recommendation of the committee. 
Mr. HENDERSON: I think that can be done, Mr. Winch, with the recommen-~ 
dation of the committee. There should also be a further discussion with the 
treasury board to see if it could not be remedied. ; 
As far as the billings and question of public funds are concerned, this order 
in council gives authority to the part time doctor to bill persons eligible for 
treatment under certain of the sections as we have been discussing here. It 
might therefore be argued that because the order in council has recognized 
it, this in effect removes these particular funds from the sphere of public 
funds; that is to say, that the governor in council gave recognition to the fact 
that they would be collecting money from the paying patients and that was 
taken into account in computing the negotiated fee. 3 
I am not yet prepared to express an opinion on the legal aspect of that, 
but it was the direction in which I understood they were moving when they 
put this order in council forward last June. 5 
The CHarirMAN: Mr. Danforth. 
Mr. DanrorTtH: I have a question to put to Mr. Crawford. 
The Auditor General, Mr. Henderson, used the term “honorarium”, 
did you in your remarks, Dr. Crawford. As I understand it, the services are 
not on a time clock basis; you are employing a doctor to assume a certain 
responsibility for which he is paid, and the number of hours is up to him 
as long as he fulfils the responsibility for which he is being paid. { 
Could you, sir, elaborate on why this term “honorarium” should not be 
used? Would it interfere with your flexibility if this term were used? 
Mr. Crawrorp: Yes, I think it would to some extent. If I used the te m 
“honorarium”, I should say that this honorarium is to cover a period of 
time—a month, a half year, a week, or something like that. I do change the rate 
of half days payable to an individual doctor at monthly intervals. If I co id 
whittle this honorarium down to a month, probably I would have no admin- 
istrative difficulty. If I make the operative period longer than a month, then 
I lose administrative flexibility. 4 
Mr. Crouse: I have listened very carefully to the remarks of Dr. Craw- 
ford, and it seems to me that this whole matter is one of splitting hairs. There 
are people today who buy a licence to drive their automobiles on a highway, 
and that licence permits them to use the car twelve months of the yea 6 
Through disability or some other trouble, they may find the car stands in 
the garage for some eight months, but they are permitted to use the highwé 
My car is also licenced for twelve months of the year, but much of the time 


c 


PUBLIC ACCOUNTS 1003 


_ it stands in the parking lot of the House of Commons. However, I want to know 
that I have the service and the car available. 


It seems to me that the evidence Dr. Crawford has given to us here has 


f shown us that he requires the services of the doctors, and he wants to know 
that they are available. I think the present system should be allowed to 
_ remain. 

> Mr. Ryan: I would like to ask Dr. Crawford to give us an illustration 
_of what happens to a specialist who receives an honorarium of the top amount, 


ia 


1 


: say $11,000 a year, on the basis of two half days a week. 

' Mr. CRAWFoRD: More than that. 

J Mr. Ryan: I am speaking of a specialist who, in addition, is allowed to bill 
the patients in the hospital on a private basis. 


. I would like to have some idea what income some of these specialists are 
obtaining from the privilege of their position. 

ye Mr. CRAwrForpD: Frankly, sir, I do not think that is any of my business. I 
do not know the answer. 

; Let us take for example the case of a professor or assistant professor 
of medicine in one of the universities who has a consulting practice outside, 
and who is working for me in the hospital perhaps as the chief of my medical 
“Service, responsible for the operation of the entire medical service. I would pay 
, that man $11,500 for what he does for me; and I think I am being well served 
at that amount of money. What he gets from the university is not my concern. 
What he gets from the private practice is not my concern. 

% _ Mr. Ryan: Perhaps I am being a little unfair in my question. Let me put 
it this way: Have you seen any case where there has been an abuse by a special- 

ist? Perhaps I should not use the term abuse. I am speaking of a case in which 

€ specialist spends his full time at the hospital doing two and a half days in 

connection with public patients and dealing with the private patients sector for 

the remainder of his time. 

4 Mr. CRAWFoRD: No. this has never happened. First of all, the maximum for 

which I would take on a man on this half day basis would be 20 half days 

a month. This would mean that I am paying him to be there every day. Such 
“aman would in fact be charged with the administrative responsibility of his 

‘section of the hospital as well as the care of patients and supervision of the 

work of other doctors working with him. This is what would be required 

to bring him up to the maximum of $11,500. If he is there for more than that 

length of time he may be getting a few dollars from private patients in that 

hospital. He is probably, however, working in some other hospital as well, 

and he is getting a lot of money from that. 


ba Mr. Ryan: Would you yourself recommend that there should be an amend- 
‘Ment put through to this order in council so that the proceeds from the service 
of specialists treating patients who are in the hospital on a paying basis would 
be syndicated? 

_-Mr. Crawrorp: May I read to you something I wrote? You will under- 
Stand that when the Auditor General makes his observations and forms his 
report those observations come to the departments, and everybody takes a 
look at what the Auditor General has said. In our department, at any rate, each 
of us individually makes a comment on the Auditor General’s observations. This 
is what I wrote with respect to paragraph 91 of the 1962-63 report. 

[ © said: 

ie The Auditor General draws attention to the administrative difficul- 
ij ties arising from the payment of medical fees of patients being treated 
under certain sections of the veterans’ treatment regulations. These diffi- 
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culties have long been recognized by the department. No entirely satis- | 
factory method for resolving them has been found. ; . 

In view of the general satisfaction which has resulted from methods — 
adopted in the past in the employment of medical officers in depart-— 
mental hospitals, the department feels they should continue these meth- 
ods and accept the administrative difficulties that may be associated — 
with them. 


If I may paraphrase that, I have been concerned about this problem since © 
I joined the department eight years ago. I have given a great deal of thought 
to the best ways of meeting the objections which have been raised, not only 
by the Auditor General, but by myself. I have been unable to find a completely 
satisfactory method, and if the Auditor General and the deputy minister in- 
their wisdom can find a better way, God bless them; but in eight years of hard 
work I have not been able to do it and I would like to leave the thing alone. 
Mr. Ryan: In other words, you feel that if you deprive some of these able 
specialists of the right to keep the funds they earn from these private patients 
they will no longer work with the department. Is this the case? j 
Mr. Crawrorp: No. I think if we did not have these elective patients in. 
our hospitals it would not make any difference. These doctors are not primarily 
concerned with the number of dollars they are getting for the treatment. You 
will appreciate the fact that the medical profession is extremely tender at the 
moment, and has been for some time, about anything which looks like state 
medicine. I am dependant on their good will and must co-operate as much as 
I can with them and they with me. They say that so long as we are going to 
have these elective patients in hospital they must be treated as if they were 
in community hospitals. If we did not have them, I do not think it would make 
any difference, but so long as we have them, we must treat them in this way. 
Mr. RYAN: There are cases where they object to syndicated funds. 
Mr. CRAWFORD: What they do with the money they get is of no conce n 
to me. They can send the bills. If they want to pool it and split it up among 
themselves, they may. On the other hand, if a doctor wishes to send an indi- 
vidual bill, that is the doctor’s concern and not mine. ‘ 
Mr. Rock: The elective patients are what we are concerned with right 
now, the amount of fees they are paying to the doctor. 
Mr. CRAWFORD: We are not concerned at all with the amount of the fees, 
I submit. ; 
Mr. Rock: I mean, the discussion with which we are concerned here. 
Mr. CRAWFORD: Yes. 
Mr. Rock: And not what you are concerned with. Do these doctors wor 
also in a clinic where there are other patients who are not elective patients Im 
the hospital and who come in for treatment? 4 
Mr. CRAwForD: You mean in the out patient clinic of the hospital? 
Mr. Rock: Yes. 
Mr. CRAwForD: No. We do not do any of this so-called section 23 work on 

an outpatient basis; this is just internal in the hospital. 
Mr. Harxness: This difficulty which is dealt with in this particular sec- 
tion arises as a result of doing away with the flat fee basis for elective patien 
in other words, when there was a flat fee basis this question did not arise 
because under those circumstances the doctors who treated these elect 
patients were being paid just the same as they were being paid for disabi 
pensioners, and so on. What was wrong with the flat fee basis? Why wouk 
not the restoration of this get away from these difficulties? e: 


kK 


ors who work fo 
7. This, then, is putti 2s of 
eon who is taking out the brain tumour, is doing the gall bladder op 
and so on. The medical profession—and in this case I think quite rightly— 
s this is not acceptable; we will not have our services valued with regard © 


to private patients at that rate. Now, there are two options; we can change 


our whole system of remuneration of medical officers and go on to a fee for | 
service basis where I will pay $1,000 to the neurosurgeon who takes out t: a 


orain tumour for the chap for whom I am responsible; or we can say, al 
right, work for your $2 a day per patient for the people who are under my} 
responsibility and the others are private patients, do what you will with Ag a 
them. Pa th 


Mr. Harkness: In other words, the reason you moved away from a flat fee i 
basis was that the medical profession objected to it? a ae 


q Mr. CRAWFoRD: Primarily, or at least that was a very important factor. ae 
The CHainMaN: Are there any more questions on this item, gentlemen? If — 


sistance they have given to us. We appreciate your coming here, Mr. Pelle- | 
tier and Dr. Crawford. ea 
4 _ Now, gentlemen, it is half past 11 and I do not think there is any point in 
commencing another item at this time. We will adjourn to reconvene o 
Thursday at which time Dr. Cameron, the deputy minister of national health 
and welfare, will be here. In addition, there will be one or two other items and 
these will appear on the notice which is sent to you. bane 
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APPENDIX 1 


DEPARTMENT OF TRANSPORT 
Orrawa, August 5, 1964 


Mr. G. W. Baldwin, 

Chairman, 

The Standing Committee on Public Accounts, 
House of Commons, 

Ottawa, Canada. 


Dear Mr. Baldwin: 


When the Departmental Officials appeared before the Standing Committee 
on July 28th, the question was asked as to how the figure of $350,000. was 
determined for inserting as a condition in the lease with Air Food Caterers. 

An examination of Departmental files does not indicate clearly and com- 
pletely why the figure of $350,000. was inserted as a condition of the lease. 
It would, however, appear that this figure was an oral estimate made by the 
bidder to the Department respecting the cost of suitably equipping and fur- 
nishing the lounge area and Departmental Officials referred to this cost 
estimate in later discussions with Treasury Board Officials. Subsequently, the 
Treasury Board Minute approving the award of the concession to Air Food 
Caterers contained the proviso that: 

“The concessionaire shall spend a minimum of $350,000. as the initia 
cost of furnishing, equipping and decorating the various concessions. 
this regard and as a condition for entry into the lease, detailed plans 
and specifications shall be prepared for the program, the implementation 
of which shall be conditions precedent to the balance of the lease 
arrangement.” 


Yours very truly, 


G. A. Scott, 


Assistant Deputy Minister, 
Economic Policy and Research. 


& 
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B Mr. G. W. Baldwin, MP., ' 
_ Chairman, 
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APPENDIX 2 


DEPUTY MINISTER OF PUBLIC WORKS 
OTTAwa 8, July 31, 1964. 


i Public Accounts Committee, 
_ House of Commons, 
Ottawa 4. 


Dear Mr. Baldwin: 


This letter refers to the following two items relating to the Department 
of Public Works which remained outstanding at the meetings of the Public 


_ Accounts Committee on Thursday, July 23, 1964. 
: A: 1963 Report, paragraph 80—Construction of a Public Building, North Bay, 


Ontario 
Mr. A. D. Hales, M.P., asked for the number of tenders received and 


whether the lowest was recommended. 


“4 _ Answer:— Fourteen tenders were received in response to public advertise- 
_ ment, ranging in value from $1,341,698 to $1,483,176. The contract was awarded 
_ to the lowest tenderer (Bennett & Pratt Limited, Weston, Ontario). 


; B: 1962 Report, paragraph 115: 1963 Report, paragraph 98—Non-productive 


payments Generally 
In order to place the reported payments in the proper perspective, the 


: Committee requested that a statement be provided showing, for the two years 


cod 


under review, the total number of contracts completed, with the total claims 


received indicating those that were rejected. 


The preparation of this statement involves a considerable amount of 


_ research into departmental records. This is now being carried out. The requested 


_ statement will be provided as early as possible and, in any event, no later 


; 
hy 
3 


than Friday, August 7, 1964. 
I trust that will be satisfactory. 


Yours sincerely, 
Lucien Lalonde. 
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APPENDIX 3 


DEPUTY MINISTER OF PUBLIC WORKS 
Ortawa 8, August 20, 1964. 


Mr. G. W. Baldwin, M.P., 
Chairman, 

Public Accounts Committee, 
House of Commons, 
Ottawa 4. 


Dear Mr. Baldwin: 


At the meeting of the Standing Committee on Public Accounts held on 
Thursday, July 23, 1964 the department undertook to provide additional in- — 
formation in respect of the total number of contracts completed and the claims — 
received on these contracts for the two years under review. 

The attached appendix sets out the requested information in respect of 
both construction contracts and consultants’ agreements. In order to eliminate | 
a large volume of small contracts of minor value, the report is confined to 
construction contracts in excess of $15,000 and consultants’ agreements in- 
excess of $5,000. 

I trust that this information will satisfy the requirements of the Com- 
mittee and will assist in placing the reported ‘non-productive” payments in 
the proper perspective. 


Yours sincerely, 


Lucien Lalonde. 
Att. 


Appended to letter of August 20, 

1964, to Chairman, Public Accounts — 
Committee, from Deputy Minister of 
Department of Public Works. 


Department of Public Works 


Summary of Contracts and Claims Received Thereon, 
1961-62 and 1962-63 


A: Contracts and Claims Summary 
Number Number Number Value of Non-Pro- 

Fiscal and Value and Value of and Value ductive Element. 
Year of Contracts Claims Rec’d. of Claims Paid of Claims Paid 


1961-62  525—$ 99,737,400 38—$2,996,300 30—$ 771,300 $333,600 
1962-63 548—$107,208,600 55—$2,846,700 47—$1,146,700 $464,800 


B: Disposition of Claims 
Fiscal Number and Value Number and Value Number and Value 
Year Paid in Full Paid in Reduced Amt. Rejected in Full — 

1961-62 8—$ 98,500 22—$672,800 8—$109,000 

1962-63 17—$164,000 30—$982,700 8—$125,000 
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Notes: 
1. Section A 
(a) The “non-productive” element of claims paid includes all claims 
reported by the Auditor General with the exception of the payment 
in each year in respect of unused office space in London, England, 
which did not involve a contract claim. 
(b) The difference in value between claims paid and “‘non-productive” 
elements of claims paid represents payments for extra work and 
other contractual obligations. 


2. Section B 


The details of claims rejected in full does not include claims rejected 
at District level and not pursued by the contractor to Headquarters level. 
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APPENDIX 4 
DEPARTMENT OF NATIONAL DEFENCE 
OTTAWA. 
July 30, 1964 
Mr. G. W. Baldwin 
Chairman 


Public Accounts Committee 
House of Commons 
Ottawa, Ontario 


Dear Sir: 


During the examination of the defence items in the Public Accounts Com- . 
mittee, Mr. Choquette asked for information concerning the distribution of the 
French language volumes of the Official Histories of the First and Second 
World Wars. I am enclosing a statement on each of these volumes. 


Yours very truly, 
E. B. Armstrong, 
Deputy Minister. 
OFFICIAL HISTORY FIRST WORLD WAR (FRENCH) 
One Volume (French) 


SPaaer ROTC ECTS Yc": 5) (be. si’ = a na'hid poesia eva eel 2,200 
eet S LO ce oes ooo es an: orm io voue ore a ool $25,602.00 
MOTT Or 502s sg oo eee Reig le alate $20,660.00 for 200 copies 
pore eon? Price... 5 6 cee cies « siete» $6.50 
Q.P. Distribution 
LOCHSES hak a eR ce a 162* 
Pe a. oi chal's'ss "a Soke ele 4m oe aloes. oie 174 
Sire RG REE MM Ya i os isthe ne ta coal jalan e wigiata ‘ak 1,664 
D. History Distribution 
Government Departments ............. 10 
MEO A OLATIOUS £ tiecatis o's dislnia's este ees 30 
PV GRHOT Perils) FOINDASSY! hi wir ete deo'n- mw eteie ore 1 
Foreign His. Sections France and 
Vises PARE ey oe CR Rea Ane UA ec AMES ii eR AR oa 4 
Authors complimentary copies ........ 5 
POLO me ENS oc Stine aaa eat hee eee ne aia octal 50 


*includes distribution to university and public libraries. 


OFFICIAL HISTORY SECOND WORLD WAR (FRENCH) 
Vol. 1 French 


A OHEaO IN chi yal Wave Ry VENER IR Gane Gry 5 = eG eo 2,905 

MOTE COS Ts etic ch tase ee tan v stiare Rene a ite te $22,794.00 

PNT Shanes oak wea ng SO 2 ae cet eee tae $18,401.00 for 405 copies 
Currents selling Price. oy. lo eeee cence $4.50 
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Q.P. Distribution 


UTES 35 8 tas aR oN es tte ON a tee 121% 
SC SCA A, asahct iy a eG ee ae 2,379 
SLICES, 95) Rev ee te PNA este Sat) lcs aN tat Nil 


D. History Distribution (Free) 

Through Q.P. for promotional purposes to 
DSW SDADECES Mit verc 3 coca ose BeE tadeu seeeeoe le ciha lek 55 
Other Government, Depts... ...//% | 
POC a OLCCSy.. «(0a Me pe Etat oe, 
Minister of National Defence ........ 
SOV MONDE y 0/7 'c/o 5 ARNO A hd, gees 
Me VetMole Atlas Wl prarys wae soko. 
Governor General 
Authors complimentary copies ........ 5 
BLOC eM ee mre cre he home fer at ghee sons 7 


*includes distribution to university and public libraries. 
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OFFICIAL HISTORY SECOND WORLD WAR (FRENCH) 
Vol. 2 French 


Oca DEM ted are een es hie ee 3,000 
MOL AEMCO SU ars Set ee aye aie cit singh mi J) $27,436.00 
BD OMA LC nies emia Or Ain, Wer. pat $21,593.00 for 500 copies 
Ce entwociings Pricey sur. oss. 4 the ee $4.50 
Q@.P. Distribution 
Hh S A eka ag pee hae, Haak abd a eee ne 150* 
SOUCY Te Yih to aa Gi FP ar oa Ae a 860 
Sloe rare ee Oe nein te ne nn phe pets, 1,490 
D. History Distribution—Free 
COverAimenin Dents: 92. rices ae eae sd 35 
Q.P. for promotional purposes to news- 

[OBYOKETESE. "Jb! aca iid Hanes sf rele ae ee 55 
POCO MER RelALIONS aime, vaca vince ye 25 
Authors complimentary copies ........ 9 
SS LOC Lew at Nat one pee rt, at oo Aho By eeu COR 26 


*includes distribution to university and public libraries. 


OFFICIAL HISTORY SECOND WORLD WAR (FRENCH) 


Vol. 3 French 


EST O1 a ete 6 Naan ei 2, ae a ee a 2,700 
ST GTEEUIATG OS iRin a xara Ae 0a 0 5 mm a $13,500.00 
UR BIEN CI ot Rh. eM eng a a $8,500 for 200 copies 
eurrent Selline. Price .0)0.....6...645 $5.25 
Q.P. Distribution 
CUE GS Ste AO, dp eae S COe ite eae AC gee em INGE 
I a re BOF ete cas soc ved g adooa Vesa gk oh 465 
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Foreign Historical Sections France & | 
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Q.P. for promotional purposes through 
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MINUTES OF PROCEEDINGS 


THURSDAY, October 22, 1964. 
(35) 


The Standing Committee on Public Accounts met this day at 9.45 a.m. The 
Chairman, Mr. G. W. Baldwin, presided. : 


Members present: Messrs. Baldwin, Cardiff, Forbes, Francis, Frenette, Hales, 
Harkness, McLean (Charlotte), McMillan, O’Keefe, Pilon, Regan, Rock, 
Southam, Stefanson, Stenson, Tardif and Tucker.—( 18). 


In attendance: Dr. G. D. W. Cameron, Deputy Minister of National Health, 
Department of National Health and Welfare; Mr. A. M. Henderson, Auditor 
General of Canada, and Messrs. J. R. Douglas and D. A. Smith of the Auditor 
General’s office. 

The Committee resumed consideration of the 1962 and 1963 Reports of 

the Auditor General. 

The Chairman introduced Dr. Cameron and then called Mr. Henderson. 


On paragraphs 85 of the 1962 Report and 72 of the 1963 Report, Hospital 
construction grants, Mr. Henderson reviewed this subject and was examined 
thereon, assisted by Mr. Douglas. 

Dr. Cameron commented briefly and was examined thereon, and supplied 
additional information. 


On paragraph 73 of the 1963 Report, Indian hospitals and hospital insur- 
ance, Messrs. Henderson and Cameron commented briefly and were examined 
thereon. 


On paragraph 74 of the 1963 Report, Improper authorization of use of a 
Government-owned automobile, Messrs. Henderson and Cameron were ex- 
‘amined thereon. Mr. Henderson tabled a letter in this connection which he 
Teceived from Dr. Cameron, dated June 15, 1964, which was ordered printed 
‘as an Appendix to the record of this day. (See Appendix). 

The questioning of Dr. Cameron being concluded, the Chairman thanked 
him and he was permitted to retire. 
| Paragraph 49 of the 1963 Report, General Election Expenditures, was 
allowed to stand in order to hear Mr. Castonguay later. 

_ Mr. Henderson reviewed paragraphs 51, 62, 63, 71, 78, 97 and 98 and was 
questioned thereon, assisted by Messrs. Douglas and Smith. 


The questioning of Mr. Henderson still continuing, at 11.15 a.m., the Com- 
Mittee adjourned until 9.30 a.m. on Tuesday, October 27, 1964. 


| 


| M. Slack, 
; Clerk of the Committee. 
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THURSDAY, October 22, 1964. 


The CHAIRMAN: Gentlemen, I see we have a quorum. The meeting will 
- come to order. ‘ 

4 Today we have with us Dr. Cameron who needs no introduction at all to 
) any of you; he is here as deputy minister of national health of the Department 
' of National Health and Welfare and has been kind enough to leave another 
meeting which has been going on for some time so that he could appear before 
us at our request. 

We will deal particularly with paragraphs 72, 73 and 74 which appear 
on pages 45 and 46 of the 1963 report. Pursuant to our usual practice, I will 


ask Mr. Henderson to comment first of all on paragraph 72, after which I will 
eall on Dr. Cameron. 


Mr. A. M. HENDERSON (Auditor General): Thank you, Mr. Chairman. 
Paragraph 72 of my 1963 report dealing with hospital construction grants deals 
“with a subject mentioned in the previous year’s report, 1962, under paragraph 
_ 85 which likewise was left for this discussion. 

_ What we have suggested in these two comments is that because of the 
nature of the construction grant program—the fact that long term planning 
is involved—it should be on a period of years basis rather than dependant on 
annual appropriations. I then point out the difficulties encountered in trying 
to finance the program from year to year. For example, I note that although 
an appropriation is intended to provide for commitments coming in course of 
payment during the year, 1962-63 was the third consecutive year in which 
insufficient funds were available to meet the federal government’s obligations 
under the program and as a result substantial amounts of unpaid claims had 
to be carried forward. 


It is noted that the Glassco Commission in volume 3 of their report, page 
209, recommended that: 


The present reporting and accounting requirements for health grants 
be reviewed and simplified, and consideration be given to placing health 
grant programs, of which the hospital construction grant was one, on a 
period-of-years basis. 


Perhaps Mr. Cameron might care to comment upon this procedure, Mr. 
Chairman. 

The CHAIRMAN: Yes. Dr. Cameron, any statement you have to make would 
be appreciated by the committee. 

Dr. G. D. CameEron (Deputy Minister, Department of National Health and 
Welfare): I should preface any comment of mine by saying that the situation 
has gradually developed since the inception of the grant program. I should 
also point out that the method we are using to finance our contributions to 
h ospital construction is as we have been directed to do it by our ministers. In 
her words, it has been government policy that we have been following. The 
fact that we are supporting construction of hospitals means that we are obliged 
make commitments well in advance, months, sometimes years in advance 
e actual completion of construction. The building of a large hospital may 
un over two years and possibly into three years. The commitment of the 


— 
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government has been for five year periods. The current commitment under 
which we are operating is a promise of $20 million a year approximately for 
five years ending in 1968. 

In making commitments to provinces, approving the project of a province, — 
our purpose is to ensure that the funds would be made available, if annual 
appropriations are voted, and that there will be sufficient coming to that 
province to meet the commitments which we make in any current year, as 
pointed out, but in a five year period. Now, this is the way we have done it 
and I really cannot say much more than that. 

The CHAIRMAN: Thank you, Dr. Cameron. Are there any questions on this 
subject? q 
Mr. McMiLuan: You say you receive $20 million in five years, according 
to the rate you are going now? 

Mr. Cameron: No. I did not say that. 

Mr. McMuituan: Is there any allocation of money for these grants in the | 
provinces? 

Mr. CAMERON: Yes. 

Mr. McMruuan: I mean each year, going back to the $100 million in ex- 
cess? 

Mr. Cameron: As to the current year. 

The CHairMAN: Are there any other questions? If not, might I ask you 
this: As I understand it, you promise $20 million a year; this is promised 
by the federal government to an aggregation of all the provinces, and it would 
be a total of $100 million in five years. . 

Mr. CAMERON: Yes. 

The CHAIRMAN: I suppose what happens is that the provinces involve them- 
selves in hospital construction, and if they would limit it to their proportionate 
share of the total of $100 million in any one year, it would be all right. But > 
sometimes they go a little faster than would be expected, and then you” 
become faced with this fait accompli, a request for funds and grants over and | 
above what your undertaking has been. Is this about the size of it? 

Mr. Cameron: I think that the different provinces appear to handle it 
differently. In some provinces they simply go ahead with their program, and 
they make payments to actual constructors of hospitals, to owners of hospitals, » 
and collect from us as they go. In some cases where they cannot collect from 
us what appears to have been promised, then they protest. I do not know if. 
I have answered your question. "| 

The CHAIRMAN: Yes, I think I understand your point. 

Mr. Francis: Might I ask Dr. Cameron if there is any instance of a sub- 
mission by a province, which appeared otherwise to be in order according to 
the rules, being turned down on the grounds of lack of federal funds? 

Mr. CAMERON: Yes. In respect of two provinces I think we are just about 
at the end of our run at the present time. 

Mr. Francis: Perhaps I could put the question another way. Is it not 
basically a matter of timing? Say, if a province should be over in its quota 
or allotment in any particular year could not the same project be resubmitted 
at the beginning of the next fiscal year? 


Mr. CAMERON: Yes. i 


ag 

Mr. Francis: I can appreciate the problem of timing, but have there beet 

any instances of such projects failing to receive federal grants after being 
constructed? 
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Mr. CAMERON: No. 


Mr. FRANcIs: Of course, I am referring to such projects which have fallen 
within the rules. 


Mr. CAMERON: Yes, I understand, and the answer is no. 


Mr. McMiuuan: I understand that some hospitals use an amount less than 
their allocations. 


Mr. CAMERON: Some provinces. 

Mr. McMiLuan: Yes. And, you do not exceed $20 million in any year. 

Mr. Cameron: I hope Mr. Henderson will come to my rescue in this regard. 
I am sure we are staying within the amount promised, having regard for 
the five year block. 

Mr. Francis: Of course, there may be a few delays. 


Mr. CAMERON: Oh, indeed. There are days caused by resubmissions, put- 
ting it off and so on, but I think we are within the amount. 


Mr. SoutHAM: May I ask Dr. Cameron in respect of this $20 million a 
year or $100 million for five years how the department attempts to allocate 
this money between the provinces? Is it on a per capita basis or is some other 
formula used? 


Mr. CAMERON: There is a basic amount, although I do not recall exactly 
| what it is, and all our health grants are on this basis. As I say, there is a 
basic amount to all provinces and then the remainder is allocated on a per 
capita basis. This is done to ensure that a reasonable sum is available to the 
very small provinces. 


Mr. CarpirF: Is there any excuse for over-expansion in respect of any 
one province building more than it is supposed to under the allotment? 


Mr. CAMERON: Well, Mr. Chairman, these allocations of funds are not done 
on the basis of what we regard as an adequate number of beds in a province. 
This is one of the criticisms of this method of supporting hospital construc- 

'tion. The policy has been to offer the same amount on a per capita basis, 
roughly speaking, to each province and not taking into account the number 
of beds per thousand already existing in that province. 


| Mr. CarDiFF: It states in paragraph 72 that one province was in excess 
' $2.1 million, whereas the other seven provinces were behind $1.3 million. In 
the one case there was over expansion and in the others the reverse. 


h Mr. CaMERON: Of course, there has been a very rapid development in 
| Quebec. 

Mr. Francis: It is catching up for a lack of development in previous years. 
Mr. CAMERON: Yes. They have their proportion, the same as the rest. 


Mr. HENDERSON: Could I ask Mr. Douglas to add something to this. He 
is responsible for this phase of the work and is very familiar with it. 


Mr. J. R. Douctas (Audit Director, Auditor General’s Office): There is 
One point that should be clarified, namely the distinction between $2.1 million 
and $1.3 million, which is mentioned in the note. 

|) The $1.3 million of unpaid claims arose because the appropriation for 
‘the year was not sufficient to meet all the matured commitments in respect of 
projects completed in that year. In other words, you might say, there is a 
‘technical overspending of the vote for that year, $1.3 million in accounts pay- 
able, you might say, had to be carried into the next year before being paid. 


ie | In the case of the $2.1 million, this is a matter which under the present 
{practice or procedure the federal government has not had control over, and 
‘it simply means that one province goes ahead with its construction program 
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knowing full well that the federal contributions cannot be made in the pres- 
ent year and that they must wait until subsequent years for payment. That q 
is principally the distinction between these two situations. é 
Mr. Harxness: As I understand it, the Auditor General is suggesting that 
there should be an over-all limit for the five year period on the amount of 
money available under this program. Now, Dr. Cameron has said that there is | 
an over-all limit, which would be $100 million for the five years. But, that is 
not a statutory limit or anything of that nature, I take it; it is a sort of under- — 
standing. Am I correct in that respect? 
Mr. CamMERON: It is a declaration of policy by the government; it is not 
statutory. 
Mr. HarkNeEss: Well, your point, Mr. Henderson, is that it should be — 
statutory. Am I correct in that assumption? j 
Mr. HenpERSON: Yes, we think it would make for more effective control © 
of spending, if the whole thing is planned on a five year basis, were parliament — 
to acknowledge the total commitment even if it is only going to vote $20 million © 
a year annually for each of the five years. 
Mr. HENDERSON: In other words, it is pointing out a matter in respect — 
of the form of the estimates rather than anything else. 
Mr. HENDERSON: Yes. I would like to suggest, if the proposition commends | 
itself to the committee, that this is something the treasury board could take 
into consideration in respect of this whole area of program budgeting. You 
might recall, when we discussed the form of the estimates, one of the points 
I made was there should be a declaration and notification of all commitments 
over the next five years or so because in many cases today we have a five 
year program. A clearcut statement of what these commitments are in the 
estimates would add to your sum total of information; in this way you would 
be able to see what is the sum total of the commitments, 
If you feel, in the light of the explanation Dr. Cameron has given, that 
this is reasonable and that parliament would thus have a more effective 
control, then perhaps it could be grouped in with the program of budgeting 
approach which treasury now has under way. We could tie both together. As 
you know, Treasury Board is examining the four departments with a view 
to introducing this type of program of program or project budgeting as distinct 
from budgeting or estimating by objectives. This is one of the Glassco financial 
management recommendations. It is part of that. I think if the committee 
believes there is merit along these lines this approach might be considered. — 
Mr. StTENSon: Mr. Chairman, I am new on this committee and this 
question may have been asked. How is the allotment set up for each province? 


. 


Mr. CAMERON: There is a basic allotment to all provinces and then it is 
per capita. This applies to all our health grants. i 


Mr. STENSON: Would a poor province receive more on the basic allowance 
than would Ontario? 


Mr. Cameron: Only if it is a small province. What I am getting at is 
that it is in proportion. All provinces receive a basic grant. A small province 
does better under that than a big province; but from there on it is on a per 
capita basis. 


The CHAIRMAN: Are there any further questions on this paragraph? If 
not, we will pass on to paragraph 73. a 


73. Indian hospitals and hospital insurance. Section 5 of the Hospital - 
Insurance and Diagnostic Services Act, 1957, ¢c. 28, requires every pro 
ince to agree to make insured services available to all residents of t 
province upon uniform terms and conditions. When hospital insuran 
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was discussed by the 1956-57 special committee on estimates, and later 
when the relative bill was debated in parliament, it was made clear 
this would oblige the provinces to provide insured services for Indian 
as well as other residents. 

Indian and northern health services of the Department of National 
Health and Welfare has been providing these services to Indians and 
recently the volume of general treatment has increased as_ hospital 
facilities previously used for tuberculous Indians became available for 
general treatment. 

The hospital insurance agreement with the province of British 
Columbia included the three Indian hospitals in the province, in recogni- 
tion of their role in providing general hospital care to Indians. The prov- 
ince, however, has insisted that the agreement is subject to an earlier 
understanding that the province will only pay for care in Indian hospitals 
if no general public hospital accommodation is available. Thus, the 
province has refused to pay Miller bay Indian hospital for insured services 
to insured residents when accounts are not accompanied by a certificate 
from the nearby Prince Rupert General hospital that they had no 
accommodation available. While the province may wish to promote the 
integration of Indians and the general population, financial considerations 
appear to be paramount. Under the agreement the province pays prac- 
tically the full operating costs of the Prince Rupert General hospital 
whether its beds are used or not, but for hospitalization in the Indian 
hospital the province pays only for the beds used. 

In the calendar year 1962 the Prince Rupert General hospital’s aver- 
age occupancy was 95 per cent of its rated capacity of 88 beds, while 
the Miller bay Indian hospital’s average occupancy was only 60 per 
cent of its rated capacity of 70 beds assigned to general care. The occu- 
pancy rates appear to reflect the province’s policy of using this Indian 
hospital to provide stand-by facilities for the general hospital. 

The 1962-63 public accounts show the operating costs of the Miiler 
bay Indian hospital at $73,000 and about half of this amount could be 


regarded as related to general care. Revenue received from the province’s . 


hospital insurance plan, as an offset to the cost related to general care, 
amounted to only $14,000 or about 4 per cent of the federal expenditure, 
The failure to recover a larger share of costs at the Miller bay Indian 
hospital is explained by the fact that (a) the province will not pay for 
insured patients at the Indian hospital unless accommodation is not 
available in the general hospital, (b) per diem rates set by the province 
are below actual cost (and also below the corresponding rates in the 
Prince Rupert General hospital), and (c) the province deems some of 
the care given insured patients unnecessary, and will not pay for it. 
Thus, notwithstanding the fact that general care includes uninsured 
chronic and custodial care, it seems evident that Canada is bearing costs 
it was intended that the provinces assume under the Hospital Insurance 
and Diagnostic Services Act. 


Mr. HENDERSON: Paragraph 73 deals with Indian hospitals and hospital in- 
nce. As you will have noted here, it is concerned with what to us appeared 


to be the inadequate recovery of costs from the province of British Columbia 
under the hospital insurance agreement for insured services to Indian patients in 


a 


e Miller bay Indian hospital. There are three reasons for this. First of all, 
he refusal of the province to accept accounts for the treatment of Indians un- 
“0 


less accompanied by certificates from the Prince Rupert General hospital that 
accommodation was not available there. 
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The department considers this restriction to be contrary to the agreement, 
but the province insists that the agreement is subject to an earlier under- 
standing to the effect that the province would pay only for care in Indian 
hospitals if no general public hospital accommodation were available. Secondly, 
the per diem rates set by the province for Miller bay are below those for 
hospitals other than federal hospitals in British Columbia that are comparable 
in respect of size, facilities, standards of service, and location, for example, — 
the Prince Rupert General hospital. Finally, the province deems some of — 
the care given insured patients unnecessary and will not pay for it. . 

I believe there have been developments subsequent to the appearance of 
this note, and perhaps Dr. Cameron might outline them to the committee. 

The CHAIRMAN: Yes, Dr. Cameron, would you bring us up to date on this © 
and give us your views? 

Mr. Cameron: Mr. Chairman, this has been a thorny business between the — 
British Columbia Hospital Services Commission and the department for some 
years. Miller bay is not very far from Prince Rupert; it is a wartime hospital | 
which we took over at the end of the war. We care for a variety of patients — 
in this hospital. If I may deal with the last point made by the Auditor General - 
first, that is that we keep people and do things in our hospitals which they ~ 
do not contemplate in their hospital system; I can only say we do indeed. We 
have long term chronic cases; we have people who must be looked after simply 
because they are convalescent and there is no place else for them to go. In 
our arrangement with the hospital commissions in various provinces, we have 
made an allowance for this. We ask them to pay only in respect of active 
treatment such as they would pay for in their own hospitals. 

As stated here, we do not accept that there was any undertaking that 
we would take only the overflow from the Prince Rupert General hospital. | 
However, I am very glad to say at the present time that this is all past history. 
Last spring I met with the senior officials of the Hospital Services Commission 
in British Columbia at which time we made an arrangement that they would 
honour our accounts for so many hospital days per year at Miller bay. We 
have made our calculations and feel that this is a reasonable offer and we have” 
accepted it. This is in respect of ongoing care of patients. Included in the 
agreement is an undertaking that the Hospital Services Commission would pay 
the outstanding accounts which have been accumulated and which we were 
pressing them to settle. 7 

Another feature of this which has had a part in our thinking about it 
is the fact that we hope to close Miller bay hospital when it is practical and 
possible. We may not close it but perhaps change the nature of it. However, our 
general over-all policy is to discontinue these hospitals and use the normal 
community hospitals for our patients wherever that is practical. I anticipate 
that the application of that policy to this situation should come about before 
many years pass. : | 

The CHAIRMAN: Thank you, doctor. Are there any questions on this 
paragraph? mi 

Mr. Hates: I gather, Mr. Chairman, that it is pretty well solved to the © 
satisfaction of both parties. 
Mr. Cameron: It certainly is solved to our satisfaction and that of the 
hospital commission of British Columbia. 
Mr. Hates: Now that British Columbia has lots of money they will be 
able to pay up their back balance. q 
Mr. Francis: I presume the Auditor General is aware of the new arrange: 
ments. Has he any further comment? 


Mr. Henperson: No, we have not. We have not examined the detailed 
arrangements as yet; it is coming under audit review in the now current fiscal — 
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year. However, it appears to me this may be a satisfactory answer to the 
problem and I am grateful to Dr. Cameron for the explanation. 


The CHAIRMAN: We hope it will not show up in next year’s report. 
Mr. FRANCIS: Obviously it will not be as serious. 


The CHAIRMAN: If there are no further questions, we will pass on to para- 
graph 74. 


74. Improper authorization of use of a government-owned automo- 
bile. An employee of the Department of National Health and Welfare 
took a course at a university in a city some 150 miles away from his 
home. He was granted “educational leave” pursuant to section 73 of the 
civil service regulations and the treasury board authorized payment 
of a non-accountable allowance equal to full pay, tuition fees of $250, 
and actual return transportation expenses (which the department had 
advised would be about $20). In addition, a subsistence allowance at 
the rate of $175 a month was approved, retroactively, after the course 
terminated. 

While on this leave, the employee was permitted to continue to use 
the crown-owned automobile which had been provided for the perform- 
ance of his duties. The automobile was used by him to travel between 
the university and his lodgings and to return home on week ends, with 
all running expenses being charged to the government, by means of 
credit cards, for a total of approximately 4,500 miles. 

In view of the fact that (a) the employee was permitted to use 
the vehicle and (b) it was not made clear to him that he was on leave 
without pay rather than on official duty, the department has advised 
us that they will not take action to recover from the employee the 
costs resulting from the use of the vehicle (see also paragraph 93, “edu-: 
cational program costs”). As a result of our drawing this matter to the 
attention of the department, we understand that administrative changes 
are being made to prevent a recurrence. 


Mr. HENDERSON: Mr. Chairman, members of the committee will recollect 

that they did take note of this comment at the time Dr. Davidson was the wit- 
-hess before the committee when we were discussing educational leave taken 
pursuant to section 73 of the civil service regulations. You will remember it 
was explained how officers of the public service are given educational leave, 
_ hon-accountable allowances, tuition fees paid, and so on. 
I believe your sixth report which was tabled the other day recorded 
_ your view that the total cost of this educational leave should be shown all in 
one place in the public accounts. If this is done in future issues of the public 
‘accounts the sum total of this type of expenditure will appear in one place 
“Tather than appearing individually under salaries, and the other expense 
- categories. 

With reference to paragraph 74, there is very little I can add by way of 
clarification to what has been said in the note itself. It is a question involving 
improper authorization of use of a government-owned car. Dr. Cameron was 
kind enough to write me a letter about this last spring explaining how this 
irregular use of the vehicle came about and the remedial action the depart- 
ment has taken. I do not know whether the members would wish to spend 
any time on this comment, Mr. Chairman. I have Dr. Cameron’s letter here, 
and I would be happy to place it on the record, if you wish. 

Mr. Tarpir: How does an employee get this kind of privileged treatment; 
Who is he a friend of and what happens to the man who approves a thing 
like this? Does the man who approves a thing like this get fired, and if not, 
why not? 


— 
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Mr. HENDERSON: I think that is a question that Dr. Cameron might be 
prepared to speak to. 

Mr. Tarpir: I do not know whether or not I am right, but this looks like 
gross abuse on the part of the man responsible for granting this permission. 

The CHAIRMAN: We might ask Dr. Cameron to speak to it, and then we 
might consider adding to the record by placing the letter on the record later. 

Mr. Cameron: Mr. Chairman, I think the correct interpretation of this 
mistake is failure in our administration; this should not have been done. 

Mr. Tarpir: Was this fellow related to the chap who said yes? 

Mr. CAMERON: No. 

Mr. TarpiF: Was he married to his daughter? 

Mr. Cameron: No. I think, Mr. Chairman, this is a straight case of failure 
of our administration to catch this and deal with it properly. 

Mr. Tarpir: But somebody must have given permission for this. 

Mr. Cameron: I think the fellow just went on using the car that was 
assigned to him. 

Mr. Tarpir: The fellow who was his superior did not notice that? 

Mr. CAMERON: That is right. 

Mr. Tarpir: Then we have too many cars. 

Mr. CameErom: I sometimes think that myself, Mr. Tardif, but I do not know. 
In this kind of work involving inspectors, you either provide cars or you do. 
not get these people out on the job. 

Mr. Tarpir: What kind of a course was this fellow taking? 

Mr. Cameron: A course for sanitary inspectors. We are trying to train 
people to do more of the duties which have been done in the past by medical | 
officers and nurses. 

Mr. Tarvir: I know of the system, but surely this fellow received pre- 
ferred treatment. I bet that if a check were made you would find he is related 
to somebody. 

Mr. Francis: How long was the course? 

Mr. Cameron: It was a short course, I think three months. 

Mr. Francis: I wonder whether Dr. Cameron would indicate whether o 
not there is any difficulty encountered in recruiting persons for employment as 
sanitary inspectors at this stage, especially in outlying areas? 

Mr. CamMeERON: This is a difficult area. You very seldom can recruit the 
type of person you want for this job. You have to recruit the best you can and 
do some training. These people do not exist already trained. 

Mr. Recan: Dr. Cameron, was this person taking the course as a result 
of a directive from the department? 

Mr. Cameron: It was as a result of an arrangement. 

Mr. Recan: In other words, the department wanted him to take the course? 

Mr. CAMERON: Yes. 

Mr. REGAN: It was not his idea? 

Mr. CamERoNn: It may have been his idea when he joined us, but that is 
not the point; the point is, the course was given not to please him but to ac 
commodate us. ; 

Mr. ReGAN: What I am trying to determine is, what is the regulation that . 
was abused? Was he entitled to be paid for transportation back and fort 1? 
Actually, the only transportation he charged was the gasoline used by the 
automobile. Is that accurate? 
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Mr. Douctas: Yes, this is true; the operating costs of the automobile, 
_ the use of the automobile. 


Mr. REGAN: Would not his transportation cost have been as expensive 


a or more so had he not used the government vehicle and the government would 
_ have been responsible for those costs? 


" Mr. Douc.as: Of course, a lot of the travelling he did was unnecessary. 


Mt Mr. HENDERSON: He was attending a course at the University of Montreal 
_ and yet clocked up 4,500 miles. 


Mr. REGAN: Where was he stationed? 
Mr. HENDERSON: In Ottawa. 


Mr. Recan: How long was the course? Perhaps he commuted every 


. 


e day. ; 
i; Mr. TarpiF: Is this the only case of this kind, or are there others who are 
doing this? 

Mr. HENDERSON: Apparently the course was 11 weeks. 


Mr. REGAN: He only made 300 miles a week, and that is only one return 
trip a week. 


An hon. MEMBER: 400 miles. 

a Mr. CAMERON: It certainly is not our policy that people taking courses 
in this way travel around the countryside in marked government cars. I can 
assure you that everybody is looking for this now. We have made the mistake 
e Once: 

Ss Mr. Tarpir: I think what everybody should be looking for is the fellow 
i who permitted this to happen. 
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tN Mr. Hates: Is this person who was given the training course employed 
- now in the department? 


i Mr. CAMERON: Yes. 

i Mr. HALES: Who was responsible for approving these expenses; would it 
_ be the comptroller of your department? 

if Mr. CAMRON: Yes; the expense accounts would come in through the 
- accounting system of the department, the office of the departmental secretary. 
: Mr. HALES: What disciplinary action was taken when you found this out? 
ig Mr. CAMERON: Well, it was not directed to accounts; it was directed to 


_ the superior officers where the man was working. 
Mr. Haues: Did the conscience of this chap who was given this time off 
_ to take this course not tell him he had no right to a government car; what 
_ explanation did he give for using a government car? Did he appear before you, 
|| Dr. Cameron? 
i Mr. CAMERON: No, he did not. 
Mr. HALES: Whom did he appear before? 

Mr. CAMERON: His own superior officers; but it was not felt by us that 
“he was the one at fault; it was the administration, the people senior to him 
| who allowed this thing to happen. We did not feel that this man himself 
| Was deliberately putting one over. 
Mr. Hates: Have you spoken to his superior officers in this matter? 
Mr. CAMERON: At a higher level, yes. 
Mr. Rock: Why do you have this sanitary course; in other words, what 
“are the sanitary inspectors doing in your departments; where do they work 
when they do and why do you need these people in this federal department? 
|. Mr. Cameron: They have a variety of jobs that require basic training 
Sanitation. The course at the University of Montreal, at the University of 
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Toronto, and a correspondence course which has been organized by the 
Canadian Public Health Association are the best courses of instruction; they 
are basic courses in sanitation. We have persons working in our public health 
engineering division who are responsible, for example, for the purity and 
safety of water supplies on common carriers. They inspect sewers and water 
supply; they inspect food supply and food distribution. In our quarantine 
section, as I mentioned a while ago, we try to train sanitary inspectors and 
introduce them into the role of quarantine inspectors, that is to say, watching 
the arrival of ships, aircraft, and so on. I am sure there are other tasks that 
we have in the Indian health services as well. 


Mr. Tarpir: I do not know if I understand this well, but I presume that 
while this fellow was out taking this special course, he was paid. Do you 
know what his rate of pay was? 


Mr. CAMERON: No. 
Mr. Tarpir: He would be making a least $3,600 as a minimum. 
Mr. CAMERON: I would think so. 


Mr. Tarpvir: He would probably be making $4,200; and if my calculation is 
right, it cost close to $2,135 to send him away for the three months course: 
and you paid him $175 a month for living allowances, $450 for travelling ex- 
penses, and $250 for tuition. If he had gone according to the original agree- 
ment, and received $20 a month for travelling expenses, it would have cost 
you $60 a month, and $450; and if he also had received his salary, it would © 
total up to $2,135 with all these expenses. While it may be necessary to train 
them—and I have no objection to it—might I ask if the department made an 
agreement with this man that he would work for the department for a certain © 
length of time, or was he at liberty to leave the department after being trained 
and take employment somewhere else which would pay him more? 


Mr. Cameron: There is a moral obligation, but you cannot bind a person. — 
I think that is the experience of many agencies which have done this kind of 
thing. 


Mr. Tarpir: Mr. Francis and I have been in civic administration, and it J 
may be that we are a little tougher than people in federal administration; but — 
in addition to the moral obligation we also draw up a contract with them 
and make them responsible for the total cost if they do not serve a certain © 
amount of time, and do not serve conscientiously. Most people who have good 
training are conscientious anyhow. But in spite of that, we draw up a con- 
tract, and we have no trouble at all. Previous to the adopting of this system — 
we used to make an agreement which was verbal, on the man’s honour, be- 
cause he had a moral obligation. But 99 per cent of the time we did not succeed. 
The reason for the decimal there is that there is a fellow who still owes us for 
three months. Perhaps the committee would agree that we have to do some- — 
thing further than merely to rely upon a moral obligation; we have to draw 
up a contract and make them responsible for the past if they should quit 
before a certain length of time. 


The CHAIRMAN: Perhaps some of the committee members might care to. 
take up the subject of civic education with the city of Ottawa. 


Mr. Tarptr: I am sure you do not want to confuse the issue. But these — 
are some of the regulations we were able to bring about, sometimes against — 
very strong opposition. But we did succeed. n 


Mr. Rock: The city of Ottawa is not a good example. 
The CHAIRMAN: Thank you very much. 
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Mr. McMILLAN: Who decides on the number of cars needed for the de- 
partment? Here is a case where for a period of three months a car was not 
used. Is there a chance of there being too many cars? 


Mr. CAMERON: There is always a chance of that. I think that transportation 
in a lot of our work is a difficult problem. You are torn two Ways in this; 
your inspectors are no good sitting around in an office; and unless you facili- 
tate and make it easier for them to get out, you are not going to get from 
your inspectors what you want from them. If you accept that, and I think 
it is true because it has been our experience, then it is probable that you 
actually do have more cars than are strictly necessary. I think you err on 
the side of having too many. I cannot go beyond that, because I cannot prove a 
word of it. 


Mr. Tarvir: If that is the case, and you admit that we buy more cars than 
are necessary, who is responsible for giving the final O.K. on things like 
that? 

Mr. CAMERON: I am, in advising the minister; and this comes under the 
agency of government which is responsible for supervising or keeping an eye 
on transportation in the government service. 

Mr. Tarpir: There is nobody in your department who is responsible for 
deciding the matter. That type of decision should not all be left to you. There 
should be one person responsible for deciding whether or not the vehicles you 
buy are in too great number or are really necessary. 

Mr. CAMERON: We do not have a transportation officer of the department. 
We do not operate it that way. What we do is to rely on the director of the 
particular service. Under him there is a supervisor of the particular branch of 
the service, and he would make out a case. We do not buy all the cars asked 
for by any means. 

Mr. TarpiF: It is a good thing. 

Mr. CamERON: And even if we felt overly generous, as I have said, there 
are other agencies of government which watch over the total picture. 

Mr. Harkness: Including the treasury board. 

Mr. CAMERON: Yes, including the treasury board. 

Mr. STENSON: Are these cars used by these people on week ends? Are 
they allowed to take them home, or do they stay at the place of business when 
they are finished with them at the end of the day? 

Mr. Cameron: It depends on the area and the job you are thinking of. 
If it is an official using a car here for departmental business in this city, it 
is not available to him. But whether he takes the car home or puts it in a 
public parking lot is often an individual arrangement, because the economics 
of the thing sometimes dictate that the cheapest thing to do is for him to take 
it home and park it there. 

Mr. STENSON: These are all marked cars? 

Mr. CAMERON: Yes, these are all marked cars. And when you come to the 
situation of the public health nurse in the field, she keeps her car with her 
all the time, because she may be out on duty on Sunday or any other day. 
30 there is no simple rule. 

The CuHairMAN: Thank you. 

Mr. HarKNESS: Have you any personnel who use their own cars on a 
nileage basis? 


Mr. Cameron: Indeed we have. 


Mr. HarKNEss: So a considerable amount of your transportation is done 
m that basis? : 
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Mr. CAMERON: Quite a bit of it is; but again, the determination of whether © 
it is done on that basis or whether we provide the car is the combination of the 
wish of the individual plus the kind of mileage and the situation you are © 
dealing with. ‘ 

The CHAIRMAN: Are there any further questions? 

Mr. STENSON: Do they not have to report at any time, or report weekly 
the number of miles that went on their cars? 

Mr. CAMERON: There is a report kept on the use of the cars by the heads 
of the various branches in the department. We have a full report of them. 
It is the sort of thing you require before a replacement for example is author- — 
ized. 

Mr. Stenson: I understand that some provincial government employees 
may take government cars home when they are charged a certain rate per 
month, and that this entitles them to use the car for their own personal use. 
I know that Manitoba has a system like that. 

Mr. Cameron: All our cars are prominently marked with the department | 
insignia, and Canada, with the coat of arms and so on. They are government 
cars. } 

The CHAIRMAN: Are there any further questions? If not, we are happy to 
excuse Dr. Cameron. We are very happy to have had him here today. The 
deputy minister is absent from a meeting on mental health and retardaGenal 
This is not a clinical study. He is here legitimately. Thank you very much, 
Dr. Cameron, we appreciate your being here today. 

Now gentlemen, we have some time ahead of us, and there are a num-— 
ber of smaller items which Mr. Henderson might deal with at this time, 
and which do not require the presence of other witnesses. I am thinking of 
item No. 49. But before that, is it agreed that the letter from Dr. Cameron to 
Mr. Henderson, the Auditor General should be filed and printed as an appendix 
to today’s proceedings? 4 

Agreed. 


Now turn to paragraph No. 49. We hope that Mr. Castonguay will be with 
us later. 

Mr. HENDERSON: I might explain to the committee that thus far in the de 
liberations of the committee this year you have tackled up to paragraph No 
49 in the 1963 report, and you have also tackled quite a number of items 
subesquent to that. So we have marked down this, beginning at paragraph No. 
49 with which you have not yet dealt, and this in fact represents the workload 
from here on to the completion of the work of the committee. 

The first of these is paragraph 49 in the 1963 report. It deals with general 
election expenses wherein, running through page 24, excess expenditures of 
one kind or another were made. I believe that you have under consideration 
inviting Mr. Castonguay to appear before you as a witness to explain these 
over-expenditures. Therefore, is it your wish that we skip this for the moment, 
if that is going to be done? 

The CHAIRMAN: We have not made a firm date as yet, bearing in mind the. 
redistribution bill. But we are hoping to be able to fix a date shortly. I think 
we will have him here to deal with this particular paragraph. Shall we ste 
it at this time? 

Agreed. 


Mr. HENDERSON: The next one which comes forward from paragraph 49. 
is paragraph 51: | 


51. Reporting for counterpart funds by recipient countries. In pre- 
vious reports references were made to amounts that had been spent oU 
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of funds appropriated by parliament for the purchase of commodities 
supplied by Canada, in accordance with agreements with the recipient 
countries requiring that the commodities be sold or otherwise distributed 
and that “counterpart funds” be set aside by them for subsequent use 
in connection with agreed economic development projects. All of the 
agreements further require that the recipient countries from time to 
time report the position of their counterpart funds accounts to the 
government of Canada and, in addition, certain of the agreements 
require that these reports be certified by the:auditors general of the 
recipient countries. 

As of March 31, 1963 a total of $197,752,000 had been expended on 
commodities calling for the establishment of counterpart funds, including 
$17,576,000 expended during the year under review. With respect to 
those agreements requiring that the auditors general of the recipient 
countries certify the position of the counterpart funds accounts, a total 
of $193,893,000 had been expended by the government of Canada and 
the situation as regards certification was as follows: 


Certified by auditors general of recipient 


COUT Tenseran Ne opeL been! 8 See) een $ 154,159,000 
Reporedamut notccertified «20.40.4004 .4 es . 19,047,000 
Unreported—previous years’ expenditures .. 3,261,000 
Unreported—1962-63 expenditures ........ 17,426,000 


$ 193,893,000 


With respect to those agreements which do not call for certificates of 
the auditors general of the recipient countries, a total of $3,859,000 had 
been expended by the government of Canada and the situation as regards 
reporting was as follows: 


Reported by recipient countries .......... $ 3,249,000 
Unreported—previous years’ expenditures . 460,000 
Unreported—1962-63 expenditures ........ 150,000 

$ 3,859,000 


Another requirement of all the agreements with the recipient coun- 
tries is that expenditures out of the counterpart funds on agreed 
economic development projects be reported by the recipient countries and 
certified by their auditors general. At the time of our examination in 
October 1963 this information was not completely available and the 
external aid office was to determine the extent to which these certificates 
have been received. 


The committee recommended in 1961 that efforts be made by the director 
eneral, External Aid, to obtain from the various recipient countries, on a 
reasonably current basis, the audit certificates called for by the agreements 
tered into by Canada with the recipients and requested the Auditor General 
© report on the results in due course. 

_ This was the situation the committee had before it on November 22 last 
ear when the director general of external aid came before the Committee to 
liscuss the matter (see pages 141-147 of the evidence). 

Mr. Moran explained to the committee at that time how some of the under- 
eveloped countries had difficulty in keeping track of requirements of this 
n. He said that his office had itself not had much difficulty in reconciling 
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its figures with those reported by the recipient departments of overseas 
countries receiving material aid and that the situation was much improved 
at March 31, 1963 when auditors’ certificates had been received for $154,159,000 
out of a total of $197,752,000; in other words something like 80 per cent of 
the funds reported. These figures are shown in paragraph 51 on page 25 of 
my 1963 report. 

If you add them all together you will have a total of $197,000,000 of aid, 
and we have received audit certificates on only 80 per cent, namely, 
$154,000,000. The situation at March 31, 1964 showed something better than 
this 80 per cent level. In fact, I could report that it is closer to 90 per cent at 
that date, and this we regard as a fairly favourable achievement. But unless 
you care to have me give the precise figures, I will be happy to put this state- 
ment which I have into the testimony. It is prepared in precisely the same 
manner as it appears on page 25 in front of you, that is to say, one year later. 

The CHAIRMAN: This would bring it up to date. 

Mr. HENDERSON: Yes, this would bring it up to date. So might I suggest, 
without further ado, that this be done. I said in our examination a year ago 
(see page 25, 1963 A.G’s. report as quoted) that this information was not 
completely available and the External Aid Office was to determine the extent 
to which these certificates had been received, but it is now dealt with in 
the material which I would be happy to put into the record. 

The CHAIRMAN: Does the committee agree that this be taken as read and 
inserted in the record at this particular point of the proceedings? 


Agreed. 
Counterpart Funds 


Mr. HENDERSON: The statement follows: 


As at March 31, 1964, a total of $218,846,247 had been expended | 
on commodities calling for the establishment of counterpart funds, in- 
cluding $21,094,000 expended during the year under review. With respect 
to those agreements requiring that the auditors general of the recipient 
countries certify the position of the counterpart funds accounts, a total 
of $214,096,247 had been expended by the government of Canada and 
the situation as regards certification was as follows: 


Certified by auditors general of recipient 


PUSIATRETIE Sot ce Ck cd weet hie nur amiga ges estos $191,355,000 
Unreported—previous years’ expendi- 

TITAS s.r ete Se atte eels Poin a Simeay went 2,397,247 
Unreported—1963-64 expenditures .... 20,344,000 


$214,096,247 


With respect to those agreements which do not call for certificates of the » 
Auditors General of the recipient countries, a total of $4,750,000 had 
been expended by the government of Canada and the situation as regards | 
reporting was as follows: 


Reported by recipient countries ........ $ 3,390,000 

Unreported—previous years’ expendi- 
HUES ING OA ae atciag hic Sorc ace Une ee 610,000 i 

Unreported—1963-64 expenditures ..... 750,000 


$ 4,750,000 


PUBLIC ACCOUNTS 1029 


Another requirement of all the agreements with the recipient coun- 
tries is that expenditures out of the counterpart funds on agreed eco- 
nomic development projects be reported by the recipient countries and 
certified by their auditors general. In this connection, certificates have 
been received as at March 31, 1964, covering expenditures out of coun- 
terpart funds which total $32,089,428. 


Mr. HALES: There is nothing here for us to go into? 
Mr. HENDERSON: I think not. 


Mr. McLean (Charlotte): I was amazed to read in the reports of the 
_ European Economic Community that interest was charged on a lot of this aid 
in these countries, and there was about $2 billion of aid outstanding on which 
interest had been charged and that these countries were finding it hard even 
to get enough money to pay the interest on the aid. I wondered if Canada 
received any of it. 
Mr. HENDERSON: I do not believe any interest was charged on our aid, but 
I would be glad to look into it. 


Mr. FRANCIS: I wonder if that relates to loans from a bank? 


Mr. McLean (Charlotte): They called it soft and hard; they are all tied 
up together. 
| Mr. HENDERSON: Yes, the word soft connotes a very long term loan so as 
_to make repayment easier, and because it is a long term loan there is a very 
low rate of interest. I cannot say the extent to which Canada has made such 
loans. But I do know that they are being made. What sort of investment it 
represents to the lending country, I would not know. But there is interest 
charged rather than making it a straight give away. It is the next degree 
easier. 
. Mr. McLean (Charlotte): The two go along together, and when you say 
soft loan and hard loan, are these all tied together in the one package? 


Mr. HENDERSON: There are no loans in the figures we have here in discuss- 
ing external aid. These are for external aid by Canada in respect of which. 
counterpart funds under the agreement have to be set aside to be spent in the 
countries concerned. We are talking about the difficulty Canada had in getting 
verification through official channels of these counterpart funds. 

Mr. McLean (Charlotte): It was stated in the article that the United 
States received about one per cent, and that England and France received 
about five or six per cent. 

Mr. HENDERSON: It would be quite interesting to run this down. With your 
Permission we would be glad to do so, and give you a note on it at a later 
‘Meeting. 

; The CHarRMAN: Yes. Are there any more questions? 


Mr. Haues: It would appear from your observation that the external aid 
Office is doing a much better job now than it did previously in getting these 
certificates? 

Mr. HENDERSON: That is what we feel. It was not a matter that we raised 
lightly at the time, because this could be an embarrassing situation for Canada 
to be pressing for these certificates. 
Mr. HaLEes: What are your views on those which are reported as not 
certain? 
_ Mr. HENpERson: Well, perhaps I could give you a few notes as to the 
procedure. When Canada receives a request for goods, they are purchased in 
Canada and delivered at seaboard with the receiving country paying all the 
Shipping costs involved. The receiving country then sells the goods to con- 
sumers at home. The local currency obtained from those sales is earmarked to 
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become what are known as counterpart funds and these moneys are then used — 
for the purpose of economic development on projects in the recipient country 
as agreed upon with Canada. In other words, Canadian consent to the use of 
these funds for that purpose has to be obtained. This means there are two 
stages so far as accounting is concerned. The first stage is the auditor’s certifi- 
cate of the receiving country which states that the local currency derived from 
the sale of the Canadian gift, in fact, has been received. The next stage is the 
commitment of those funds for expenditure on the agreed upon project for the 
country. Accordingly there is always a time lag between shipment of Canada’s 
aid and its accounting by the recipient country under this arrangement and 
the external aid office has to follow through on each shipment. This is not 
always easy, particularly so when it becomes necessary for them to press for 
the certificates, which I must call for as my officers audit the various steps. 
That is why I say.that a 90 per cent achievement is, I think, fair enough. The 
figure you see here represents the ones that have not to date come through. In 
other cases, we may never receive certificates. 

Mr. Hates: It would seem to me that we should have some better | 
system than we have at the present time. ; 

Mr. HENDERSON: So long as Canada is going to require that the auditor — 
generals of the commonwealth countries certify these shipments in this way et 
then, presumably, difficulties can be expected to develop and delays follow. | 

I should have thought possibly there might have been a simpler form of | 
certificate which could be obtained. But, this is the way it was required to | 
be done in the agreements and it is my duty to follow it up and see that they © 
are obtained. The external aid office has gone to a great deal of work to bring © 
the record up to this level, and that is why I say I think it is a pretty fair — 
report under the circumstances. 


Mr. Soutuam: I have a supplementary question to put at this time. On the / 
basis of our experienc in the processes of accounting is this procedure similar 
to what the United States use in accounting its external aid to Latin American 
or other comparative countries? ; 


Mr. HenperSon: Frankly, I cannot answer that. I should be able to do so, 
but in view of my officer, who is responsible for this, not being here this_ 
morning I am not able to say. And, I do not know whether he would know 
the United States practice. I know some of the other commonwealth countries 
operate this practice. ee 


Mr. SoutHam: The reason I put the question is that it has come to o 
attention from time to time that the Americans down south have experienced | 
some difficulty in this area and it is not the kind of criticism we would like 
to have directed toward us in respect of this program. I would hope thate 
we would not find ourselves in that same category. I do agree that the figure | 
of 90 per cent, under this type of auditing program, seems to be a relatively 
good record. . | 


Mr. Henperson: In the whole scheme of things, as you envisage the aid 
going out, the obtaining of the certificate to cover this is pretty minor, and 
it is something that can get pushed off to one side. But, this can be embar- 
rassing. I think Mr. Moran explained to the committee how he had to keep 
getting after them for the certificates. j 


The CHatRMAN: When Mr. Moran was here he explained that one of t = 
difficulties was in respect of some of the new emerging countries, which d 
not have their audit staffs up to the same degree of efficiency as ours. I 
said that one of the problems was the establishment of the Auditor Gener 
staff and, as I say, this is one of the difficulties they were up against. But, 
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Moran said that he was making frequent trips to these countries and the re- 
sults which Mr. Henderson has indicated to us this morning show there has 
been this improvement. 


Mr. McLean (Charlotte): It is my understanding that the United States 
authorities have shipped material and it has remained piled up at the sea- 
port. So, you could hardly obtain a certificate for that. 


Mr. McMILLAN: Directly over what period of time was this $197 million 
odd spent on commodities for external aid? 


Mr. HENDERSON: I am just giving you a quick figure, and I would say 
possibly in the period of about seven or eight years. Dr. McMillan, I would 
like to check that with Mr. Moran after the committee adjourns. 


The CHarrMaN: Are there any further questions on this paragraph? If 
not, we will proceed to the next paragraph, which is paragraph number 62. 


62. Isolation allowances to judges of territorial courts. Consideration 
was given by the Department of Justice in the latter part of 1962 
to the question of paying isolation allowances to the judges of the two 
territorial courts. Initially the view was taken that since judges are not 
in the “public service” within the meaning of section 7 of the Financial 
Administration Act, the treasury board lacked authority under that Act 
to authorize the contemplated allowances and that, as the J udges Act, R.S. 
ce. 159, prohibits the payment to a judge of any remuneration, other than a 
living allowance and moving and transportation expenses, the authority 
of parliament would be essential to the payment of isolation allowances. 

It was accordingly decided that, until such time as it might be re- 
garded as appropriate to seek an amendment to the Judges Act to 
provide for additional remuneration to judges, each of the judges of 
the two territorial courts should be paid an isolation allowance pur- 
suant to an item to be included in the earliest possible estimates. How- 
ever, parliament was dissolved before it had an opportunity to consider 
an estimates item relating to the matter. Nevertheless, with treasury 
board approval, payments of $1,000 were made in March 1963 to each 
of the judges of the two territorial courts, for isolation allowances at 
the rate of $2,000 per annum, effective October 1, 1962. i 


Mr. Henperson: As the Chairman has told you, the next item is para- 
graph 62, which is isolation allowances to judges of territorial courts. This 
appears on page 32. 
| The payments described here cover what was termed an isolation allow- 
ance for two judges, paid with treasury board approval in March, 1963, at the 
rate of $2,000 per annum. We had questioned whether the treasury board 
could authorize these allowances because the Judges Act appeared to us to 
prohibit the payment to a judge of any remuneration of this nature and con- 
sequently the authority of parliament seemed to us to be essential to the pay- 
Ment of these isolation allowances. 

It had been proposed to provide for these payments by an item to be in- 
cluded in the earliest possible estimates, but parliament was dissolved before 
‘it had an opportunity to consider any estimates item which had been prepared 
‘to cover the proposed payments. Accordingly, the treasury board authorized 
the use of the general salaries vote to supplement appropriations of the 
Department of Justice. Since then, with respect to the fiscal year 1963-64 the 
course was followed of including specific provision for these items in supple- 
mentary estimates. 

_ I have discussed this paragraph with Mr. E. A. Driedger, the deputy min- 
ister of justice, since the comment appeared in my 1963 report. He says that 
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while it would have been desirable to have had specific parliamentary authority — 
for the payment of the isolation allowances by means of an amendment to @ 
the Judges Act so as to avoid the necessity of requesting annual appropriations © 
from parliament or, as a temporary expedient, an estimates item specifically — 
providing for the allowances, nevertheless in his view there was no impedi- — 
ment, statutory or otherwise, to the payment of these additional allowances ~ 
to the judges in question. * 

Under the circumstances, I think the members of the committee will be 
satisfied that the matter has been adequately taken care of. 


The CHAIRMAN: Are there any questions or comments? 


Mr. Recan: My only question would be this. Are you satisfied that that 
is the case; in other words, that there is no impediment? 


Mr. HENDERSON: I have been without benefit of legal advisers since last 
May, as you know and, consequently, I cannot express any legal opinion on © 
this thus far. But, Mr. Driedger has given that to me as his opinion. . 


The CHarRMAN: Are there any further questions or comments on this © 
paragraph? If not, we will proceed to paragraph 63. i 
63. Unemployment insurance administration. The Unemployment 
Insurance Act, 1955, c. 50, is administered by the Unemployment In-_ 
surance Commission consisting of three commissioners appointed b 
the governor in council. The administrative expenses of the commission 
are paid out of an annual parliamentary appropriation (Department 
of Labour Vote 50) in accordance with section 10 of the act. These 
expenses amounted to $48,034,000 in 1962-63 compared with $45,935,000 
for the preceding year. Despite a reduction in full-time staff from 
8,941 at March 31, 1962 to 8,726 at March 31, 1963 and in casual em- 
ployees from 1,904 to 1,432 at the respective year-ends, salaries rose 
by $2,242,000, due mainly to a general salary increase granted during 
the year. This, offset to the extent of $285,000 by savings effected in 
the cost of office stationery, supplies and equipment, accounted for most. 
of the net increase of $2,099,000 in administrative expenses during the 
year. | 
In our 1960 report we referred at some length to the broader cover- 

age which had been effected over the years, and the resulting decrease 
in the emphasis on insurance principles recognized when the unemploy- 
ment insurance fund was first established. The public accounts committee, 
having expressed concern over the sharp reduction in the balance of the 
fund at that time, recommended in its fifth report 1961 (paragraph 80): 
“that the entire matter undergo immediate and careful study and 

that action be taken to re-establish and maintain the Fund on a 
basis consistent with insurance principles.” : 

A special committee of inquiry was established by the governor ir 
council on July 17, 1961 to inquire into and report upon the suitability 
of the scope, basic principles and provisions of the Unemployment In- 
surance Act, including its relationship to other social security pro-. 
grams, the measures needed to deal with seasonal unemployment and 
the means of correcting any abuses or deficiencies that might be found 
to exist. The committee’s report was tabled in the house by the Prime 
Minister on December 20, 1962. j 
The committee recommended the adoption of a three-part progra 
support for the unemployed, as follows: (i) an insurance plan to cov 
short-term unemployment with benefits limited to 26 weeks, finance? 
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solely by employer-employee contributions; (ii) a plan, financed out of 
general taxation revenues, to provide extended benefits up to a maxi- 
mum of 39 weeks to persons who have exhausted their insurance bene- 
fits and, subject to certain conditions, to persons whose unemployment 
follows a seasonal pattern; and (iii) an assistance plan to take care of 
residual ‘hard core’ unemployment, applied on a needs-test basis under 
the present federal-provincial unemployment assistance program. 

The committee proposed that the unemployment insurance plan be 
based on insurance principles and to this end it recommended, in part, 
that: 


(a) the plan be extended to cover all but a few classes of employees; 


(b) the present seasonal benefit program be amended so that insur- 
ance benefits would not be paid during any period of unem- 
ployment that, on the basis of a claimant’s personal employment 
record, is shown to be of a repetitive seasonal character; and 

(c) coverage of self-employed fishermen be withdrawn and re- 
placed by a separate plan to be developed under the Department 
of Fisheries. 


The committee also made recommendations designed to lessen 
abuses to which the present plan has been subjected. These included 
the adoption of programs: to provide for more active claims supervision 
and more vigorous follow-up of cases in an effort to identify those who 
are not genuinely seeking employment; to improve interviewing tech- 
niques and procedures as a means of determining the true facts con- 
cerning availability for employment; and to increase the extent of 
post-auditing procedures in connection with claims to bring to light 
possible concealment of earnings. 

The public accounts committee, in its fifth report 1961 (paragraph 
81), recommended: 


“that the Auditor General give consideration to the advisability of 
increasing the scope of his examination of unemployment insurance 
fund transactions in the field.” 


Nothwithstanding our continuing staff shortage, arrangements were 
made to increase the number of offices visited in 1962-63, by curtailing 
other work. 

In keeping with past practice, we reported to the chief commis- 
sioner on each of the examinations made during the year. Prompt at- 
tention was given to all audit observations raised and corrective action 
taken where called for. Briefly, our examinations are designed to test 


_ the adequacy of internal control over the collection of and accounting 


for contributions and other income, the payment of benefits and the 
recording and collection of overpayments. The extent to which adjudi- 
cation of claims complies with the provisions of the act and regulations 
is likewise examined. In appraising the validity of benefit awards, no 
attempt is made by the audit office to verify the accuracy or complete- 
ness of information regarding claimants, contained in the records of the 
commission and provided to it by claimants, employers or others, beyond 
questioning apparent deficiencies in these records. This aspect of the 
verification of claims is carried out by the commission’s own investiga- 
tion-enforcement staff. Although operating at a slightly lower level 
of strength during 1962-63, this staff achieved a slight increase in the 
number of investigations completed over that of the preceding year. 
Notwithstanding this increase, penalties imposed on claimants for 
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false or misleading statements were fewer in number, totalling 20,367 — 
compared with 22,650 in 1961-62, a drop of 10 per cent. 4 
| 


The transactions of the unemployment insurance fund, administered by 
the commission, are reported upon in paragraph 181 of this report. 

Mr. HenpERSON: Paragraph 63 is in respect of the unemployment insurance 
administration. { 

Now, we dealt with this paragraph at the time it appeared during previous 
consideration of this report and I do not think perhaps the members of the com- 
mittee will want to spend very much time on this. In fact, you already have — 
commented on the unemployment insurance fund in one of your reports — 
presented to the house. 

We have followed the practice for the past two years, particularly because 
the unemployment insurance fund has not as yet been fixed up, of saying © 
something about the administration of the commission, the size of its expendi- 
tures and overhead, and also because while we are certifying the financial state-_ 
ments of the Unemployment Insurance Commission as a separate matter there 4 
has still been no change made in the act requiring those statements to be pre- 
pared. In other words, the arrangement has not yet been put on a statutory 
basis, which this committee recommended, as well as the Gill committee of 
inquiry. As you know, that committee made a similar recommendation. 

I would like to ask the members of the committee a question. Does” 
this type of approach to this type of thing commend itself to you in terms of 
showing something of the costs of this sort of administration in a paragraph 
of this type? 

The CHAIRMAN: Are there any comments on this? 

Mr. McLean (Charlotte): Is the expense of $48 million not charged against 
the fund? ; i 

Mr. Henperson: No; that is a separate parliamentary appropriation for 
administrative expenses. 

Mr. McLean (Charlotte): I would think it should have been. ; 

Mr. HenpERSON: The only thing that is charged against the fund is the as-— 
sistance it pays out. It would not have room to pay this. 4 

Mr. McLean (Charlotte): I know it would not, but how do we know how | 
much the fund is costing the taxpayer? 

Mr. HENDERSON: There is a statement in the back of my report as well as in 
the public accounts, giving the full position of the fund itself. There is a cross © 
reference from this which refers to the administration that is being brought to 
it and what this is costing. Elsewhere we show the precise position of 
the fund itself. 

The CuHarrmMAN: Are there any other comments? é' 

Mr. McMituan: Do you spot audit any of the contributions made under 
that fund? 

Mr. HenpERSOoN: Do you mean the disbursements made under it? 

Mr. McMILLAN: Yes. 

Mr. Henperson: I would like Mr. Douglas to speak to that. He carries out 


that work on a test examination basis. 
Mr. DoucLas: Were you speaking of contributions or what was the nature 


of your inquiry? 
Mr. McMruuan: I was referring to benefits paid. / 
Mr. Douctas: Oh, yes, we do, on a cyclical basis. We have a program de- 
signed to cover all the local offices of the commission periodically. We go into 


, 
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_ each local office and we do a percentage test of the benefit payments, paying 
_ particular attention to the actual adjudication of the claim and whether we 
_ feel it is in accordance with the Statutory requirements and the regulations 
of the governor in council. We do the usual cash audit, you might say, of the 
local office, verification of the bank account and so cn. 
Mr. McMILian: Are changes in respect of benefits paid made by resula- 
_tions rather than by legislation? 


Mr. DoucLas: The aciual benefits payments would be by legislation. We 
submit individual reports of each audit we do to the ¢ommission. 


Mr. Hates: Prior to the 1961 meeting of the public accounts committee I do 
_not think the Auditor General’s department was making spot checks of the 
commission. Am I correct in this assumption? 

: 

Mr. HENDERSON: We were asked by the 1961 committee, I think it was. 
to step up, if we could. the frequency of our audits. That was when we had 
the officers of the commission before fhe committee. And, that we did. As 
Mr. Douglas has explained, he is now able to cover more offices, and after 
he has completed the tests that he mentioned the audit findings are referred 
to the chairman of the commission and are checked right out. 

Mr. Hates: Could I ask Mr. Douglas if they have found discrepancies in 
any large amounts, which are serious. in these spot audits? 

Mr. Douctas: I would not say so, Mr. Hales. Of course, we do find 
discrepancies. We disagree with them at times in matters of adjudication. We 
“make recommendations about strengthening their over-all system of internal 
control and so on, but we have not found what you would call any serious 
errors or discrepancies. 


Mr. Hates: As you know, the unemployment insurance offices pay these 
benefits in cash. As a result of this they handle a terrifically large amount of 
money. In our community I think it is every Tuesday that they pay out these 
benefits, and in mid-winter there are tremendous amounts of money handled, 
all in cash. Are you satisfied that paying in cash is the best system? 


Mr. Douctas: Well, actually, there is a change under consideration at 
the present time. Of course. presently payments are made both by cash, and 
Warrant for those who are not convenient to a local office. When they are 
fot convenient to these offices the payments are by warrant. 

At the present time an electronic computer system is being considered. 
It is presently being tried out in Winnipeg, and when all the difficulties are 
ironed out it is expected in due course it will be put in all across the country, 
Which will pretty well eliminate cash payments. 

Mr. McLean (Charlotte): I would like to ask Mr. Henderson this question. 
We all know this is supposed to be an unemployment insurance fund. However, 
is it run as an employment insurance fund? In my opinion, if it was, we would 
Mot have the deficits in the fund which we have. I was wondering whether it 
Was done on an actuarial basis and if you have made any report in respect 
of actual rat holes in the fund with regard to where the money is going. 
Mr. HENDERSON: We brought that before the committee. It was because 
bf the remarks we made in my 1960 report that in 1961 this committee 
brought the officers of the commission before it, and then came out in very 
strong terms pinpointing the rat holes that you mentioned very clearly. And, 
it was shortly after this committee’s report in 1961 in this respect that the 
gill committee actually was formed. If I have not repeated then all again in 
subsequent reports—we have, I think, dealt with them in other paragraphs 
Which you already have discussed—it is because we are standing by awaiting 
some action which this committee has called for in its reports to the house. 
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The CHAIRMAN: One of our reports this year did suggest that. 


Mr. HENDERSON: Yes, I have a separate note here on the unemployment 
insurance itself. At page 143 of this report you will find the whole picture of — 
the fund itself. But, you interest me by the question you put because it might 
be a useful exercise to reiterate some of these rat holes that you mentioned. 
But, as I say, the figures and the financial position is shown at page 143. 


Mr. McLEAN (Charlotte): I notice there is noted a $7,269,000 loss on | 
the sale of securities. Are they in the stock and bond business as well? ; 


Mr. HENDERSON: Well, if you will look at page 144 you will see what — 
happened. They got rid of their investments and how they got rid of them is © 
explained there. This is when they were holding securities and, in this case, — 
they were not saddled with the loss, the Minister of Finance having taken © 
the investments over at par. ; 

Mr. McMILLAN: At par. 

Mr. HENDERSON: Yes. 

The CHAIRMAN: For your information, Mr. McLean, our fourth report | 
dated in July, 1964 set out in paragraph 36, that the committee feels it to be — 
in the public interest that the government’s consideration of the report of 
the committee of inquiry be completed as soon as possible and that the govern- 
ment bring forward such proposals as it may deem necessary to deal with — 
the problems raised by the reports, which are the same problems you mentioned, 
Mr. McLean. 

Mr. McLean (Charlotte): Is there any real reason for them to go into 
the securities business? Can they not do double entry bookkeeping? q 


Mr. HENDERSON: Well, that would not absolve them from absorbing the 
loss. 
Mr. McLean (Charlotte): I know that. 


negotiable securities guaranteed by the dominion of Canada, and I think they 
were dominion of Canada bonds and Canadian National Railways bonds, 
and as they needed money they would liquidate them, as a result of which they | 
took some substantial losses. 

They remained in that position through the end of 1962. Now, in the year | 
you are seeing there they had to take a loss of $7 million. The following year 
it was only $632,000. As I said, these investments were taken over at the 
book value by the Minister of Finance in the year 1962-63, and they are no: 
longer in such a vulnerable position. They were heavy traders in the market. 


Mr. MacLean (Queens): Why should they not keep out of the market 
and simply owe the market or the government for them, and just have a 
system of bookkeeping? 
Mr. HenperRSON: How they are going to do these things is a matter for 
the Department of Finance to decide. Mr. Fleming, the then minister of finance 
in 1961-62, did change the method, and as explained on page 144, no losses « 
on sales of securities, therefore, are going to appear in the future. 4 
Mr. McLean (Charlotte): It seems to me it is just taking out of one pocket — 
and putting it into another, and if they go into the market they will be just | 
taking a loss in doing so. 


Mr. Harkness: The whole reason they were buying securities was to earn | 
an interest to build up the fund. 


' Mr. McLean (Charlotte): Could not the government pay interest on what 
they owed them? i 
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Mr. Harkness: It is not so much a matter of that. The fund was building 
up for years by the contributions of employers and employees and there was 
no use in having the money sitting there. 


Mr. McLean (Charlotte): All you have to do is implement a bookkeeping 
procedure. The United States tried that in respect of their insurance and found 
out they could not get enough storage space to take care of all the bonds. 


Mr. Francis: I believe the investment was entirely government of Can- 
ada securities. 


Mr. HENDERSON: Yes. 


Mr. Francis: In other words, it raised a question in respect of the advice 
that was given in the terms of the operation with regard to securities, and I 
think that is a broader question of policy. 


Mr. HENDERSON: The purpose of the take-over in 1962-63 was explained 
to the house by the Minister of Finance so as to remove from the bond mar- 
Ket the fund holdings of government securities which because of their size and 
volume of sales and purchases were exerting an unstabilizing influence on 
the market. 


They had a very substantial portfolio. That statement was made in the 
house by him and subsequently the Department of Finance took over the 
portfolio of the fund at that time at book value—that is to say, what the fund 
paid for it—and substituted for it a special issue of non-marketable securities. 


Mr. McLean (Charlotte): If it was anything else but government bonds 
-I could see that, but they are taking it out of one pocket and putting it into 
another one. 


Mr. HENDERSON: They are paying interest to the fund now on this paper 
that they gave in exchange for the securities. 


Mr. McLean (Charlotte): I did not know the fund had anything upon 
which to pay interest. 


The CHaIRMAN: Are there any further questions on this item? 


Mr. McMILuan: One thing I have noticed in practising medicine is this: 
in respect of men who have gone on pension, for instance, some would re- 
ceive benefits under the Unemployment Insurance Act for a year while others 
would not. Do you people check that sort of thing? 


Mr. HENDERSON: Well, I think that would come to a greater degree under 
the inspector’s role than under our external auditing. They have their own 
inspectors checking the individual cases. We do not contact the public, you 
see. Perhaps Mr. Douglas could enlarge on what I have said. 


Mr. Doucias: The problem here is that it is a matter which involves 
personal integrity of the individual concerned. Now, to draw insurance a 
person must be in the labour market. Some people who retire, particularly 
On small pensions, do continue to be in the labour market if they are in good 
health, and if they cannot get a job, then they are entitled to insurance. But, 
Many people who retire have no intention whatsoever of taking any job 
and they will register notwithstanding that fact with the unemployment in- 
surance office for the purpose of drawing their unemployment insurance bene- 
fits which, of course, they are not entitled to under these circumstances. Now, 
this is a very very difficult problem with which to deal, and unless there are 
Special safeguards in the act and regulations, which is one of the problems 
the Gill committee considered, there is not much an auditor can do about it. 


Mr. SoutHAM: In other words, you are saying there are a certain number 
of people using it as a pension fund rather than for the purpose for which it 
was intended? 


ox 
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Mr. Douctas: Yes. In respect of the rat holes you have mentioned, we 
have referred to these in certain cases in our report. 

Mr. SoutHaM: This is the sort of thing that will have to be weeded out. 

Mr. Doucuas: Yes. 


Mr. McMituan: There must be regulations by order in council over and 
above the legislation to cover this sort of thing. 

Mr. DoucLas: That is correct. 

The CuHarrMan: Are there any further questions? If not, we will proceed 
to paragraph 71. 

71. Unemployment Assistance. Under the Unemployment Assistance 
Act, 1956, c. 26, the federal government contributes to the provinces. 
and territories 50 per cent of the cost of providing financial assistance 
to persons unemployed and in need. 

In paragraph 84 of last year’s Report the Audit Office opinion was 
repeated that the Unemployment Assistance Act administered by the 
Department of National Health and Welfare includes ambiguities which 
have resulted in varying interpretations, and that the text merits fur- 
ther consideration. Our examinations during the year under review con- 
firmed our opinion. Possible changes in the legislation, and the use of 
regulations, mentioned in last year’s Report as being under study by 
the Department, are still being actively considered. 

Overpayments to Province of Quebec.—In Quebec the final adjust- 
ments in respect of overpayments referred to in our 1962 Report, which 
related to the period from July 1, 1958 to December 31, 1961, are still 
under consideration. The department has agreed to accept Quebec wel- 
fare agencies as agents of the province, and their records of persons 
assisted as the province’s records within the meaning of section 6 of 
the agreement. 

The arrangement first reported in 1961 whereby the audit services 
branch of the office of the comptroller of the treasury has been par- 
ticipating with the provincial auditor of Quebec in a joint audit of the 
accounts received by the province from homes for special care and 
welfare agencies continues. The practice followed in other provinces 
whereby the provincial auditor’s examination of claims and certificatio 
in accordance with the agreement precede separate examinations made 
on behalf of the federal government will, we understand, be followed 
now that the joint audit has been completed to December 31, 1961. 

Work for Relief.—Although our examinations have not revealed 
further instances where recipients had been required to work in retu 
for assistance given them, a number of municipalities continue to advo 
cate this. The provinces have not acceded to these representations al 
though Prince Edward Island provides in its provincial home for the 
Aged Act that inmates of the home who are capable of working may 
be required to work in and about the home. 

Supplemental Allowances in British Columbia.—Reference was made 
in our 1961 und 1962 reports to the department having agreed that sup- 
plemental allowances normally excluded under section 4(2) of the 

act could be regarded as additional relief payments in accordance with 
section 4 (3) (b) of the act and section 8 of the agreement when the 
amounts are based on individual budgetary assessments of need in 
which basic expenditures as well as income are considered. In those re- 
ports we expressed doubt about the way in which British Columbia 
had made such budgetary assessments of need and in the 1962 report 
we mentioned that overpayments estimated at $111,400 had been re- 
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covered. However, during the year under review the province objected 
to this estimate and it was agreed that a new calculation of the over- 
payments be made. At the year-end the recalculation of the overpay- 
ments had not been completed. 

We also drew attention last year to the use in British Columbia of 
two different scales of maximum basic assistance, the more generous one 
being for those eligible for supplemental allowances. This discriminates 
against applicants not entitled to supplemental allowances, that is those 
under 65 and those over 65 who have not been residents of the province 
for three years. We expressed doubt as to the propriety of maintaining 
the three-year residence requirement and suggested that uniform 
standards of assistance should be applied if supplemental allowances 
are to be considered shareable under the Unemployment Assistance 
Act. The situation remains unchanged. 

Inconsistencies in Comforts Allowance.—In an earlier report we 
expressed the opinion that sections 4 (2) (b) and 4 (3) (b) of the 
Unemployment Assistance Act, taken together, appear to require that 
the full amount of a recipient’s income be offset against the calculated 
cost of meeting his needs to arrive at the amount of unemployment 
assistance that is shareable under the act. It is an established principle 
that unemployment assistance is to be based on need and in the case 
of a recipient with some income, is only intended to supply the additional 
amount required so that his income plus unemployment assistance will 
enable him to meet his needs. 

The use of a portion of a recipient’s income to meet his need for 
comforts has beeen accepted because this is, in effect, the same as pro- 
viding a like amount for comforts in the unemployment assistance 
granted. However, our examinations have disclosed that in homes for 
special care in some provinces the amount of the comforts allowances 
to inmates seemed to depend not on the inmates’ need but rather on 
whether or not they had some personal income. Thus, if an inmate were 
in receipt of old age assistance or old age security payments, he would 
be allowed $15 per month, whereas if he were dependent entirely on 
unemployment assistance his comforts allowance would only be $5 
per month. The effect of this arbitrary practice is not only to discrimi- 
nate on the basis of the economic status of the recipient but in some 
cases it leads to the building up of individual trust account balances 
from the unspent proceeds of the these allowances which may be used 
to cover expenses excluded from unemployment assistance costs by 
section 4 (2) (d) of the act. An additional effect, of course, is to increase 
the federal government’s share of the cost of the unemployment assist- 
ance program. 

Mothers’ allowances.—The Unemployment Assistance Act and the 
statutory agreement form provide for the exclusion of recipients of 
mothers’ allowances (provincial allowances designed to assist mothers 
whose families have been deprived of the wage earner). In last year’s 
report we reviewed the mergers of mothers’ allowances with general 
welfare assistance and the provision in the agreement for compensating 
deductions to be made when determining unemployment assistance 
costs. The artificial nature of some of these mergers was also drawn to 
attention. 

In the current year the province of Ontario established a new class 
of assistance called assistance to dependent fathers comprising all the 
former mothers’ allowance cases involving dependent fathers. These 
cases were then transferred from the mothers’ allowance program to 
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; 
general welfare assistance, the Province thus being able to recover a | 
substantial portion of the cost from the federal government under the 
Unemployment Assistance Act. Although the merger of dependent 
fathers’ cases with the general social assistance caseload has involved 
essentially only a change in name, the Department of National Health 
and Welfare considers the exclusion in the act and agreement applies 
only to assistance payments called “mothers’ allowances” and has 
therefore been allowing the dependent fathers’ cases. It is interesting 
to note that in over half of these cases, the assistance paid is only in | 
respect of their wives and children. Among this group are fathers who 
are inmates of mental hospitals and tuberculosis sanatoria and who are 
thereby excluded from receipt of unemployment assistance by virtue 
of section 4(2)(a) of the Unemployment Assistance Act. 

Educational costs.—Examinations in Alberta and Saskatchewan 
reveal that claims sometimes include the cost of tuition, books and 
living allowances for persons training as teachers, nurses, farmers and 
barbers, together with allowances for their dependents. In addition, 
regulations under Ontario’s General Welfare Assistance Act provide for 
rehabilitation services, including vocational training the cost of which, 
it is understood, has been included in the province’s unemployment 
assistance claims. A similar problem also arises in the province of Que- 
bec in connection with assistance to children aged 18 to 21 who are 
undertaking studies. It is doubtful whether costs such as the above are 
within the scope of the Unemployment Assistance Act and agreement. 

Interpretation of “unemployed’’.—In our 1961 report we noted that © 
the word “unemployed” as used in the act was considered to include © 
such persons as mental defectives and paraplegics when, even in its g 
broadest sense, the term would normally be expected to include only 
persons, who have been, are or will be capable of employment. 

A related question is to what extent may an applicant be employed — 
and still be considered unemployed for purposes of the act. By and 9 
large, assistance to persons employed full time is excluded even though — 
their earnings are insufficient to meet their needs. On the other hand — 
a person who works only casually is considered to be unemployed and | 
may be assisted under the act if his income is insufficient to meet — 
his needs. 

However, problems arise in determining whether persons engaged > 
in certain types of employment, for example employees who regularly 
work half days, tax drivers, housekeepers, _woodsmen and own 
account workers, are unemployed. In addition, there is a risk that un- i 
employment assistance to such persons may be used to subsidize low — 
wages or to tide over the proprietor of a new business until the enter-— 
prise becomes profitable. In our opinion a clarification of the term 
‘unemployment’, possibly by definition in the act, is highly desirable. 

Strengthening administrative control.—Last year we referred to 
the department’s difficulties in the administration of the act and sug-| 
gested that it assemble its own internal audit group to take responsibility — 
for the verification of unemployment assistance costs claimed by the — 
provinces. This suggestion has been accepted and the necessary additional | 
staff is being recruited. The department plans to co-ordinate the new 
staff with its examiners of categorical allowances to obtain a compre- 

hensive continuous review of provincial welfare administration as it 
affects the federal-provincial agreements in the welfare field. Thiss 
strengthening of the department’s review of claims and control pro- 
cedures should reduce its difficulties in administering this complex 
program. 


PUBLIC ACCOUNTS 1041 


In paragraph 74 of our 1961 Report it was suggested that because of 
the relationship between the Unemployment Assistance Act and other 
federal social assistance programs, consideration should be given to 
the need for over-all co-ordination of all programs involving assistance 
to individuals to avoid overlapping and duplication and to achieve greater 
equity in the treatment of individuals as well as to reduce the cost of 
administration. In our opinion steps along these lines should be taken 
without delay in view of the increasing size and complexity of welfare 
administration. 


Mr. HENDERSON: Paragraph 71 deals with unemployment assistance and 
this was the subject of discussion last December when Dr. Willard, deputy 
minister of welfare, was a witness before the committee. I think it was in 
the fourth report of the 1963 committee that you expressed yourselves on the 
subject. Therefore, Mr. Chairman, I suggest there might not be much point 
at this time in going over this matter again. 

You will recall, as the paragraph shows, on pages 42 and 43, that we have 
had a great deal to say about the ambiguities that exist in this legislation and 
the difficulties with which we are faced in trying to do a satisfactory audit. 
Dr. Willard confirmed the correctness of our remarks in this respect when 
he was before the committee. But, we are now awaiting the outcome of 
discussions with the provinces. Therefore, I suggest there is not much use 
going into this at this time. 


The CHAIRMAN: Yes. The committee recommended that these anomalies 
be removed. We considered your views and the views expressed by Dr. Willard 
and our committee report was made. I see no useful purpose at this time in 
dealing with it further. 


The next paragraph will be number 78. 


78. Payment made for houses the cost of which had previously been 
provided for through loans still outstanding. An Eskimo Loan Fund 
was established by Appropriation Act No. 3, 1953 for the purpose of 
making loans to individual Eskimos or groups of Eskimos under con- 
ditions prescribed by the Treasury Board. By March 31, 1963 outstanding 
loans amounted to $232,317 of which $52,500 had been extended to a 
group of 15 Eskimos at Frobisher Bay, N.W.T. 


The circumstances in the case of the Frobisher Bay Eskimo group 
are unusual. Early in 1962 this group incorporated as a co-operative 
for the express purpose of acquiring housing. Agreement was reached 
between the co-operative and the Department of Northern Affairs and 
National Resources that: (a) the Department would invite tenders for 
15 prefabricated houses and place a contract after the Eskimos had 
signified approval; (b) payment would be made to the contractor by 
the co-operative for the total price, less $15,000 for which the department 
agreed to assume responsibility; and (c) in order that the co-operative 
would have sufficient funds to pay the contractor and to meet shipping 
costs, the department would make a loan of $3,500 from the Eskimo 
Loan Fund to each of the 15 Eskimos who, in turn, would endorse his 
cheque for deposit to the credit of the co-operative. 

As agreed, the cheques, collectively amounting to $52,500, were 
issued to the Eskimos from the Loan Fund and endorsed by them to 
the co-operative. At this point the department sought and obtained 
Treasury Board approval to charge the full cost of the houses to a 
departmental appropriation. In February 1963, the Department’s Welfare 
and Industrial Division appropriation for “Construction or Acquisition 
of Buildings, Works, Land and Equipment” (Vote 95) was charged 
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with a payment of $69,705, the f.o.b. Montreal cost of the houses. The 
loans were not, however, at the same time recalled by the department. 

The loans had not been repaid as at March 31, 1963 and interest 
charges had raised the total outstanding to $53,540. Subsequent to the 
year-end, authority was granted to waive interest on each of the $3,500 
loans until such time as each Eskimo occupied his house (it was esti- 
mated that the last of the 15 houses would be occupied by November 1, 
1963). Less than $800 had been repaid on these loans to September 15, 
1963. 


Mr. HENDERSON: Paragraph 78 has to do with payment made for houses 
the cost of which had been provided for previously through loans still out- 
standing. 

This note outlines a highly unusual set of circumstances regarding loans 
to the Eskimos and, with your permission, I am going to ask Mr. Smith to 
speak about it, unless perhaps you have any questions to put first. 

Mr. D. A. SmrtH (Audit Director, Auditor General’s Office): Mr. Chair- 
man, perhaps it might assist the committee in disposing of this matter fairly 
rapidly if I were to state that the situation which existed at March 31, 1963, © 
was remedied in the following December, 1963, by the refunding to the Eskimo 
loan fund the amount of $52,500 plus interest, to which we referred in this 
paragraph. 

The CHAIRMAN: In other words, the situation has been removed. 


Mr. SmitTH: Yes, in the interim. 

The CHAIRMAN: This matter has been cleared up. 

Mr. SMITH: Yes. 

The CHaIRMAN: Are you satisfied to pass on, gentlemen? 
Agreed. 


Mr. HENDERSON: We dealt with paragraphs 90 and 91 when the deputy 
minister of veterans affairs was here on Tuesday with Dr. Crawford. We might 
now go on to paragraph 97 which is losses reported in the public accounts. 

97. Losses reported in the Public Accounts. Section 98 of the Finan- 
cial Administration Act directs that “every payment out of the public 
officers guarantee account and the amount of every loss suffered by Her 
Majesty by reason of defalcations or other fraudulent acts or omissions 
of a public officer, together with a statement of the circumstances, shall 
be reported annually in the public accounts”. 

The statements of losses included in the public accounts for 1962-63 
were examined and it was ascertained that every loss during the year, 
which had been observed in the audit as being of a nature requiring 
to be reported in the public accounts in accordance with the foregoing 
direction, had been included in the listings. Losses in departments 
other than the post office numbered 26 and amounted to $136,116. O 
these, 13 involving $88,335 were recovered in full during the year, 
and partial recoveries of $4,932 were obtained in other cases. Losses 
suffered by the Post Office Department numbered 141 and amounted to 
$75,460. Of these, 107 to a total of $44,270 were recovered in full and 
partial recoveries totalled $12,007. 


This is a standard paragraph in my reports each year, indicating th 
payments that have been made out of the public officers guarantee account. 
You will note here that losses in departments other than the post offic 
numbered 26 and amounted to $136,116. Of these, 13, involving $88,335, we 
recovered in full during the year, and partial recoveries of $4,932 we 
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obtained in other cases. Losses suffered by the post office department numbered 
141, and amounted to $75,460. Of these 107 to a total of $44,270 were recovered 
in full and partial recoveries totalled $12,007. 


The CHAIRMAN: Is there any comment on this paragraph, gentlemen? 


Mr. McMILLAN: We are not dealing with the post office losses, and so on, 
under this item? 


Mr. HENDERSON: No; I will deal with that under the post office paragraph 
later on. There are a number of those cases and they: are charged against the 
special fund which the post office carries. 

We now come to paragraph 98. 


98. Non-productive payments. Paragraph 71 of the Fifth Report 
1961 of the public accounts committee reads: 


“The committee gave consideration to the extent to which it felt it 
would wish to be informed regarding non-productive payments in 
future. Although it recognized the difficulty that would be involved 
in defining a ‘non-productive payment’, it came to the conclusion 
that information regarding such payments would be of value, and 
it accordingly requests the Auditor General, in his future annual 
reports to the House of Commons, to include listings of any such 
payments that might have come to his notice in the course of his 
audit.” 


In accordance with the request contained in the foregoing observation, 
a listing is given, as appendix 1 to this report, of the payments that, in 
the absence of a precise definition, might be regarded as non-productive 
in character which were observed in the course of the audit of ex- 
penditures for the fiscal year 1962-63. 


It is necessary to turn to appendix I of the report on page 148 where these 
are listed. You have dealt with all of these non-productive payments appearing 
in the appendix except six of them. The first is No. 1 having to do with the 
Indian affairs branch of the Department of Citizenship and Immigration. Then 
there are numbers 3 and 4 dealing with penitentiaries. Number 5 is in respect 
of the Unemployment Insurance Commission concerning the cancellation of a 
Management consultants’ survey. Number 6 involves the Department of 

Northern Affairs and National Resources and No. 34 is a board of transport 
commissioners’ non-productive expense. 

I do not know whether or not members would have any questions on 
these, Mr. Chairman. 

The CHAIRMAN: I hope this will be as far as we will go at this time, but 
before we leave this, are there any questions to ask on these special items 
Mr. Henderson has placed before us? If not, we might adjourn at this time. 

On Tuesday we will have Mr. Anderson, the chairman of the Canadian Pension 
Commission and on Thursday of next week we will have Mr. Cromb of the 
. war veterans allowance board. 

If the members of the committee feel there is nothing in these particular 
items on which they wish to question Mr. Henderson, we might adjourn now. 


Mr. SoutHam: In the process of auditing in the intervening period, March 
31, 1963 to the present, has Mr. Henderson noticed that there has been a general 
improvement regarding these items? 


Mr. HENDERSON: I shall have such cases in my 1964 report which is now 
in process of preparation. 


The CuHairman: Gentlemen, we will adjourn until 9.30 a.m. on Tuesday. 


‘ 
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APPENDIX 


Department of Health and Welfare 
Ortawa June 15, 1964 


Mr. A. M. Henderson, 
Auditor General, 
Justice Building, 
Ottawa, Ontario. 


Dear Mr. Henderson: 


I would like to inform you of the action taken by this Department with © 
respect to Item 74 in your 1962-63 report to Parliament. This item dealt with © 
the unauthorized use of a Departmental vehicle by a member of the staff of the 
Food and Drug Directorate while on educational leave. The following is a 
summary of the facts of this case and the action taken thereon: 

By Treasury Board Minute dated November 22, 1962 (T.B. 602411) Mr. 
Gagne was authorized to attend a short course at the University of Montreal 
on Sanitation Hygiene. This minute authorized payment of a non-accountable 
allowance equivalent to full salary, tuition fees of $250.00 and return trans- 
portation expenses for Mr. Gagné from Quebec to Montreal. This Minute was 
subsequently amended on April 3, 1963, at the request of the Department. The 
latter Minute authorized the payment of a subsistence allowance of $175.00 
per month for the 11 week portion of the course held in Montreal and actual 
living and transportation expenses, the total not to exceed $165.00, for the 
two week portion of the course held at St. Hyacinthe, Quebec. 

All Mr. Gagne’s accounts were reduced to the above limits when final settle- 
ment was made. Mr. Gagne’s accounts included costs of operating a depart- 
mental vehicle during this period. Mr. Gagne apparently assumed that for 
purposes of the orders concerning the use of departmental vehicles, attendance 
at courses could be taken as equivalent to being on duty. Senior officers in the 
Department had not realized that Mr. Gagne had made this interpretation. 

It has definitely been established that the departmental vehicle was used 
exclusively by Mr. Gagne in connection with his attendance at this course during 
this period. 

Since this matter was brought to the attention of the Department by the 
Auditor General’s representative, the Chief Administrative Officer for the Food 
and Drug Directorate recommended that the following action should be take 
by the Department and this action has been implemented: 


1. The Department would not attempt to recover any monies from Mr 
Gagne for the unauthorized use of the vehicle because he had not 
been adequately informed as to the conditions under which his 
attendance at University had been approved and his senior officials 
took no action to inform him of the fact that he was using the 
vehicle for an unauthorized purpose. 


2. The Department would not request Treaury Board approval for 
Mr. Gagne’s use of the vehicle because such use was not warranted 
Bis That copies of all future Treasury Board Submissions for educa- 
tional leave and Treasury Board Minutes authorizing such leave 
be sent to one person in the Directorate (the Chief Administrative 
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Officer) who will in turn be responsible for ensuring that they are 
complete, fully complied with and that the persons granted leave 
receive complete instructions and details as to the terms and condi- 
tions of such leave. 

4. That every effort should be made to reduce the delays between 
the issuance of Treasury Board Minutes and their receipt by the 
line officers concerned. 


In addition to the above, this matter has been thoroughly discussed with 
the line officers concerned and all other field officers. I am certain they will 
take every precaution to ensure that such misuse will not re-occur in the 
foreseeable future. 

I trust the Committee will concur with the action taken by this Department. 


Yours truly, 


G. D. W. Cameron, M.D., DEP vas 
Deputy Minister of Health. 
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MINUTES OF PROCEEDINGS 


TUESDAY, October 27, 1964. 
(36) 


The Standing Committee on Public Accounts met this day at 9.40 am. The 
Vice Chairman, Mr. Paul Tardif, presided. 


Members present: Messrs. Cameron (High Park) Cardiff, Choquette, Dan- 
forth, Fane, Forbes, Frenette, Harkness, Legault, Loiselle, McLean (Charlotte), 
McMillan, Pilon, Rock, Southam, Stefanson, Stenson, Tardif and Winch.—19. 


In attendance: Mr. T. D. Anderson, Chairman, Canadian Pension Commis- 
sion; Mr. A. M. Henderson, Auditor General of Canada and Messrs. J. R. Douglas 
and F. A. Dixon of the Auditor General’s office. 


The Committee resumed consideration of the 1962 and 1963 Reports of the 
Auditor General. 


On paragraphs 107 of the 1962 Report and 92 of the 1963 Report, Awards 
under the Pension Act, the Auditor General made a comprehensive statement 
relating to the application of this legislation, and was examined thereon, assisted 
-by Mr. Douglas. 


Mr. Anderson commented on Mr. Henderson’s statement, was examined 
thereon and supplied additional information. 


The examination of Mr. Anderson being concluded, the Vice Chairman 
thanked him and he was permitted to retire. 


Mr. Henderson then reviewed paragraphs 98 to 106 inclusive of his 1963 
Report, and was examined thereon. 


The questioning of Mr. Henderson still continuing, at 11.15 a.m., the Com- 
mittee adjourned until 9.30 a.m. on Thursday, October 29, 1964. ; 


M. Slack, 
Clerk of the Committee. 
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EVIDENCE 


TuEsSDAY, October 27, 1964. 


The VICE CHAIRMAN: Gentlemen, we have a quorum. As I know you are 


all busy I will ask Mr. Henderson to make a comment on paragraph 107 of the 
_ 1962 report, which is the paragraph under study at the present time. It is the 
_ same subject as paragraph 92 of the 1963 report, and that is why it was held 
until this time. 


- * i ‘ 
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107. Awards under the Pension Act. Paragraph 72 of the 1960 report 
referred to (1) the audit difficulty in determining whether or not certain 
payments made under the Pension Act, particularly those in respect of 
discretionary and compassionate awards, conformed to the authorizing 
provisions, (2) certain administrative practices which it was thought 
warranted parliamentary attention, and (3) apparent inconsistencies in 
the act. 

The standing committee on public accounts after studying these 
comments recommended in its fifth report, 1961 (paragraph 62): 

(a) that in any case in which a pension overpayment has resulted 
due to failure of the pensioner to disclose income, the amount 
of the overpayment should be made a matter of record in the 
accounts, and deleted therefrom only with appropriate statutory 
authority; 

(b) that in determining the amount of pension to be awarded 
dependent parents, the commission should recognize the re- 
sponsibility of the surviving children to assist their parents, and 
take into consideration their ability to do so; 

(c) that, having regard for subsection (2) of section 40 of the 
Pension Act, consideration should be given by the Canadian 
Pension Commission to the legality of cases where, as mentioned 
in the final subparagraph of paragraph 72 of the Auditor 
General’s report, one death can result in payments being made 
concurrently to a widow (under section 37), children (under 
section 26) and parents (under section 38). 

After considering these recommendations the Chairman of the 
Pension Commission advised the audit office concerning recommendation 
(a) above, that when the commission rules there is an overpayment this 
is made a matter of record in the accounts and, if uncollectable, the 
amount is deleted therefrom only with appropriate statutory authority. 
However, no action has been taken to record and collect overpayments in 
the type of case referred to in the 1960 report (paragraph 72) as follows: 

Since the amount awarded to an applicant in a dependent condition 
is based upon the additional income he requires to maintain himself, 
it follows that if the applicant had failed to disclose income, this 
would result in an overpayment. However, in a number of instances 
in which undisclosed income was noted and drawn to the attention of 
the commission, the pension was simply adjusted currently and no 
overpayment was considered as having occurred. 


With respect to recommendation (b), the pertinent section of the 
act (section 38(6)) was amended in 1961 to provide that the commission 
might deem any children residing with the “dependent parent” to be 
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contributing to his or her support not less than ten dollars a month, but 
the commission feels that there is no obligation for them to take into 
account the ability of other children to assist and no cases were observed 
where this was done. 

Concerning recommendation (c), the commission reports that it has 
carefully considered the legality of cases where one death results in 
more than one pension and is of the opinion that such payments are 
legal and in accord with the act. It pointed out that the present section 
40 was contained in the original act of 1919 and has continued un- 
changed since then although certain other sections, such as 38(2), were 
inserted to make provision for classes which were otherwise excluded. 
The commission is of the opinion that, as the act provides definite 
authority for these pensions, the general directions of section 40 could not 
be considered to fetter sections 26, 37 or 38. It would seem that considera- 
tion should be given to amending the legislation with a view to eliminating 
these inconsistencies. 


Mr. A. M. HENDERSON (Auditor General): Mr. Chairman, we have the 
Chairman of the Canadian Pension Commission, Mr. Anderson, with us this 
morning. It is the intention of the committee, I believe, to examine the two 
paragraphs which the chairman has mentioned. Because of the technical and 
somewhat involved character of the comments, I committed my opening re- 
marks to paper, and I believe that some of the members have it. If it is your 
wish I thought perhaps I might just run through it, thereby enabling you to 
mark those sections on which you would like to make comments. Would that 
be agreeable? 

The VicE CHAIRMAN: It is a good idea, go ahead. 

Mr. HENDERSON: The Canadian Pension Commission is the successor body 
to the board of pension commissioners originally established in 1916 to deal 
solely with war pensions. In addition to administering the Pension Act con- 
cerning disability or death incurred on or attributable to military service with 
the Canadian forces since the commencement of world war I, the commission 
among other duties also administers the Civilian War Pensions and Allowances 
Act, parts I to X, covering groups specially engaged during world war II, 
including merchant seamen, auxiliary services personnel, firefighters who served 
in the United Kingdom, special constables with the R.C.M.P., overseas welfare 
workers and the like. The commission, with headquarters in the veterans affairs 
building, has personnel in Department of Veterans Affairs district offices in the 
principal cities across Canada and in London, England. Its staff establishment at 
March 31, 1963 was 380 employees of which it had 352 on strength at that date. 

The commission has full and unrestricted power and authority and exclusive 
jurisdiction under the Pension Act to deal with and adjudicate upon all ques- 
tions relating to the award, increase, decrease, suspension or cancellation of any 
pension under the act. In addition, section 5 of the act empowers the commission 
to “determine any question of interpretation of this act and the decision of the 
commission on any such question is final’. 

Before explaining the reasons underlying our comments on the application 
of this legislation, may I say that we in the audit office have a very real recog- 
nition of the problems faced by the commission in its administration of the 
Pension Act as well as the importance of its decisions to pensioners whose 
livelihood depends so heavily today on receipt of the awards. Nevertheless, in 
the discharge of my statutory responsibility, it is my duty to bring to the atten- 
tion of the house any cases where, in my opinion, doubt exists as to whether 
legislation on the statute books is being applied in accordance with parliament’s 
intent. 
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In my 1960 report attention was drawn to cases where, whenever instances 
of undisclosed income of an applicant were noted and drawn to the attention 
of the commission, the pension was simply adjusted currently and no over- 
Payment was considered as having occurred. We also referred to difficulties 
encountered in our audit work in determining whether or not payments made 
under the Pension Act, particularly those in respect of discretionary and com- 
passionate awards, conformed to the provisions of the Pension Act, and cited 
the following, among others, by way of illustration: 


1. Pension awards were being made to applicants on the basis of their 
being in a “dependent condition” in instances where they were hold- 
ing cash, securities and other assets in amounts which would have 
precluded them from receiving assistance under other legislation 
involving means tests, simply because no mention is made in the act 
of the treatment to be given when the applicant has assets. 

2. Pension awards were also being made to dependent parents on the 
basis of an assignment of pay, often of small amount, made by a 
son now deceased, without taking into account the ability of surviv- 
ing children to contribute to the parents’ support, it simply being 
assumed that had the soldier survived, he alone would have borne 
the burden of support. 

3. Although subsection (2) of section 40 appears to contemplate that a 
pension in respect of death of one member of the forces be limited 
to a single class of recipient such as a widow, children or parents, 
other sections of the act provide for payments in stated amounts to 
these classes and so death can result in payments being made con- 
currently to a widow (section 37), children (section 26) and parents 
(section 38). 

4. Subsection (7) of section 38 of the act provides that the pension of 
a widowed mother shall not be reduced on account of her earnings 
from personal employment and, on the strength of this, pensions 
awarded to widowed mothers under section 38(3), which requires 
that the parent must be incapacitated by mental or physical infirmity 
from earning a livelihood, were being continued in payment even 
though they have been able to undertake full-time employment. 

5. Section 25 empowers the commission to “grant a compassionate pen- 
sion, allowance or supplementary award in any case that it con- 
siders to be specially meritorious, but in which the commission has 
decided that the applicant is otherwise unqualified to receive such 
an award or supplementary award under this act”. For many years, 
outstanding war service was the dominant factor in making compas- 
sionate awards but in recent years awards appear to have been made 
on a “well-deserving” basis without necessarily any military con- 
notation and a number of cases were observed where additional pen- 
sions were paid in respect of wives whose marital status was not 
recognized under Canadian law. 

In 1961 the public accounts committee, after studying these comments 


‘with the deputy chairman of the commission in attendance, made the following 
‘recommendations to the house in its fifth report 1961 (paragraph 62): 
(a) that in any case in which a pension overpayment has resulted due 
to failure of the pensioner to disclose income, the amount of the 
| overpayment should be made a matter of record in the accounts, and 
| deleted therefrom only with appropriate statutory authority; 

(b) that in determining the amount of pension to be awarded dependent 
| parents, the commission should recognize the responsibility of the 


| surviving children to assist their parents, and take into consider- 


) 


ation their ability to do so; 
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(c) that, having regard for subsection (2) of section 40 of the Pension 
Act, consideration should be given by the Canadian Pension Com- 
mission to the legality of cases where, as mentioned in the final 
subparagraph of paragraph 72 of the Auditor General’s report, one 
death can result in payments being made concurrently to a widow 
(under section 37), children (under section 26) and parents (under 
section 38). 


After considering these recommendations the Chairman of the Pension 
Commission advised the audit office on February 7, 1962, concerning the 
setting up of overpayments, that when the commission rules there is an over- 
payment this is made a matter of record in the accounts; but in the type of 
case referred to in our 1960 report involving undisclosed income the commission 
did not consider overpayments had occurred and therefore did not record any. 
However, overpayments in current cases of this type are now being recorded. 

With respect to our comment (1) concerning liquid assets, we now note 
that persons with cash and securities in excess of $5,000 are no longer con- 
sidered as being in a dependent condition. 

With respect to the recommendation regarding dependent parents (2), 
the chairman has pointed out that the act was amended in 1961 to provide 
that the commission might deem any children residing with the ‘‘dependent — 
parent” to be contributing to his or her support not less than $10 a month. 
He stated that the commission feels, however, that there is no obligation for 
them to take into account the ability of other children of the “dependent 
parent” to assist. 

Concerning (3) the cases where one death results in more than one pen-_ 
sion being paid concurrently, the chairman reported that the commission 
had carefully considered the legality of these cases and is of the opinion 
that such payments are legal and in accord with the act. I have not obtained 
independent legal opinion yet on this point. 

No action was taken or views expressed on (4) or (5). Concerning the 
latter dealing with section 25, I should point out that when the act was amended 
in 1961 the particular group cited as an example was made eligible for pension 
as of right so this type of case is no longer of concern. What is still of concern | 
is the interpretation of “specially meritorious” which has changed drastically 
from what it was when this section was first inserted in the act and for many 
years thereafter. As stated in my note, “specially meritorious” was then inter-_ 
preted as relating to war or military service and without such service awards) 
were not made. Presently many awards appear to be made on the basis that the 
case is “well deserving” on a generally compassionate or social welfare basis 
and I am not sure that this is parliament’s intent. Strictly speaking the com- 
mission’s power to make awards in such cases is not questioned because sec- 
tion 25 makes no reference to military service at all, let alone a requirement 
of specially meritorious service, but in view of the change in interpretation 
by the commission over the years it is thought the matter would be of interest 
to the members. { 

In my 1963 report we have drawn attention to two more cases which 
further illustrate the inconsistencies arising under this legislation. The first 
case related to a mother for whom a dependent parent award of $50 monthly 
had been approved despite the fact that she had recently sold her home and 
turned over to her son-in-law $19,500 as an interest-free loan with no re- 
payment terms set forth. The second case related to a “widowed mother” whe 
was awarded a dependent parent pension, which on her remarriage was dis- 
continued. She was widowed 13 years later but was prohibited under the 
act from obtaining a reinstatement of her pension because the death of hel 
husband did not occur within five years of the date of remarriage. She hat 
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lost two sons in the services and was advised that she was now entitled to apply 
for pension in respect of the second son despite the fact that section 40(1) pro- 
vides that no person shall be awarded more than one pension in respect of death. 
An award was made and although the recipient subsequently returned to em- 
ployment, the award continues in effect at the rate of $100 monthly. 

In view of the recommendations made by the committee in 1961 and the 
type of problems mentioned which we continue to encounter in the course of 
our audit work, it would assist us—and, I am sure, the members of the com- 
mission—if we could learn whether or not the decisions taken appear to you to 
be in accord with the intent of parliament. 

That, Mr. Chairman, is the basis of the comments that I have to make 
at this time, drawing on our experience in our audit work of the administra- 
tion of the Canadian Pension Commission. Perhaps Mr. Anderson would like 
to speak on this. 


The VicE CHAIRMAN: Yes, I was wondering whether it would not be in 
order to hear Mr. Anderson speak on this report of the Auditor General. 


Mr. T. D. ANDERSON (Chairman, Canadian Pension Commission): Mr. 
Chairman and gentlemen, I think first of all I would like to make a general 
comment with regard to the attitude of the commission generally in respect 
of the type of case which is referred to in this particular instance. As you know 
the commission is given very broad discretionary powers to deal with claims, 
particularly under section 38 of the legislation. From our experience in attend- 
ing as witnesses before the standing committee on veterans affairs we have 
become quite convinced that the government is anxious that we shall interpret 
in the broadest and most generous terms those sections in which we have 


this power of discretion. In a very brief way this sums up the attitude the 


commission has toward this particular type of claim. As I say, we are satisfied 
we are interpreting the legislation and making grants of this type in the manner 
required by parliament; that is, that we are doing what members of parliament 
would wish us to do under the terms of this legislation. 

With respect to the special items, I would like to deal with these but not 
necessarily in the order in which Mr. Henderson has presented them to you. 
I have made a few brief notes on them here and I would like to point out some 
of the problems with which we are faced and some of the reasons for arriving 
at the decision at which we do arrive. 

First, if I may, I should like to refer to the question of overpayments in 
cases where such have occurred. As Mr. Henderson indicates, where these over- 
payments do occur we now set them up and they are referred for disposal to 
the proper statutory authority. There may be the odd exception, but in any case 
my colleagues have instructions to make certain, in cases where overpayments 
do occur, that care is taken to set them up and refer them to the proper statutory 
authority for final disposal. 

The next item to which I would like to refer is the question of payment of 
Pension to a dependant parent, and the relation of that payment to any asset 
the dependant parent may have. In the first place, as Mr. Henderson pointed out 
in his report, we now have established a ceiling on the total assets which any 
individual dependant parent may have beyond which we will not pay a depend- 
ant parent pension. I think it should be pointed out that section 38 of the act 

Provides that where a dependant parent is found to be in a dependant condition 

and where, in the opinion of the commission, that parent would have been 
taken care of by the deceased son or daughter, as the case may be, then a pen- 
‘sion may be paid in an amount which will provide maintenance for the de- 
pendant parent. 

In the first instance the parent must have a home in which to live, there- 
fore, we exempt the value of the home from the assets because if she did not 
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have the home we would have to pay an amount which would provide for 
rentals. So, because we think this is a fair and equitable manner in which to 
deal with this particular problem, we grant an exemption on the value of the 
home. 

In respect of the specific case to which reference is made here where the 
dependant parent sold the home and turned over the money to her son to buy 
a home, this case was dealt with in this manner because we considered the 
mother not only had a home but also her board in this home which she had, 
in effect, helped to purchase for her son. Had she had to live in rented accom- 
modation or in her own home which she sold, the amount we would have had 
to pay would have been $108 per month under section 38 of the act, because 
we would have had to pay for her board, taxes on her house, water rates, 
and so on. In effect, what happened, as a result of her selling her home and 
investing the money in her son’s home, was that the actual amount we were 
required to pay to her was reduced to $50 per month. Therefore, we look 
upon this as being a saving rather than an additional expense. I would go 
further and point out that this woman could have taken the $19,000, had 
she so wished, and taken a trip around the world or she could have invested 
it in the stock market and lost all of it; having done so, she then would have 
been in a dependant condition and the commission could not avoid coming 
to the conclusion that the son would have maintained her, because he was 
during his period of service assigning to her quite a substantial amount of 
his pay. So, by and large, we consider this to be a very legitimate type of 
case and we feel, under the circumstances that this lady, in doing what she 
did, not only saved the country money but showed very good sense compared 
to what a lot of other people might have done with this money had they 
been given the same opportunity. 

Mr. Forges: Mr. Chairman, Mr. Anderson says that part of the duties of 
the commission is to save the government money. This is not my interpretation 
of the function of the commission. I understood its duties were to see that 
justice is done equitably to the dependants of soldiers. 

Mr. ANDERSON: That is correct; these are the basic responsibilities. 

Mr. ForBes: What business is it of yours whether the total assets of a 
dependant are $5,000 or $50,000 if the dependant is entitled to a pension as 
a result of a soldier’s service: it should be paid to her or his dependants. 

Mr. AnpERSON: I think we should clear this up. That dependant is not 
entitled to a pension because of the man’s service; she is entitled to a pension 
only if in the opinion of the commission this soldier would have maintained 
her had he remained alive and only if she is in a dependant position. These 
are the two main requirements. 

Mr. Wincu: Mr. Chairman, with all respect— 

The Vice CHAIRMAN: Might we allow Mr. Anderson to finish? 


Mr. Wincu: Yes. It was my understanding we were going to have com-— 
plete statements and the questioning afterwards. 


The Vick CHAIRMAN: That is the general idea. I think we will permit 
Mr. Anderson to finish and have the questioning afterwards. 


Mr. ANDERSON: With regard to the matter of the dependant mother who 
lost two sons, this was considered at a general meeting of the commission and, 
for what we considered to be a number of very good reasons, it was agreed 
that where a mother lost two sons she should receive very special considera- 
tion. I would, again, call your attention to the fact that where in our opinion 
the deceased soldier would have maintained the parent had he been alive, 
this must be the basis on which we will decide whether a pension shall be 
paid. In this case, the widow was in receipt of a dependant parent’s pension) 
because of the death of her first son and she had met all the necessary require- 
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ments. She remarried and some 13 years later her husband died at which 
time she again fell into a dependant condition. I think it is reasonable to 


There is just one more point I would like to make before I bring my com- 
ments to a conclusion. There has been a suggestion that the commission should 
consider the ability of the other children to maintain this dependant parent; 
that is, the children other than the one who lost his life in the service. In the 
first place, we are charged with the responsibility of deciding whether or not 
the widow is in a dependant condition, and secondly, whether or not the de- 
ceased son or daughter would have supported the widow had she or he lived. 

There is nothing in the act which requires us to consider whether or not 
the other children would or should support her. There is no section of the act 
that gives us authority to enforce such support; and there is no legislation any- 
where, as far as I know, which would enforce the other children to maintain 
the parent. We are therefore faced with a situation in which the widow is ina 
dependant condition and she will remain in a dependant condition unless we 
consider that this son would have supported her and, therefore, pay a pension, 
I do not understand how we can do other than pay a pension in such circum- 
stances. 


That is all I want to say to conclude my statement, Mr. Chairman, but I 
would be glad to attempt to answer any questions which any member might 
like to put to me. 

The CHAIRMAN: I omitted to say that Mr. Anderson is the chairman of 
the commission, as I am sure you all know. 

Mr. Winch. 

Mr. WincH: I would like to direct a question to Mr. Henderson. I do not 
think it has happened very often over the years that Mr. Henderson has com- 
pletely confused me, but I want to admit that he has succeeded in doing so this 
morning. 

I would like to ask Mr. Henderson how he coincides the second paragraph 
on page one with the third paragraph on page one. In the second paragraph 
on page one Mr. Henderson makes the definite statement that: 

The commission has full and unrestricted power and authority and 
exclusive jurisdiction under the Pension Act to deal with and adjudicate 
upon all questions relating to the award... .In addition, section 5 of the 
act empowers the commission to ‘determine any question of interpreta- 
tion of this act and the decision of the commission on any such question 
is: final”: 

In the succeeding paragraph Mr. Henderson says: ote 

Nevertheless, in the discharge of my statutory responsibility, it is 
my duty to bring to the attention of the house any cases where, in my 
opinion, doubt exists as to whether legislation on the statute books is 
being applied in accordance with parliament’s intent. 


In view of Mr. Henderson’s very definite contention that the commission 
has full and unrestricted power and authority and exclusive jurisdiction in 
determining the interpretation of the act, I think Mr. Henderson will under- 
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stand why I am confused to know why he then expresses a doubt as to the 
intent of parliament and the interpretation. At the moment I cannot put the 
two together. Would Mr. Henderson please expatiate on that? 

Mr. HENDERSON: Mr. Chairman, may I first of all answer Mr. Winch by 
saying that I have not submitted any of the questions we have raised here for 
independent legal opinion. However, in regard to my reference to section 5 of 
the act in the second paragraph, if you will look at it in the act you will see 
that it is prefaced by the words “subject to the provisions of this act’ the 
commission has full and unrestricted power and authority, and so on. | 

It has been the practice of my office in examining the transactions of an 
operation such as the Canadian Pension Commission to see whether or not the 
administration of that act conforms to the provisions of the legislation. That is — 
one of the duties that I consider I have to perform. 

I think Mr. Winch would agree that if I were to accept the proposition that 4 
they have exclusive, full and unrestricted power, there would be no point in | 
my even doing an audit of the transactions flowing from the administration of 4 


a 


this act. I do not think that is parliament’s intention. If that were the intention, — 
then I should not attempt to bring these cases before you. 

There is no question, as Mr. Anderson himself has shown you, that he and © 
his associates on the commission are not seeking to bring the best justice, 
in the generally accepted sense of the word, to all the cases which come 
before them. The points that I am raising are those cases where it seems 
to us anomalies exist or in which some departure is developing that is away 
from the intention of parliament when it enacted this legislation. 

I am quite prepared to admit to you that our interpretation may be too ~ 
rigid; it could be that the members of the committee feel that the Canadian © 
Pensions Commission should be given this full and unrestricted power in 
every sense of the word, but I consider, as I say, that it is my duty to bring to | 
your attention any cases wherein I may entertain doubts. 4% 

Do you not agree with that, Mr. Winch? 


Mr. WINCH: I am not quite clear at the moment. 


Mr. HaRKNESS: Perhaps I could clear up Mr. Winch’s difficulty by putting 
forward the opposite side of the coin. x 
Individual veterans, members of parliament on their behalf, and veterans’ a 
organizations are constantly questioning the interpretation placed by the com- 4 
mission on claims for pensions which are not allowed, as you are well aware. — 
In other words, there is a great deal of questioning of the interpretation which — 
the commission puts on the sections of the act and on their powers from — 
the very opposite point of view—that they in many cases do not give the 
benefit of the doubt when it should be given, and thus do not award pensions 
when they should be awarded. 
Mr. WincuH: I am not quite certain whether that clarifies the point or not. 
I know in the last two months Mr. Anderson, on representations I have’ 
made and on review, has decided that persons who had been turned down were 
entitled to pensions. x 
Mr. HarKNEss: My whole point is that this power which is given to them 
commission is constantly questioned, chiefly from the opposite point of view. 
The question is generally whether or not they are using those powers according 
to the intent of parliament. 7 
Mr. Wincu: Basically I would just love to get clarification on this. : 
We have had an explanation from Mr. Henderson. May I ask whether 
Mr. Anderson has any comment on this phase of the matter—paragraph two > 
and paragraph three. a 
Just how far do you accept the full, unrestricted power, authority and © 
exclusive jurisdiction? ‘ 
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Mr. ANDERSON: I feel that parliament meant exactly what they said when 
they inserted section 5 into the act. I think we have just exactly the power 
that is outlined there. On the other hand, I am not certain, frankly, of the 
relationship of the office of the Auditor General to our act and our operations, 
but I think it has been accepted through the years that the Auditor General 
is expected to comment on any expenses in any department or any board 
that in his opinion may be doubtful. This is a matter on which, as has been 
pointed out, there would appear to be some conflict. 

Mr. WINCH: May I bring it to a head, then, by giving an example? 

Let us turn to page two, paragraph five. The Auditor General has men- 
tioned this matter not only on page two but also later on where we have, 
shall I say, the interpretation of “specially meritorious” and “well deserving”. 
Without going into arguments on those, may I ask Mr. Anderson whether he 
understands that, because of a power which is outlined in paragraph 2 on 
page one, he has the authority to interpret “well deserving” in a manner 
similar to “specially meritorious”? 

Mr. ANDERSON: Yes, I frankly think we have that power. However, I 
would like to call to your attention the exact wording of section 25 of the act 
in this particular aspect: 


The commission may, on special application in that behalf, grant 


a compassionate pension, allowance or supplementary award in any 
case— 


. And I stress the words “in any case’’. 
. .. that it considers to be specially meritorious. 


My interpretation is that it is the case itself that must be specially meritorious 
and not the man’s service. 
Mr. WINCH: In other words, it is well deserving and therefore meritorious? 
Mr. ANDERSON: Exactly. 


Mr. CamMERon (High Park): Will you clarify that answer, Mr. Anderson? 
It seems to me to be slightly ambiguous. 


Mr. ANDERSON: The reply I just gave? 
Mr. CAMERON (High Park): Yes. 


Mr. ANDERSON: All I said was that the actual wording that appears in the 
act is “in any case that it considers to be meritorious”. I think the correct 
interpretation of that is that the case itself must be meritorious and not the 
service of the individual seeking the pension. 


Mr. CAMERON (High Park): How do you define “meritorious”? I am sorry 
to interrupt, but that is a point in which I am very much interested. 


Mr. ANDERSON: I think you have made a very good point and I would be 
happy to explain. Perhaps the best manner in which to do that would be to 
cite a specific case. I will not use any names but I will cite a case which I 
think is very much to the point. This is a type of case which is fairly com- 
mon; we have a number of them. 

A soldier during world war II marries an English or European girl. At 

_ the end of the war she refuses to return to Canada and she ultimately obtains 
a divorce in the British courts or in the courts of some European country. 
So far as Canadian law is concerned, he is not divorced; he is still married 
and therefore cannot marry again. He ultimately takes up common law union 

_ with another woman and there is a family. They live a respectable life and 

| they get along fine. We have used this section of the act to pay an additional 
pension on behalf of that common law wife. 

_ We considered it to be a meritorious claim because there is no way in which 
this man can get recourse. 


J 
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Mr. CAMERON (High Park): May I reserve my right to go back to this ques- 
tion later on? 

The VicE CHAIRMAN: Yes, indeed. 

Mr. Wrncu: In view of the reading of the section by Mr. Henderson and the 
interpretation he has placed on it, may I ask him whether he is basically chal- 
lenging the pension commission’s interpretation of that section, and that the 
word “meritorious” refers to the case, and if so, does he claim that there is 
any distinction between the terms “meritorious” and “well deserved’? 


Mr. HENDERSON: I think it might be helpful if I could ask Mr. Douglas to 
answer that question. 


Mr. J. R. Doucuas (Audit Director, Auditor General’s Office): One of the 
main purposes of bringing this matter to your attention is that we thought it 
might be interesting if we drew to your attention the tremendous change in 
the interpretation of “specially meritorius” over the years by the commission 
itself. I would like to quote an opinion given by Mr. Justice Hyndman, who was 
then president of the appeal board, which we came across during our research 
into this matter. It reads as follows: 


There is no doubt that the deceased ex-soldier had a very creditable 
military career but, unfortunately, it was not of such a nature as would 
fall within the expression in the section referred to, namely ‘specially 
meritorious’. 

It must be remembered that there were about 619,000 enlistments 
in the Canadian expeditionary forces and, of these, about 425,000 pro- 
ceeded overseas. Some 60,000 died on service and. there are at present 
about 80,000 disability pensioners. It will thus be seen that there are, 
allowing for deaths since the war, more than 200,000 ex-soldiers, most of 
whom saw service in an active theatre of war, and who are receiving no 
pension. Allowing for slackers and others whose service might not be 
said to be creditable, there are a very great number whose service was 
praiseworthy and meritorious. It will thus be seen that, if a loose inter- 
pretation of section 21 were permitted, it would almost do away with 
the necessity of proving a right to pension under section 11 of the act 
and would lead to universal pensions. 

We have had many applications under section 21 in which the facts 
as to the merits of service and distress of the widow have been on a par 
with or even more distressful than in this case and, unfortunately, we 
have had to disallow such claims. This court has held, in connection with 
many of these cases, that unless there is something outstanding or con- 
spicuous, as compared with the ordinary meritorious service, provisions 
of the section cannot be applied. 

Realizing as I do the extreme financial needs of the applicant in 


this case, and whilst it would give me much pleasure to be able to accede — 
to her request, nevertheless, in view of the law as interpreted by this — 


court, it is with much regret that I am compelled to say that the applica- 
tion must be REFUSED. 


Mr. Wrincu: Do I take it from what you have read that because of an 
interpretation that was made many, many years ago, there is now a wrong 


interpretation being given; that the section applies to meritorious service, and. 
not necessarily military service? 


Mr. Douctas: No, sir, I would say that the reason this was brought tony 


attention was to illustrate the varying interpretation of the words “especially | 
meritorious”. At the outset it seemed to be something considered as outstanding 


in military service. It simply is a matter of drawing this to your attention. Now, — 


there is a much broader interpretation given, and in fact we have noted cases _ 


4 
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which one can consider as merely a matter of social welfare, such as when a 
person is in financial need, and the pension is awarded under this section. 

Mr. WIncH: I am glad to note, speaking personally, the progressive thinking 
of the commission. 

Mr. McMiuuan: Section 40, subsection ( 1) which Mr. Henderson refers to 
in his last page applies, and no person shall be awarded more than one pension 
in respect of death. My question is this: Would not the award of the second 
pension be made beyond the provisions of the act? I am not questioning the 
need for the second pension, but does it not g0 beyond the act, if section 40, 
subsection (1) is read in that way? 

Mr. Douctas: This is a very interesting question that we are raising. We 
do not know. This is one of the questions we want clarified. I might illustrate 
it in another way, using section 38 of the Pension Act. Under section 38, sub- 
section (3) the individual must be incapacitated by mental or physical infirmity 
from earning a livelihood. This is a condition. Yet by using section 38, sub- 
section (7), which in effect Says that a pension awarded to a mother shall not 
be reduced on account of hear earnings, pensions are being continued under 
section 38, subsection (8), where the person has returned to full time em- 
ployment. But to us this seems to be ridiculous. If incapacitation is the one 
criterion for a person drawing a pension, it seems to me to be very difficult 
to understand how a pension can be continued when a person is holding down 
a full time job. These are things which have raised doubts in our minds. 

_ Mr. McMinuan: Should there not be an amendment made to the act? 


Mr. DouGLas: This of course is what we have thought might usefully be 
considered to clarify the situation. 
The Vice CHAIRMAN: Now, Mr. McLean. 
Mr. Fores: Is there any appeal from a decision of the board? 
Mr. ANDERSON: You mean with respect to a claim under section 38, for a 
dependant parent? 
Mr. ForBes: I mean any claim. 
Mr. ANDERSON: Yes, there is. 
Mr. ForBes: You say there is an appeal? 
Mr. ANDERSON: Yes. 
Mr. ForBEs: To whom do you appeal? 
Mr. ANDERSON: The appeal is made to a special appeal board of the com- 
_ Mission, composed of three members. 
Mr. Forges: The late Harry Jones and I had a case before you people and 
_ Wwe could not make head or tail out of it. We finally got a French pension, but 
you held back the Canadian pension and we still think you are wrong. 
The Vice Cuatrman: If you would give Mr. McLean an opportunity to ask 
his questions, I feel sure that the matter you are referring to will be covered. 
\I saw Mr. McLean before you spoke. 
Mr. ForBes: I thought I asked for your permission and you nodded to go 
/ahead. Are you bilingual and I do not understand? 

The Vicz CHAIRMAN: Mr. McLean. 

Mr. McLean (Charlotte): The Auditor General says in section 25, dealing 
With the powers of the commission, that you may have a compassionate pen- 
sion or a supplementary award which he says must be established on meritorious 
grounds, and Mr. Anderson has given us a definition of meritorious. I always 
thought that it was in connection with service in the field or something like 
that. I did not think it was in connection with married life. I have heard the case 
| given by Mr. Anderson, and now I would like to give my case. 
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A man served in his teens in the first world war. He comes out of the lines 
of Passchendaele, where out of 146 men and four officers only 16 men came 
out. That night he was supposed to have a rest. But he had to go back 
in that night to help carry out the wounded. Then a howitzer went off 
near him, knocking out his hearing. He is deaf from then on. He lives a good 
life, and is an upright citizen. He asks for no pension, but he considers it to be 
meritorious service. He not only saved a man’s life, but also put a machine 
gun out of action and so on, and he thought it to be meritorious service. 
He was not mixed up with married life at all. I believe that man’s word should 
be accepted. This happened to him. But he cannot even get a hearing aid, 
while the man who is mixed up in married life gets a pension. I cannot see any 
sense to it. All he wants is a small pension so that he can get into a veteran’s 
hospital. 

He went to a veteran’s hospital under the impression that he could get 
free service, but he was charged $75. The provincial government pays the 
bill for his room, but the surgeon charges him $75, and the pension com- 
mission will not even give him a hearing aid. I know the man and I believe 
his word. I know that if I made an affidavit in court they would accept my / 
word, but if a veteran comes up and is willing to make an affidavit, the 
pension commission will not believe him, or anybody else. I think they should 
accept someone who comes forward and says that this man is of good character ~ 
and has been of good character, and is leading the life of an upright citizen. 
I think they should take evidence along this line and not turn the man down. 

I cannot accept the definition of “meritorious” which Mr. Anderson has 
given. I cannot see it at all. 

Mr. ANDERSON: In the first instance I would not wish to comment on a © 
claim or a case with which I am not familiar. We often find when we dig into © 
these cases that there are a lot of problems and other matters in connection M 
with them with which we are not familiar at the moment. Therefore, I would 
not wish to comment on any particular case without knowing more about it * 
than I do about this one. Pt 

Also there is some confusion between section 25 and section 13. From | 
what Mr. McLean has said I would assume that this man might be able to ‘ 
apply for a pension under section 13. I do not know if he applied under section | 
25. But I would judge that he is seeking entitlement to a pension on the — 
grounds of disability, and not on compassionate grounds. s 

Mr. McLean (Charlotte): It says “special meritorious service’. Do you 
not look into his service as such? . 

Mr. ANDERSON: Yes, but if he was not applying for a pension under 
section 25 we would not deal with it on that basis but, rather, on the basis” 
of whether or not he received a disability during the period of his service. 

Mr. McLean (Charlotte): Well, then, how is the ordinary person to 
know what to apply under? I am sure I would not know. | 

Mr. ANDERSON: Well, of course, if he is applying on the basis of a dis-_ 
ability he goes to a pension advocate and he would be advised of the correct 
manner in which to proceed. ‘ 

Mr. McLEAN (Charlotte): Yes, but in my experience one does not get 
anywhere. ry 

The Vick CHAIRMAN: Would you proceed, Mr. Forbes. | 


Mr. Forses: A case I have in mind concerns a Frenchman who came to 
Canada in 1912. He took up farming. He was a member of the French rear 
servists army. In 1914 he was called back to France and in 1918 he was killed. | 
This man was entitled to two pensions, the French pension and the Canadian | 
pension. His widow later was confined to a mental institution. This case w S. 
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dian portion because she is confined to a mental institution. In my opinion, 
the Canadian Pension Commission should not have that authority. This woman 


_ was entitled to the pension as a result of her husband’s war service and, as 


such, I think she should be paid that pension through the administrator of 
mental persons’ estates in the province of Manitoba. I know you are well 


Mr, ANDERSON: Yes, but only to say that under section 18 of the act the 
commission has authority to administer funds of persons who are in mental 
institutions, and that is what we have been doing. 


Mr. ForBrEs: But in certain provinces there are officials to administer these 
pensions on behalf of persons confined to institutions, 


Mr. ANDERSON: But in the case of disability or dependants pensions that 
authority is given to us by our own act. 

Mr. CAMERON (High Park): But, you have eliminated meritorious service 
because— 

Mr. ANDERSON: If I may interrupt, no, we have not eliminated it. This is 


a very important factor which we take into consideration when deciding these 
questions, 


Mr. CAMERON (High Park): You really have enlarged it then because you 
Said you considered meritorious service to be more or less synonymous with 
hardship. Let me illustrate what I am trying to get at. Let us take a man 
who, through no fault of his own, could not get married and had contracted 
@ common law marriage. He made an allowance on that basis. I am using a 
fictitious case. This man was on active service and whether or not it was 
through his own fault he was not covered by section 13 (2). This man lost 
both legs and both arms through special meritorious service. He has under- 
gone a most unfortunate experience and as a result of which he is unable 
to make a living? What do you do in this case? What is the reasoning of the 
commission in this respect? 

Mr. ANDERSON: In the first place, if the man has any pension entitlement 
at all, even 5 per cent— 

Mr. CamERon (High Park): I am eliminating all reference to a pension 
entitlement. My case relates to a man who has no entitlement at all under 
section 13 (2). He is seeking relief under this word “meritorious”. He has to 
qualify under that. This is a case of a man who is suffering extreme hardship. 

Mr. ANDERSON: We have not eliminated as such the meritorius service 


aspect. 
Mr. Cameron (High Park): I can understand the meritorious service 


Aspect of it in the case of a man who has given meritorious service and is in 


' position of hardship; under the act he would not have been entitled to a 
dension and you would have taken that into consideration when deciding if 
is hardship deserves relief action under section 25. However, I am interested 
the thinking of the commissioners on this ground of hardship. What do 
‘ou interpret as being a hardship? I gave you an illustration of a man who 
/ost both arms and both legs and who was incapable of making a living. Do 


ou do anything for this man? 
214852 
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Mr. ANDERSON: We would not pay him a pension on that basis only; we 
would have to consider other factors, such as his service and so on. 


Mr. CAMERON (High Park): But, why not? 

Mr. ANDERSON: Because under the Pension Act we do not consider sec- 
tion 25 to be designed so as to provide that every man who puts on a uni-— 
form will be given a pension if something happens to him after his war service 
is finished. This is not the purpose of the Pension Act. 

Mr. Harkness: Am I not correct that such a man would come under the 
provisions of the War Veterans’ Allowance Act? 

Mr. Cameron (High Park): But here is a man who cannot make a living 
and yet you do not consider that as meritorious service. It would appear to © 
me that you do not give the word “meritorious” its full grammatical meaning. 

Mr. ANDERSON: We do not pay pensions under section 25 on the basis of 
any one particular aspect of his claim; we have to consider all the aspects, his — 
service disability, his status so far as finances and all other factors. 

Mr. Cameron (High Park): I do not see why you have to consider all — 
these other outside things. They may be elements that enter into making a 
final decision but, in my opinion, the point concerns this hardship. Are meri- | 
torious and hardship synonymous? What would you do in the case I illustrated? — 

Mr. ANDERSON: I would take a look at it under section 25 and decide on the © 
pasis of all the aspects of his claim whether or not he is entitled to consider-_ 
ation. 

Mr. Cameron (High Park): But let us eliminate all the other aspects. Ig 
am referring simply to the hardship in this particular case. He lost both his ; 
arms and legs and he cannot make a living. He went overseas to serve his 
country; he comes back and he is not eligible under section 13 (2), and the only | 
place he can make a claim is under section 25. Again, I am asking why it 
should not be considered a meritorious case? w 

Mr. ANDERSON: Of course, we would consider it. But, I could not commit 
the commission in any case of that type to pay a pension; it has to be decided 
by the commission. y 

Mr. Cameron (High Park): I am having difficulty in finding out what 
the thinking of the commission is in this respect. i 

Mr. WincuH: In respect of the example given by Mr. Cameron could we 
ask whether or not you then would consider it under the War Veterans’ Al- 
lowance Act, as suggested by Mr. Harkness. ) 


Mr. AnpERSON: He might be entitled to that, in which case the question | 
of pension under section 25 probably would not arise. If he had service only 
in Canada, with no pension entitlement, he would not of course be eligible 
under the War Veterans’ Allowance Act. ‘ 

Mr. Cameron (High Park): Although the War Veterans’ Allowance Act 
might help him it would not begin to compensate him for the hardship he 
has suffered under the illustration I have given. I am asking for a simple 
answer in respect of this man who has suffered to the extent that he nage 
As I say, I have mentioned a purely fictitious case. Why would it not be corm 
sidered a hardship and, therefore, synonymous with a meritorious claim, and 
why should he not have been awarded a pension which he would have ie 
if he had lost both arms and both legs in battle? r 


Mr. Anperson: It would be very seriously considered, yes. 

Mr. Cameron (High Park): But I cannot get an answer yes or no. 
Mr. ANDERSON: You want me to say that I would give it to him. 

Mr. Cameron (High Park): Yes. 
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Mr. ANDERSON: I cannot say that because it is not within my prerogative 
to say so. I am not the commission; I am only the chairman and one member 
of the commission. 

The VicE CHAIRMAN: Have you a question now, Mr. Harkness? 

Mr. HARKNESS: I had a couple of questions to put. In respect of overpay- 
ments you stated you are now entering these up. Do you then attempt to col- 
lect these overpayments out of the allowances which have been given? 

Mr. ANDERSON: In some cases we do, sir, if it is not going to work a hard- 
ship on the individual. 


Mr. HARKNESS: That is my very point; if it is going to work a hardship 
on the individual you then do not subtract the $20 or whatever it is a month? 

Mr. ANDERSON: That is right; we do not. 

The VicE CHairmMan: Then how do you collect this? 

Mr. ANDERSON: It is referred to the proper statutory authorities and they 
proceed with it in whatever way they see fit. 

Mr. HARKNESS: It is recovered in some cases from the veterans’ estates, 
I suppose, and if not from there it is written off? 


Mr. ANDERSON: Yes. 


Mr. Harkness: Although, you do enter it as an overpayment you do not 
immediately begin to subtract the amount in question, no matter what the 
circumstances are? 

-Mr. ANDERSON: No. 


Mr. HARKNESS: My other question relates to the ceiling on the assets of 
a dependant parent. Is there any limit on the value of a house as there is in the 
case of the war veterans’ allowances people? 


Mr. ANDERSON: No. We have not placed any specific limit on the value of 
the house but it is one of the factors we consider. We might try to encourage 
the individual, if he was living in an overly expensive house, to work out a 
means by which the house could be sold or live in a less costly establishment 
because in many cases the cost of operating a big expensive house is more than 
the act permits us to pay under our ceiling. But, we have no definite limit in 
this respect. 


Mr. HarKNESS: In other words, you do not apply a limit as you do in 
the case of the War Veterans’ Allowance Act? 

Mr. ANDERSON: No. 

The Vic—E CHatRMAN: I know it is not normal for the Chairman to put 
questions and that is why I would rather be sitting on the other side of this 
table. But, you do find it quite in order for someone to transfer $19,800 in 
assets to a son-in-law at no interest and then pay an additional pension. 

Mr. ANDERSON: Well, she could have done many, many other things with 
it. 

The VIcE CHAIRMAN: I am not questioning that. I suspect there are a lot 
of things she could have done with it. 

Mr. ANDERSON: She is receiving no income from it, as a result of which, 
she is in a dependant position. 

Mr. HARKNESS: But, in these cases you do not pay the whole pension; you 
Pay only a partial pension? 

Mr. ANDERSON: Yes, that is right, because her son is providing her with 
room and board. 

_ The Vick CHarrMAN: Are you saying that the sons who die overseas are 


the sole support of their mothers? 
2148523 
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Mr. ANDERSON: Not invariably, but unless there is evidence to the contrary 
we take that to be the case. 

The VicE CHAIRMAN: Could you tell me how many sons who did not get 
killed overseas are supporting their mothers? Do you know? 

Mr. ANDERSON: I do not know. 

The Vice CHarirRMAN: Are there any other questions in this respect? 

Mr. Forses: Mr. Chairman, I would like to say one thing. I think there — 
should be a change on the basis on which you decide a pension. The day of © 
children assisting their parents is long past, and you may as well reconcile © 
yourself to that fact. If these chaps are entitled to a pension as a result of © 
war service, give it to them. 

Now, by putting a ceiling on their property or a net worth statement you 
have created the same conditions that are referred to in this clause. This 
woman wants to draw a pension so she transfers her property to her son. — 
I would say “forget about it”. If they are eligible for a pension as a result of 7 
their war service, pay it to them and do not get people in the position in — 
which you got this lady here because only a short time may pass before the 
son-in-law forgets about helping her. If they are a war charge, let us pay | 
out the charge. 

Mr. DANFORTH: Mr. Chairman, I would like to ask Mr. Henderson one or 
two questions strictly regarding the mechanics. You made the following state- 


ment here: 


Nevertheless, in the discharge of my statutory responsibility, it is_ 
my duty to bring to the attention of the house any cases where, in my | 
opinion, doubt exists as to whether legislation on the statute books is” 
being applied in accordance with parliament’s intent. 


My question, Mr. Henderson, is this: You or your department in the- 
discharge of its duty would not go into every pension case because there are. 
thousands and thousands of them. My interest is whether you just pick cases 
at random or does the commission refer pensions of a particular type to your 
attention? What are the mechanics by which you go into these pensions? . 

Mr. HENDERSON: As you know, ours is a test audit. We select the cases. 
Perhaps it would help if Mr. Douglas could explain this to you because he 
is in charge of carrying it out. j 

Mr. Douctas: Generally speaking, we do it on a sampling basis. For 
example, we will sometimes limit tests to various sections. We might do a test 
of section 25 cases, or a test of section 38, then a test of the war disability 
pensions under section 13. It is a matter of a test examination. i 

Mr. DanrortH: Then, there could be other fields in which there might be 
a conflict of opinion between the two departments which could be brought out 
from the testing other than the prime examples shown here? 4 

Mr. Doucuas: This is quite possible. These are simply examples. 

Mr. CarpirF: Mr. Chairman, I refrained from asking this question because 
of the fact that I did not have all the particulars with me. I expect them in 
the mail right now. A gentleman came to me on Saturday. I was home. He came 
with his wife. He is now 68 years old and he is a veteran of the first world 
war. There are very few of them left. He was getting a pension for quite some 
time. He was in active service and was wounded at different times. He had a 
full time job while he was able to do it, but then he got to the position where 
he was not able to continue his work. They cut his pension when he started 
working and they would not give it back to him because his wife had money 
I think it is absolutely wrong. He is entitled to a pension because of his wat 
service. They cut the pension off because he was making enough money td 
keep himself, and his wife had money. Because they had money, they wo ld 
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not reinstate him. He is 68 years old and she is 70, or almost that age. They 
told her that she had to spend her money if he was to get a pension. She has 
spent it. They drive a car, and they were told that they should not have a car. 
Their son had given them a car, they did not buy it. The same with a television 
set. They were told they could not have a television set because that was 
something special. Somebody gave them a television set. This man is entitled 
to a pension because of his war service, and yet they cut it off because he was 
making enough money to make a living. I am going to receive all the informa- 
tion within a day or two. I told them to go home and put all this on paper and 
send it to me in a letter. The man agreed to do it. I have not received it yet, 
but I will have it tomorrow, I expect. I intend to fight for him. 

Mr. HENDERSON: May I mention that at the meeting on Thursday Mr. 
Cromb, the chairman of the war veterans’ allowance board will be attending the 
committee. Iam wondering whether Mr. Anderson would not agree that perhaps 
this case is more cf a war veterans’ allowance case than yours, Mr. Anderson? 

Mr. ANDERSON: All I would say is that if this man was in receipt of a 
disability pension and was cut off because he was working, somebody made 
a bad blunder somewhere. I would be glad to correct that blunder if you refer 
it to me. 

Mr. CARDIFF: He went to London, and he went to different places. They 
all turned him down. I think it is ridiculous. I think it is plain ridiculous for 
the pension board to turn any soldier down who served in the first war. There 
are only a few of them left and for God’s sake give them enough to live on until 
they die. 

Mr. ANDERSON: There is no authority in our legislation to either reduce 
or cut off a man’s disability pension under such circumstances. I am not talking 
about the war veterans’ allowance or the pension under section 38; I am 
talking about the disability pension. We cannot cut off the disability pension 
because of a man obtaining employment. 

Mr. CarpiFF: It may be under the war veterans’ allowance. 

Mr. ANDERSON: This would have to be dealt with by Mr. Cromb. This is 
not my responsibility. 

The Vick CHAIRMAN: Are there any further questions? If there are no 
further questions we thank you, Mr. Anderson, for having appeared before 
the committee. I think you enlightened us on many questions concerning 
pensions. 


Mr. HENDERSON: Mr. Chairman, may I ask Mr. Winch if he still entertains 
any reservations regarding my responsibility in carrying out a test audit of 
the transactions of this commission, in the light of his earlier question? 


Mr. WINCH: I would say you have to carry on an audit but I am still 
not completely clear as to whether your authority goes as far as in the inter- 
pretation you have given. I think you have to watch where the money is 
being spent but I am still not completely clear on that. 


The VicE CHarrMan: I do not think I should give my opinion on that but 
if the Auditor General is not going to look over some of these cases, then I 
would say this department should be eliminated from his jurisdiction. 

I think we will ask Mr. Henderson to carry on. We were considering para- 
graph 98 in the 1963 report. If it meets with the approval of the members of 
this committee we will sit until 11:15. 


Mr. HENDERSON: I think, Mr. Chairman, that at our last meeting we 
actually had just called paragraph 98, the non-productive payments. I do not 
know whether the members have any questions regarding them. There were 
six non-productive payments left over. I can refer to them very briefly. I do 
not know whether that would be your wish. Have they been studied? 


Es. 


\ 
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The Vic— CHAIRMAN: Have we not completed paragraph 98? 

Mr. HENDERSON: You dealt with the majority of the non-productive pay- 
ments. The ones that were left were a couple from the Department of Justice ~ 
and also relating to the department of penitentiaries and the Department of 
Citizenship and Immigration. 

The Vick CHAIRMAN: If the committee has any questions on paragraph 
98 Mr. Henderson will answer them now. 


Mr. HENDERSON: This is paragraph 98 in the 1963 report on page 65. 
Mr. HARKNESS: Which are the ones which have not been dealt with? 


Mr. HENDERSON: There were half a dozen left over. I can refer to them ~ 
briefly. You have dealt with the non-productive payments in your report to © 
the house; you might therefore not care to spend any more time on the list. 
For example, on page 148, in appendix 1, there was, No. 1, the abandonment 
of shared-cost school construction project in Southampton, Ontario. There is 
also No. 3 and No. 4 having to do with penitentiary locations which were 
discarded. The sum of $10,000 was spent on the development of a water supply 
at the Belair forest reserve, a correctional work camp, that was not proceeded 
with. : 

Mr. Chairman, perhaps we could push ahead if there are no further ques- 
tions. 

Mr. SoutHAM: They can be included under the recommendations which 
the committee might make. 

Mr. HENDERSON: You have already delivered an opinion on them. 

The VicE CHAIRMAN: If it meets with the committee’s approval, we will 
go on to paragraph 99, summary of assets and liabilities. 


SUMMARY OF ASSETS AND LIABILITIES 


99. The statement of assets and liabilities as at March 31, 1963, with 
comparable figures at the end of the preceding year, prepared by the 
Department of Finance for inclusion in the public accounts and certified 
by the Auditor General in accordance with section 64 of the Financial 
Administration Act, is reproduced as Exhibit 2 to this report. 


Mr. HENDERSON: In paragraph 99 we move on to a summary of assets and 
liabilities as of March 31, 1963. 
We then move on to paragraph 100 on page 66 where it gives the table 
listing the assets at that date by the main headings of the statements. 


Assets 


100. The following table lists the assets at March 31, 1963, by main 
headings in the statement of assets and _ liabilities, in comparison 
with the corresponding balances at the close of the two previous fiscal 


years: 
March 31, 1961 March 31, 1962 March 31, 1963 


Current assets ....$ 784,348,000 $ 1,246,016,000 $ 820,217,000 


Advances to the 
Exchange Fund 
FA CCOUMG. seein < 2,024,000,000 1,793,000,000 2,736,000,000 


Sinking fund and 
other _invest- 
ments held for 
retirement of un- 
matured debt .. 17,018,000 19,432,000 22,312,000 


Loans to and in- 
vestments in 
Crown corpora- 
TION SRA aed. 

Loans to national 
governments 

Other loans and in- 
vestments 

Securities held in 
EUS Tae heiress 

Deferred charges . 

Suspense accounts . 

Inactive loans and 
investments 


eee eee 


Total Assets 
Less—Reserve for 
losses on _ reali- 
zation of assets . 


Net Assets 


Departmental 
working capital 
advances and 
revolving funds: 


Agricultural com- 


modities sta- 
bilization ac- 
COUNTER oe 
Defence produc- 
tion revolving 
LULT Clamey Set eee 
O©thergayvews ots, 


Securities held for 
the securities in- 
vestment account 


Other current assets 


$ 
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March 31, 1961 


3,614,188,000 


1,378,196,000 
1,035,651,000 
30,043,000 
733,702,000 
136,000 


94,824,000 


9,712,106,000 


546,384,000 


...$ 9,165,722,000 


486,760,000 


90,198,000 


15,651,000 
65,234,000. 
171,083,000 


101,454,000 
25,051,000 


784,348,000 


March 31, 1962 


3,985,330,000 


1,339,797,000 


993,863,000 


25,837,000 
727,826,000 
136,000 


94,824,000 


10,226,061,000 


546,384,000 


$ 9,679,677,000 


March 31, 1962 


$ 


895,321,000 


132,783,000 


27,297,000 
63,300,000 
223,380,000 


94,608,000 
32,707,000 


$ 1,246,016,000 
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March 31, 1963 


4,468,119,000 
1,210,777,000 
1,110,655,000 
26,016,000 
936,644,000 
136,000 
94,824,000 


11,425,754,000 


546,384,000 


$ 10,879,370,000 


Next we go to paragraph 101 in which we break down the first of those 
figures, the current assets figures which show the cash, and the departmental 
working capital advances and revolving funds. 
101. Current assets. The balances included under this heading at 
March 31, 1963, with the comparable balances at the close of the two pre- 
vious years, were: 

March 31, 1961 


CAS TIGE NAG eu oreest cess $ 


March 31, 1963 
$ 511,347,000 


139,043,000 


39,068,000 
65,156,000 
243,267,000 


33,480,000 
32,177,000 


$ 820,271,000 


The $139,043,000 balance of the agricultural commodities stabiliza- 
tion account at March 31, 1963 was $6,260,000 greater than the corres- 
ponding amount at the end of the preceding year, the difference being 
more than accounted for by the increase of $16,861,000 in the inventory 
of butter held by the agricultural stabilization board offset, in part, by 
a decrease of $9,311,000 in the inventory of pork products. 
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The increase of $11,771,000 in the defence production revolving © 
fund was mainly accounted for by progress payments of $8,136,000 
made to various suppliers in connection with the production of CF-104G 
aircraft to be supplied to European nations under the mutual aid 
program. . 

The decrease of $61,128,000 in the balance of the securities invest- 
ment account was accounted for by (a) a decrease of $50,458,000 in the 
temporary holding of securities of Canada by the Minister of Finance | 
under the authority of section 17 of the Financial Administration Act, — 
and (b) the sale of $10,670,000 of the securities received by the Min- 
ister of Finance on February 21, 1962 on assignment from the Canadian 
Arsenals Limited pension fund, with the approval of the governor in 
council. As mentioned in last year’s report (paragragh 118) the assign- 
ment arose upon the transfer to the public service superannuation 
account of the liability for the payment of pensions to pensioners and 
former contributors to the fund. Under the terms of this transfer, the 
Minister of Finance credited the public service superannuation account 
with the proceeds derived from the securities sold during the year. 
At March 31, 1963 there remained $1,488,000 of the securities to be sold. | 


At the top of page 67 there are some comments regarding the items that 
are included in that tabulation. You will notice there that the decrease of 
$61,128,000 in the balance of the securities investment account was accounted for 
by a decrease of $50,458,000 in the temporary holding of securities of Canada 
by the Minister of Finance under the authority of section 17 of the Financial 
Administration Act, and also the sale of $10,670,000 of the securities received 
by the Minister of Finance on assignment from the Canadian Arsenals Limited 
pension fund which was taken over and merged with the public service supe 
annuation account. 

Paragraph 102 has a comment regarding the advances to the exchange fund 
account. 

102. Advances to the Exchange Fund Account. This account is 
operated by the Bank of Canada on behalf of the Minister of Finance, 
and advances are made by the minister from time to time within the 
maximum ($3,000,000,000 at March 31, 1963) authorized by the governor 
in council under section 23 of the Currency, Mint and Exchange Fund 
Act, R.S., ec. 315. The advances to the account at each year-end are 
included in the statement of assets and liabilities at their total, less 
repayments, with a parenthetical note giving the market value of the 
investments from the advances. Thus at March 31, 1963 the amount 
shown for “advances to the Exchange fund account” was $2,736,000,000, 
being the total of the advances less repayments, whereas the market value 
of investments from advances was $2,757,046,000, indicating an unre- 
corded surplus of $21,046,000. By comparison, at the close of the two 
previous years there were unrecorded deficiencies of $33,310,000 at March 
31, 1962 and $154,042,000 at March 31, 1961. 

A summary of the transactions in ‘the account for its fuandial year 
ended December 31, 1962 is included in paragraph 175 of this report. 

We have already dealt with that when Mr. Bryce was before the committee 
You considered at that time the report that the minister made. 

Paragraph 103 deals with a small item covering investments held for the 
sinking fund maintained with respect to Newfoundland loans which were 
assumed under the terms of union. 

103. Sinking fund and other investments held for retirement of un- 
matured debt. This item represents the investments held for the sinking 
fund maintained with respect to Newfoundland loans which were assumed 
under the terms of union. 
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On the next page paragraph 104 gives the listing of the loans to and invest- 


ments in crown corporations. 

104. Loans to and investmen 
table lists these loans and inv 
comparable balances at the clos 


Central Mortgage and 
Housing Corporation . 
Canadian National Rail- 


March 31,1961 March 31,1962 March 31,1963 


$1,510,711,000 ¢ 1,701,029,000 $ 1,802,806,000 


ts in crown corporations. The following 
estments at March 31, 1963, with the 
e of the two previous years: 


VsclV Somalis ere aay str ee ac ae 1,092,590,000 1,165,039,000 1,439,328,000 
The St: Lawrence Sea- 

Wav PN UtHOrIb ya, fee ceo 339,927,000 368,216,000 390,888,000 
Farm Credit Corporation 155,754,000. 209,971,000 268,968,000 
National Harbours Board 172,770,000 178,743,000 192,579,000 
Northern Ontario Pipe 

Line Crown Corporation 123,750,000 119,035,000 110,555,000 
Atomic Energy of Canada 

Baa Ls sch Ra a ee 60,930,000 65,827,000 53,258,000 
Canadian Overseas Tele- 

communication Corpo- 

BATION Bret ee i ECS S| 31,686,000 37,918,000 49,321,000 
National Capital Commis- 

STOTEM A ary mC AA WL) a. 25,232,000 31,478,000 40,906,000 
Export Credits Insurance 

COEDOraIOn ho uit a 10,000,000 15,288,000 34,955,000 
Polymer Corporation Li- 

TELL na ina e et 30,000,000 30,000,000 30,000,000 
Northern Canada Power 

COMMISSIGN Fc Shee gw, 26,463,000 26,158,000 19,003,000 
Other, balances... ..,..... 34,375,000 36,628,000 35,552,000 


$ 3,614,188,000 $ 3,985,330,000 $ 4,468,119,000 


The increase of $102 million in the amount shown for Centra] Mort- 
gage and Housing Corporation during the year ended March 31, 1963 was 
largely accounted for by advances of $137 million, less repayments of $69 
million, pursuant to section 22 of the Central Mortgage and Housing 
Corporation Act, R.S., c. 46, together with advances of $45 million, 
less repayments of $7 million, in respect of federal-provincial projects. 

The increase of $274 million in the amount shown for Canadian Na- 
tional Railways was accounted for by advances of $303 million under 
Canadian National Railways Financing and Guarantee Acts and by 
further investment of $19 million in 4% preferred stock in the company 
pursuant to section 6 of the Canadian National Railways Capital Revision 
Act, R.S., c. 311, less a repayment of $3 million by Trans-Canada Air 
Lines, and reductions of $41 million and $4 million as a result of charging 
to expenditure the temporary loans made to the Canadian National Rail- 
ways and its subsidiaries, Trans-Canada Air Lines, to meet their 1962 
“Income deficits’’. 

Further loans of $7 million to the St. Lawrence seaway authority 
during the year under review, plus an additional $16 million for deferred 
interest on loans, accounted for the increase of $23 million during the 
year to bring the investment in the authority to $390,888,000 at March 
31, 1963 (see paragraph 158). 

The $110,555,000 of loans to the Northern Ontario Pipe Line Crown 
Corporation at March 31, 1963 were repaid in full by the corporation in 
May 1963 following the sale of the northern Ontario section of the all- 
Canadian natural gas pipe line. 
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This is where the advances, as they are needed, are charged up to the 
crown’s ‘investment in its corporations and agencies. As you will see, they 
continue to increase to the point where at March 31, 1963, the total was about 
$41 billion. Speaking broadly, you could say this represents the crown’s in- 
vestment in its government corporations. 

The reason for some of the increases are explained in the ensuing para- 
graphs. You will notice, in the last point, that the loans to the Northern Ontario 
Pipe Line Crown Corporation, at the close of the year, were repaid in full by 
the corporation a couple of months later following the sale of the Northern 
Ontario section of the Canadian natural gas pipe line. 

Paragraph 105 on page 69 is loans to national governments. 

105. Loans to national governments. The following is a listing of the 
balances of these loans at March 31, 1963 in comparison with the cor- 
responding balances at the close of the two previous years: 


March 31, 1961 March 31, 1962 March 31, 1963 


Beleium = «i. 1 says $ 36,912,000 $ 34,605,000 $ 32,298,000 
Prance;.¢. theca 143,650,000 135,200,000 67,600,000 
Tridia™ to. eeeietae 29,546,000 24,831,000 20,117,000 
Netherlands ..... 74,013,000 68,850,000 32,130,000 
United 

Kingdom .... 1,091,544,000 1,074,476,000 1,057,045,000 
Other 

countries .... 2,531,000 1,835,000 1,587,000 


$1,378,196,000 $1,339,797,000 $1,210,777,000 


—_— 


The reductions totalling $129 million during the year ended March 31, — 
1963 were the result of the continued orderly repayment of each of the 
loans as the instalments fell due, together with special repayments by — 
the governments of France and the Netherlands. j 
These, for the most part, are in the process of orderly reduction. You will — 
see we have $1,210,777,000 outstanding at March 31, 1963. 
Paragraph 106 deals with other loans and investments. 
106. Other loans and investments. The balances comprising this 
asset item at March 31, 1963, with the comparable balances at the end 
of the two previous years, were. 
March 31, 1961 March 31, 1962 March 31, 1963 
Subscriptions to 
capital of and 
working capital 
advances and 
loans to _ inter- 
national organiza- 


lntsjalse Sa eAneoMas $ 631,127,000 $ 659,936,000 $ 693,998,000 
Veterans’ Land Act 
AGCVANCES eee + © 199,644,000 207,953,000 224,486,000 
Less—Reserve for 
conditional 
enehtSyesce. 4 33,552,000 30,598,000 28,467,000 
166,092,000 177,355,000 196,019,000 


Loans to provincial 

governments..... 98,372,000 97,879,000 116,818,000 
Balances receivable 

under agreements 

of sale of crown 

ASSCESha chau 12,094,000 10,622,000 8,303,000 
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March 31, 1961 
Temporary loans to 
old age security 


March 31, 1962 March 31, 1963 


PUTA ae ee ot Pa 17,283,000 
Loans to Unemploy- 
ment Insurance 
Commission 67,000,000 
Other balances 43,683,000 48,071,000 53,838,000 


$ 1,035,651,000 $ 993,863,000 $ 1,110,655,000 


The following is a listing of the balances comprising the $693,998,000 
shown for the first item in the above table as at March 31, 1963: 
Subscriptions to capital: 

international monetary: fund. V6. <0. 66... ss,.cp oe. $ 577,250,000 


padmcey clopimenty sd Simaiiuo, oa ta, Nene | ee 80,483,000 
International Development Association ..........°0°") 24,927,000 
International Finance Corporation heart 4 ca ee 3,522,000 


686,182,000 
7,816,000 


$ 693,998,000 


Sl erieT eel tere 6. 6h 6 ear ete elie! siete 


During the year ended March 31, 1963, Canada’s subscription to the 
international monetary fund was increased by $13 million, through the 
issue of additional non-interest bearing notes, as a result of revaluation 
of the Canadian dollar portion of the subscription based on the rate of 
exchange for the United States dollar at January 31, 1963. 

The $41,679,000 of temporary loans to the old age security fund 
at March 31, 1963 represented the deficit resulting from transactions 
up to that date in the special account provided for by section 11 of 
the Old Age Security Act, R.S. 200. The following is a summary of the 
transactions relating to the fund during the past three years: 

1960-61 1961-62 1962-63 
Collections of tax 


Onesalcse tt = us $270,231,000 $284,879,000 $302,239,000 


On personal incomes 229,400,000 258,950,000 273,650,000 
On corporation 
a COMTES 4 eee este 103,500,000 100,125,000 115,250,000 
: 603,131,000 643,954,000 691,139,000 
Payments of pensions 
JINnderadtheaactey. lee 592,413,000 734,382,000 


625,107,000 
Surplus or (deficiency) 
during the year 
Preceding year’s balance 


brought forward 


10,718,000 18,847,000 (43,243,000) 


(28,001,000) (17,283,000) 1,564,000 


Balance at credit or 


(debit) at year-end .. $ (17,283,000) $ 1,564,000 $ (41,679,000) 


The loans to the Unemployment Insurance Commission in 1960-61, 
on the security of government of Canada bonds, were repaid in full 
during the fiscal year ended March 31, 1962 (see paragraph 181). 


These include subscriptions which Canada has made to the working 
‘apital advances and loans to international organizations, loans to provincial 
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governments, advances under the Veterans’ Land Act, and temporary loans ~ 
to the old age security fund. You will notice the loans to the Unemployment ~ 
Insurance Commission now are eliminated because they were advanced money 
under a special series of securites issued by the minister of finance in 1962. 
They no longer come under this heading. 

The Vic—e CHAIRMAN: No one has expressed a desire to ask questions. 


Mr. Wincw: Mr. Chairman, I have one question. If my memory serves me 
correctly, I believe a few years ago in the public accounts committee we had 
a discussion of the assets and some member of the committee raised the © 
question in respect of the government’s holdings and ownership in buildings — 
and real estate. You will notice that in 1962 the amount was $1,246, million © 
and in 1963 it is down to $820 million. We are spending from the federal — 
treasury every year millions upon millions in new construction. I would like 
to ask whether or not current assets include real estate owned by the federal 
authority and if so, I would like to know whether there is a depreciation on 
that when it comes to assets. Could Mr. Henderson please explain that? 


Mr. HENDERSON: No, this is basically because the form of accounting © 
followed by the government is cash accounting as distinct from accrual ac- © 
counting such as is found in private business and in the crown corporations. | 
As you know, in the estimates each year provision is made for substantial 4 
construction of buildings, the very things Mr. Winch has described. Those are © 
charged directly to expenditure in due course. It never has been the practice, ; 
under the accounting procedure followed, to capitalize any of what you might 
call the capital money that you are investing and consequently to provide for © 
depreciation in the manner that is followed under the accrual accounting F 
concept. That is why, in the statement of assets and liabilities which is re- : 
produced in this report at page 168, you will see that capital assets are shown 
purely for the nominal figure of $1. This practice has been followed down — 
through the years. As a consequence they are written off to expenditure in © 
the year in which the money is spent. You appropriate the money in. the i 
house and it ends up on the expenditure side on the statement of expenditure. — 


On the other hand,—and here is the anomaly of the situation—when there 4 
is an expenditure such as you were discussing in the case of the C.B.C., that® 
will be capitalized on the books of the C.B.C. in the statement of assets, 
otherwise known as the balance sheet of the C.B.C. The expenditure will 
reflect the full cost of that capital investment and it will be depreciated. 
However, we do not do that in the government as such in respect of its depart-_ 
ments. It never has been done. d 


Mr. WincH: May I ask you as Auditor General what is the differentia- 
tion so far as audits and financial statements are concerned between the true 
picture of assets of crown corporations and the true picture of assets of the 
government? | 


Mr. HENDERSON: There is no difference in the auditing aproaches other 
than the fact that one is written off in the total expenditure as it is spent 
while the other is capitalized and written off over a period of years under the 
acerual accounting. Obviously, there would be a more desirable and correct 
picture if all capital moneys spent by the federal government, in fact, were 
capitalized; but it would involve a tremendous change and a very large under= 
taking to switch over. As a matter of fact, the Glassco Commission has raised 
this question itself. I deal with it here in my report in my comments on the 
assets and liabilities. Glassco advocates a much wider adoption of accrual 
accounting. However, it has been conceded generally by our Canadian author- 
ities—and they draw on the experience of the British government—that the 
capital money they are spending should remain charged up to the expenditur 7 
of the year rather than an attempt being made to capitalize it. a 


} 
a) 
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As you can see, we would have quite a picture today if we had capitalized, 
for example, right back from confederation the construction of the buildings 
here on parliament hill; we would have a very substantial asset on the books 
today. However, we do not do that; that is why the so-called balance sheet 
of Canada is described as a statement of assets and liabilities. It is a statement 
of those assets recorded on the books under the prevailing system and liabil- 
ities, such as the unmatured debt of Canada and the other items shown on 
the statement. 


Mr. WINCH: Because this is of interest to me, may I ask whether there is 
available a separate record of the property the government owns? 


Mr. HENDERSON: Yes; those records are available in the archives—a very 
substantial source of information to which most of us refer when we have to 
—and also in the Department of Public Works. The public accounts of Canada 
contain several schedules in which the history of some of these transactions 
is given right from the time of confederation. There are some schedules there 


- which throw some interesting light on this; but the amount of research neces- 


sary to put those figures together retroactively today would be tremendous. 


Mr. WINCH: That is not the point I have in mind. What I have in mind 
is I believe we have 22 departments in the federal government. A number of 
these purchase land and put up buildings, and some of them sell back and 
forth. I think occasions could arise in which one department no longer requires 
a property and some other department which is about to buy or build might 
use this property. In the interest of efficiency and economy, is there a central 
_ record of government lands and buildings available for easy reference by any 
department which may have in mind a change? 

Mr. HENDERSON: Of course, there are very complete records with respect 
to the physical assets that we would have so that in deciding the merits of 
building A against building B and their usages, reference can be made to those 
records. However, they are not costed. Therefore, it would be a tremendous 
job, as I said earlier, to ascertain the cost. 

Let me also point out this to you. It is because of the absence of any 
recording of the cost of those assets that it is so difficult for an accurate cost 
to be determined by the government—that is, to be a “true cost”? in the 
business sense. They do not take into account depreciation; they do not have 
any of those steps at all in the cost. This is one of the accusations that business 
makes of government accounting. 

Mr. WincH: If a department no longer requires or wants certain land 
_ or buildings and they are for sale, is there not a record of the cost which they 
can check, the accretion over the years, and so on? Or do they just put! it at 
the market value without any reference to cost and so on? 

Mr. ANDERSON: If the cost is known or handy they will certainly take it 
into any element of cost calculations they are making. However, as you know 
from our work on the disposal of surplus assets, the cost may not be known 
although they know the physical quantities. If they have no further use 
for it they will declare it surplus and sell it for what they can get. That is a 
cash transaction right through. 

The VicE CHAIRMAN: What about the valuations? 

Mr, HENDERSON: I venture to suggest that the present day value of 
government buildings must be many times the amount originally paid for 
them. 

Mr. SoutHamM: Who is custodian of the titles of these properties, and 
where are they kept? 

_ Mr. HenpERSOoN: They would all be kept in the respective departments. 
The Department of Public Works would be the senior department in retain- 
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ing these records. There is no question about the effectiveness or tidiness of this 
type of thing, but the trouble is that it is not costed in the orderly manner Mr. 
Winch seeks and which you would find in the case of business, and which 
we find in the case of crown corporations. 

Mr. McLEAN (Charlotte): Mr. Henderson, in reference to the international 
monetary fund I see there is $577,250,000 capital. We borrowed from the 
international monetary fund. Was that distinct from the capital we supplied, 
or were we borrowing our own money? We put up that capital; do we get 
any return on the capital we have put into the international monetary fund? 

Mr. HENDERSON: My recollection is that we collect something. The bor- 
rowings from the fund would not appear here; that would appear in the 
operations of the Bank of Canada and in the exchange fund which the Bank of 
Canada maintains. 

This figure here—and I think you were referring to paragraph 106—lists 
other loans and investments. It simply shows the capital subscriptions that 
we are making to these various bodies as a member. 

Mr. McLean (Charlotte): That amount of $577,250,000 is left there and 
then we borrow $300 million from the fund. That has nothing to do with this? 

Mr. HENDERSON: The exchange fund borrowed it. If I am not mistaken, I 
believe that all came into the operations of the exchange fund as distinct 
from the investment of capital you see here. 

Mr. McLean (Charlotte): We go to the international monetary fund and 
we borrow $300 million but we have on deposit, you may say, nearly $600 
million? 

Mr. HENDERSON: I will get the precise answer to this because I think it 
should be looked at. I will give the information at the next meeting. 

Mr. HARKNESS: There are a number of loans to and investments in crown 
corporations that do not appear here. Why does the Canadian Broadcasting 
Corporation not appear here, for example? The people of Canada have a 
considerable investment in the C.B.C. but it is not shown here at all. 

Mr, HENDERSON: You may remember that it used to appear there in loans 
to the order of $25 million or $26 million, but these were forgiven or wiped 
out when the Broadcasting Act was introduced in 1958 and the C.B.C. was 
put on an annual appropriation basis both with respect to loans and capital. 


Mr. HarKNEss: There was considerable investment. All the buildings and 
assets generally that are in the hands of the C.B.C. must surely appear some- 
where in the accounts, and I would think this would be the place for them to 
appear. 

Mr. HENDERSON: The equity account of the C.B.C. would, I believe, be 
contained in the “other balances” figure. That is not quite the figure you are 
seeking. It will reappear this coming year because the C.B.C. is now going 
back to the basis of loans for capital construction. 

I think I can perhaps answer your question here. The crown’s equity im 
the corporation at March 31, 1963, amounted to $42 million, up from $4 
million at the close of the preceding year. That is the capital Canada has 
invested in the corporation, represented by its buildings, as you say. 


Mr. HarkKNgEss: And equipment and so on? 
Mr. HENDERSON: Yes. 


Mr. HarKNESS: Why does it not appear as one of the investments in t i 
list of crown corporations? 
Mr. HENDERSON: I am under the impression that a portion of it is in the 
“other balances” figure. I believe it is included in the ‘other balances”, but 
the figure I am giving you is from the C.B.C. balance sheet and they would 
not necessarily agree. ; 
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Mr. HARKNESS: When we have a compilation showing the loans to and 
investments in crown corporations—in other words, a compilation of the assets 
of the country—whatever assets we have in the Canadian Broadcasting Cor- 
poration would be shown in this list along with the other crown corporations? 

Mr. HENDERSON: It would be better to spread them out. There is a state- 
ment in the public account showing the reconciliation of the two figures. It 
might be better if this schedule here were to reflect and explain all of them. 

Mr. HARKNESS: I am wondering also about the Bank of Canada. We have 
a very large asset in the Bank of Canada but it does not appear in these loans 
to and investments in crown corporations. 

Mr. HENDERSON: That too would be reflected in the “other balances’ 
figure. The reconciliation between what the Bank of Canada would show and 
the actual investment itself could again be refiected in this equity statement 
in the public accounts. 

Mr. HARKNESS: Would it not make for greater clarity and a better picture 
in the minds not only of the members of the committee but of the people of 
Canada generally if all our loans and investments in crown corporations were 
shown in one list? 

Mr. HENDERSON: Yes, I think it would. With your permission I should 
like to see if we cannot show it that way in my next report. As a matter of 
fact, we are looking at this right now for 1963-64. You may remember that 
a breakdown was wanted of the other balances and so forth. I think it would 
be helpful if we were to elaborate them here. 

Mr. HARKNESS: There are a number of other crown corporations. Northern 
Transportation, for example, is I think included under Atomic Energy. I do not 
know, but I would think there is a very considerable investment there. 

Mr. HENDERSON: Yes, that is part of Eldorado. The capital the government 
has invested in crown corporations as such is small. Most of it is by way of 
advances. 

Mr. HarKNESS: Nevertheless, there is a very considerable asset there which, 
again, does not appear. 

Mr. HENDERSON: You are completely correct and I think it would be very 
useful to put that in. I should like to give consideration to it. 

The Vick CHAIRMAN: Is there a reason, Mr. Henderson, for it not appearing 
this year? 

Mr. HENDERSON: No, there is no reason, Mr. Chairman. This is a format 
which has been followed and which, thus far has proven to be sufficient without 
attempting to reproduce too much out of the public accounts. However, this 
link between the two for which Mr. Harkness is looking has a very definite 
place here and I should like to insert that. I am glad you have brought it 
up. 

Mr. Harkness: In this same list there is reference to the Export Insurance 
Corporation. Does the $34,900,000 odd that we now have invested in that repre- 
sent loans to foreign countries or foreign buyers? What does it represent? 

Mr. HENDERSON: This represents the advances made by the government to 
the Export Credits Insurance Corporation for working capital, you might say. 

The status of the loans that it makes to the foreign governments under 
the different categories is shown in the accounts of the Export Credits Insur- 
ance Corporation, and you can see something of the size of those if you refer 
to paragraph 147 on page 103 where the whole picture of that corporation 
is set out. 

The federal government is all the time making advances to them under 
the act which one could describe as working capital. The actual share capital 
is a fairly nominal figure. 
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The Vick CHAIRMAN: Thank you very much, Mr. Henderson. 

It is now 11.15 and I will entertain a motion to adjourn. ) 

Mr. Cameron (High Park): Before you entertain such a motion I would 
like to ask Mr. Henderson to give us a breakdown of the $35 million. 

Mr. HENDERSON: Indeed I would be pleased to do so. May I bring it to the 4 
next meeting? | 

The Vick CHAIRMAN: Next Thursday Mr. W. T. Cromb, Chairman of the 
War Veterans’ Allowance Board, and the Auditor General will be our witnesses. 
We have now reached item No. 106. 

Thank you, gentlemen, for coming here to assist us. 

Mr. Forses: Before you adjourn may I raise the matter of the timing of 
our meetings? On Tuesday and Thursday mornings we also have a meeting of 
the committee on agriculture and colonization. Some of us are members of 
both committees and are interested in both. Is there any chance that the date 
of this committee may be changed? 

The Vice CHAIRMAN: Unfortunately we have some subcommittee meetings 
to consider. For example, we have one at four o’clock this afternoon and we 
have another on Friday. The witnesses have been lined up for some time. I 
would not like to take the responsibility of changing the time of any meeting, 
but you might take up the question when Mr. Baldwin returns. 

Mr. WrncH: Why do we not do what we did previously? There was an 
arrangement whereby one committee met from 9.30 until 11.00 and the other 
met from 11.00 until 1.30. That arrangement worked out very well. Could that 
be discussed? 

The Vick CHAIRMAN: I think it would be in order to discuss it. 

Mr. Forses: Could we not have our meetings on Fridays? 

The Vice CHAIRMAN: We have a subcommittee meeting on Friday. 

A week today our committee will probably sit in the morning and the 
afternoon. I will submit your suggestion. 
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MINUTES OF PROCEEDINGS 


THURSDAY, October 29, 1964. 
(37) 


The Standing Committee on Public Accounts met this day at 9.40 am. 
The Vice Chairman, Mr. Paul Tardif, preside 


° 


Members present: Messrs. Cameron (High Park), Cardiff, Fane, Francis, 
Frenette, Harkness, Leblanc, Legault, McLean (Charlotte), McMillan O’Keefe, 
Pilon, Rock, Rondeau, Stefanson, Stenson, Tardif and Winch.—(18). 


In attendance: Col. W. T. Cromb, Chairman, War Veterans Allowance 
Board; Mr. A. M. Henderson, Auditor General of Canada; and Messrs. G. R. 
Long, J. R. Douglas and B. A. Dixon of the Auditor General’s office. 


The Committee resumed consideration of the 1962 and 1963 Reports of 
the Auditor General. 


The Vice Chairman, after introducing Col. Cromb, called Mr. Henderson. 


On paragraphs 103 of the 1962 Report and 88 and 89 of the 1963 Report, 
War Veterans Allowances, and Civilian war pensions and allowances, Mr. 
Henderson made a statement related to the enactment of the legislation on this 
subject and was examined thereon, assisted by Mr. Douglas. 


Col. Cromb commented on the Auditor General’s statement and was 
examined thereon. 


The questioning of Col. Cromb being concluded, the Vice Chairman thanked 
him and he was permitted to retire. 


Mr. Henderson tabled a return tof a schedule listing loans to and invest- 
ments in crown corporations as at March 31, 1963. (See Evidence). 


Mr. Henderson also tabled a return indicating Government of Canada 
equity in Crown Corporations as at March 31, 1963, which was ordered printed 
as an Appendix to the record of this day. (See Appendix). 


The Auditor General then reviewed paragraphs 106 to 110 inclusive of 
his 1963 Report and was examined thereon. 


The questioning of Mr. Henderson still continuing, at 11.15 a.m., the Com- 
mittee adjourned until 9.30 a.m. on Tuesday, November 3, 1964. 


M. Slack, 
Clerk of the Committee. 
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EVIDENCE 
THURSDAY, October 29, 1964. 


The VicE CHAIRMAN: We have a quorum, gentlemen. 
First of all, on your behalf, I would like to extend a welcome to Mr. 


Cromb who is our witness this morning. Colonel Cromb is the Chairman of 
the war veterans’ allowance board. We might start by having Mr. Henderson 
give us his introduction in respect of paragraph 103 in the 1962 report and 
paragraph 88 in the 1963 report; both paragraphs refer to the same subject. 


103. War Veterans Allowances. The War Veterans’ Allowance Act, 


R.S., c.340, sets out the rates of allowances payable to veterans, widows 
and orphans eligible for assistance and prescribes that allowances paid, 
together with other income of the recipient, shall not exceed established 
ceilings. It also provides that applicants may not qualify for an allow- 
ance if they own personal property in excess of $1,250 if eligible for 
single rates, or $2,500 if eligible for married rates. The act empowers 
the minister, with the approval of the governor in council, to make 
regulations which among other things define “income”, “casual earnings” 
and “personal property” for purposes of the act. Attention is now drawn 
to two anomalies in the application of this legislation: 


. “Personal property” as defined in the regulations includes cash 


in hand or in bank, negotiable bonds and marketable securities, 
but mortgages and agreements for sale are not mentioned. As a 
result, the allowance is made available to some whose sizeable 
holdings in mortgages and agreements for sale would preclude 
their qualifying for assistance were their assets in another form, for 
example negotiable bonds or securities. In an extreme case, an 
allowance was awarded an applicant who sold his fruit farm for 
$30,000, taking $9,000 cash (most of which was reinvested in a 
new home) and retaining a $21,000 mortgage, repayable as to 
principal and interest at the rate of $1,200 per annum. 


. The regulations prescribe that, for one year from the date of sale 


or until any of the money is used for a purpose other than to 
purchase another residence, whichever is earlier, the proceeds 
from the sale of a recipient’s or applicant’s residence up to an 
amount of $9,000 is not personal property, and over that amount 
is income in the amount of 5 per cent of the excess. The purpose 
is to give the recipient or applicant who sells his home a reason- 
able opportunity to buy a new home without having his allowance 
cancelled or denied because of excessive personal property. In some 
cases, however, the purchase of a new residence takes place within 
a comparatively short period and the recipient is, therefore, while 
in possession of residual cash and personal property in excess of 
the maximum permitted under the act, continued on allowances 
until the anniversary date of the sale of the former residence. 


The War Veterans’ Allowance Act and the supporting regulations 


provide for penalties by way of fine or imprisonment or both to any 
person who, for the purpose of obtaining an allowance, knowingly 
makes a false or misleading statement or fails to disclose any material 
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fact or who, subsequent to becoming a recipient, fails to report im- 
mediately any pertinent information which might have a bearing upon 
the amount of the award. On the basis of a test examination of files © 
during the year, 57 cases, most involving undisclosed income, in which — 
there were false statements or failure to disclose material facts, were | 
referred to the war veterans allowance board. In one case the recipient, 
on two occasions, had failed to disclose material facts: on the first — 
occasion the allowance was discontinued and an overpayment of | 
$1,077 established in 1954; and on the second occasion an overpayment > 
of $4,289 was established when it was disclosed in the audit that the | 


; 


Se 


veteran’s wife had been employed almost continuously since shortly © 
after the veteran again came on allowance in July 1957. In another | 
case, a single veteran was granted the allowance in November 1961, 
along with a continuing monthly grant from the assistance fund, upon q 
his statement that he was not working, that he had no prospects of | 
employment and only $50 in assets. In April 1962 the allowance was | 
discontinued when the department discovered that the veteran was 
employed as a full-time federal civil servant with a salary of $6,540 | 
and had been so at time of application—in fact since April 1960. 

Following the practice of recent years, no legal action was taken 
to invoke the penalties provided by the act in any of the cases noted 
because it was considered that such action was uneconomic and accom- 
plished little. Unless the act is amended to provide heavier penalties 
which the board is prepared to enforce, deliberate deceptions of this 
type can be expected to continue. 

The legislation establishing war veterans allowances was predicate 
on the assumption that war veterans pre-age the general civilia 
population by some ten years. Thus, aside from providing assistance 
to those who because of physical or mental disabilities or economic 
hardships are unable to maintain themselves, its main purpose was to 
provide financial assistance to veterans of limited means at age 60 
rather than at 70, the eligible age for an old age pension. In con- 
sequence, recipients on becoming eligible for the old age pension had 
their war veterans allowances adjusted downwards so that total annual 
income remained within the ceiling prescribed in the War Veterans 
Allowance Act. 

There was a departure from this long-established principle when 
an amendment to the war veterans allowance regulations, approved 
by the governor in council, directed that from February 1, 1962, $10 
of the old age pension be considered as exempt income for purposes 
of the War Veterans’ Allowance Act. This action was taken notwith- 
standing the fact that by amendment to the act, assented to on June 
22, 1961, the maximum monthly allowances and the annual income 
ceilings of recipients had been increased by 20 per cent effective June 
1, 1961. Consequently, this exemption of $10 of old age pension had 
the effect of augmenting the income of a group of war veterans allow- 
ance recipients whose incomes had by statute been adjusted substan- 
tially just eight months previously. q 


88. War Veterans Allowances. In the 1962 report (paragraph 10 ») 
attention was directed to the application of the War Veterans’ Allowan 
Act and regulations. We reported the following anomalies: (i) thal 
mortgages receivable and agreements for sale were not considered 4a 
personal property, thus allowing awards of allowances to many ap- 
plicants who would not qualify if their assets were in another form; 
and (ii) that proceeds from the sale of a recipient’s home were ot 
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considered to be personal property for a year after the date of sale, even 
when a new residence was purchased shortly after his former home was 
sold, thus allowing the continuation of payment of allowances in cases 
where the recipient was in possession of assets in excess of those per- 
mitted by the act. We reported also that action was seldom recom- 
mended by the war veterans allowance board to enforce the provisions 
of the act and regulations relating to penalties or imprisonment, or 
both, for making false or misleading statements or failing to disclose 
pertinent information which might have a bearing on the amount of an 
award. In this regard we pointed out that no legal action had been taken 
in 57 cases (there were 30 additional cases in 1962-63) referred to the 
board by this office. Our concluding comment in respect of this situa- 
tion was: “unless the act is amended to provide heavier penalties which 
the board is prepared to enforce, deliberate deceptions of this type can 
be expected to continue”. 

These comments are reiterated as the unsatisfactory situation con- 
tinues. In fact, there has been an increase in the number of persons 
and amounts affected because of an amendment (1962,." Celis tonthe 
Civilian War Pensions and Allowances Act which provides for payment 
of the same allowances to certain civilians. 

Another problem encountered concerns income of children where 
children are involved in awards. The table of allowances (Schedule A 
of the act) sets out in column III thereof the maximum total annual 
incomes, including allowances, which the various classes of recipients 
are permitted to receive. The board has directed that income from any 
source that is received by a W.V.A. recipient for or on behalf of de- 
pendent children does not constitute part of the recipient’s income, 
and that income of children is not to be considered a factor in making 
awards to any recipient, other than an orphan recipient. The directive 
stems from an opinion to this effect given by the director of legal 
services of the Department of Veterans Affairs based on the fact that 
where the spouse is recognized as the dependent (Classes 2 and 4), 
column III of the schedule shows the total permissive income followed 
by the words “total for veteran and spouse” whereas where the child 
is recognized as the dependent (Class 3) the amount appears without 
restrictive or qualifying wording; thus, for this class, it was concluded, 
no income other than that of the recipient was intended to apply. 
However, it is the audit office view that, since an increased allowance 
for maintenance is payable because of the child, income in respect of 
the child (excluding income exempted by the act) should be taken 


into account when determining the amount of war veterans allowance 


to be awarded. 

Moreover, section 6 of the act specifically exempts family allow- 
ances, additional allowances payable under the Pension Act in respect 
of children, mothers’ allowances and provincial and municipal relief 
to dependent children; therefore, by implication it would appear that 
all other income in respect of children is intended to be assessable. 

On the basis of a clarification given to the board by the director of 
legal services as to the distinction between money paid to a recipient 
because that recipient has a child (income of the recipient) and money 
paid to a recipient on behalf of a child (income of the child) the board, 
when granting an allowance to an individual receiving unemployment 
assistance has on occasion exempted a portion of that income on the 
grounds that it represents income of his child. Similarly, instances have 
been noted where a portion of a workmen’s compensation award to a 
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war veterans allowance recipient with a child has been exempted be- 
cause it was considered by the board to be income of the child. The 
presence of dependent children is of course a factor governing the 
amount of an allowance given under the Unemployment Assistance 
Act or an award made under workmen’s compensation legislation. 
However, it does not follow that a portion of the allowance or award 
can be considered income of the children. Indeed, in the case of social — 
assistance, payments of assistance that can be regarded as income of — 
children are not acceptable as shareable under the Unemployment As- © 
sistance Act. Obviously, it is illogical to regard the portion of an un- 
employment assistance payment to the head of a household, which 
relates to his dependent children, as income of the children for purposes 
of war veterans allowance and as income of the head of the household ~ 
for purposes of unemployment assistance. Therefore, if in law this@ 
portion is income of children, it has been illegally shared by the federal — 
government under the Unemployment Assistance Act; if not, its exemp- © 
tion as income of a recipient of war veterans allowance is wrong. — 

Last year we reported that by an amendment to the regulations, 
which declared that $10 of the old age security pension ($20 in the case ~ 
of a married couple each receiving the pension) was to be considered : 
exempt income, there was a departure from the long established prin- 
ciple that old age pensions and war veterans allowances were parallel 
payments and that the exemption, in effect, increased the amounts of 
allowances and annual income ceilings of a group of war veterans — 
allowance recipients whose incomes had by statute been adjusted sub- 
stantially just eight months previously. 

The increase of $10 in the old age pension which came into effect 
on October 1, 1963 has, like that granted on February 1, 1962, been — 
declared by regulation to be exempt income for purposes of the War 
Veterans’ Allowance Act, thus further augmenting the income of 
recipients thereunder who are over 70 years of age. An item is included > 
in supplementary estimates (D), 1963-64 (Vote 45d—veterans affairs) 
which provides that, effective October 1, 1963, for purposes of the War 
Veterans’ Allowance Act and part XI of the Civilian War Pensions and 
Allowances Act, the old age pension of $75 per month shall be deemed 
to be $55 per month. The effect of this item, if enacted, will be to give 
parliamentary sanction to the exemption of these increases. 


Mr. A. M. HENDERSON (Auditor General): Thank you, Mr. Chairman. Again, 
I thought it would facilitate consideration of these paragraphs were I to give 
you an outline in the form of a written statement which you have before 
you so that you would be provided with a ready reference summarizing the 
substance of these two paragraphs. 

The war veterans’ allowance board administers the War Veterans’ Allow- 
ance Act and since 1962, Part XI of the Civilian War Pensions and Allowances 
Act, under which similar benefits are available to certain groups of civilians, 
their widows and orphans, who had been engaged in hazardous occupations 
during world war I and world war II. The board is a statutory body reporting 
to parliament through the Minister of Veterans Affairs for the administration of 
this legislation. 

In my reports to the house for 1962 and 1963 the comment was made 
that action was seldom recommended by the board to enforce the provisions 
of the act and its regulations relating to penalties or imprisonment or both for 
the making of false or misleading statements or failing to disclose pertinent 
information which might have a bearing on the amount of an award. In 1961- 
62, 57 cases of this type noted in the course of our test examinations were re- 
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ferred to the board and in 1962-63 a further 30. It should be noted that over- 
payments of war veterans allowances arising chiefly from concealment of income 
or personal assets have exceeded $3 million in the past five fiscal years out of 
outlays for allowances totalling about $355 million for this period. I might also 
mention that despite increases over the years in the income exemptions and the 
allowance for casual earnings the percentage of overpayments to total allowances 
paid has been increasing in the last three years. 

Members of the committee may have noted a case in the press only last 
week where a veteran was charged with defrauding the crown in an amount 
in excess of $14,000. The extent to which such prosecution may be proceeded 
with in the future is something which the Chairman may wish to comment 
upon. In recent years it has rarely been the practice to take legal action under 
the Criminal Code or under the War Veterans’ Allowance Act because it was 
considered that such action was expensive and accomplished little. It seems 
to us that unless the act is amended to provide heavier penalies which the 
board is prepared to enforce, deliberate deceptions of this type can be expected 
to continue. 

In our audit of expenditure under this legislation we have come across a 
variety of instances causing us to doubt whether the real intent of the legisla- 
tion is being carried out. In considering this it must be borne in mind that 
the act provides an allowance to needy veterans under certain circumstances 
of age and/or physical condition. The allowance and other assessable income 
of the veteran must not exceed the total specified in the schedules of the act. 
The following examples illustrate the type of application given to the act by the 
board in some of the cases we have questioned: 


1. Section 8 of the act limits the amount of the personal property that 
a recipient may hold to $1,250 if eligible for single rates or $2,500 
if eligible for married rates. However, the act empowers the minister, 
with the approval of the governor in council, to make regulations 
which, among other things, define personal property, and personal 
property as defined makes no mention of mortgages or agreements 
for sale. As a result, the allowances are made available to some 
whose sizeable holdings of mortgages or agreements for sale would 
preclude their qualifying were their assets in another form. 

2. Proceeds from the sale of a recipient’s home are not considered to be 
personal property for a year after date of sale, thus allowing con- 
tinuance of the allowance in cases where a recipient is in possession 
of assets in excess of those permitted by the act. 

3. In connection with income of children, where children are involved 
in awards: The table of allowances, schedule A of the acts, sets out 
in column 3 maximum total annual incomes including allowances 
which the various classes of recipients are permitted to receive. The 
board has directed that income from any source received by a re- 
cipient for or on behalf of dependant children does not constitute a 
part of the recipient’s income and that income of children is not to 
be considered a factor in making awards to any recipient other 
than an orphan recipient. 
This is inconsistent with the provisions of other welfare legisla- 
tion and in our opinion is also inconsistent with the intent of the War 
Veterans’ Allowance Act because, since an increased allowance is 
payable under the War Veterans’ Allowance Act for maintenance 
because of the child, it seems only logical that income in respect of 
the child, excluding, of course, that exempted by the act, should be 
taken into account when determining the amount of war veterans 
allowance to be awarded. 
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The cases mentioned in paragraph 103 of my 1962 report on page 46 il- 
lustrate two anomalies existing in the application of this legislation, while a | 
third case, involving a recipient who had failed to disclose material facts on © 
two occasions, indicates the type of problems encountered. 

That completes the remarks I have to make at this stage, Mr. Chairman. — 

The Vick CHAIRMAN: There are some questions which were asked by some — 
members of the committee at the last meeting to which Mr. Henderson has © 
the answers. Mr. Henderson is of the opinion, and I agree, that probably the 
answers to these questions best could be given when we reach another point 
in this morning’s study. 

The meeting is open for questions of the witness. 

Mr. Wincu: Is there going to be a statement from Colonel Cromb first? 

The Vick CHAIRMAN: Do you wish to make a statement first, Colonel 
Cromb? 

Colonel W. T. Croms (Chairman, War Veterans’ Allowance Board): I 
might make a very brief statement and then answer questions, if you wish. 

Mr. Wincu: I think it would be very advisable if we could have Colonel — 
Cromb’s statement on some of the matters raised by Mr. Henderson. } 

Mr. Cromp: I will be pleased to do that. The war veterans’ allowance ~ 
board is a statutory body which administers the War Veterans’ Allowance Act © 
and part XI of the Civilian War Pensions and Allowances Act. In the case of i 
the war veterans’ allowance recipients it is for the benefit of persons who by 
reason of age or infirmity are no longer able to make their way on the labour 
market. We endeavour to administer this act in line with the spirit of welfare i 
legislation, which the War Veterans’ Allowance Act is, and attempt to follow — 
the interpretation act which states in part in section 15 that interpretations 
should be fair, large, and of liberal construction and interpretation. In that — 
way, the spirit of the act, in the light of it being welfare legislation, governs © 
the decisions which we make in connection with awards. 

In referring to the paper which Mr. Henderson has placed before you 
with regard to penalties, if it is your wish I perhaps might explain how we © 
work in connection with those cases, and then if there are questions arising | 
out of that part of the report, I would be very pleased to endeavour to answer — 
them. x 

In the past, a good many cases have been prosecuted under the Criminal ~ 
Code on the advice of the Department of Justice rather than under section 20 — 
of the War Veterans’ Allowance Act. The War Veterans’ Allowance Act does © 
have penalties but they are very light. In many cases they consist of a fine of # 
not less than $15, and not more than $100, or imprisonment for a term not 
exceeding three months, or both fine and imprisonment. However, the Depart- 
ment of Justice, which advises all departments of government in conection 
with legal matters, is not confined to the penalties outlined in the War Vet-— 
erans’ Allowance Act: they endeavour “to make the punishment fit the crime” ” 
by using the Criminal Code and also the civil code. q 

Experience with prosecutions has indicated that the courts of the land are ~ 
very lenient for three reasons. First, the wrongdoer is a veteran; second, con- — 
sideration is taken of the age of the wrongdoer and, thirdly, consideration is 
taken of the condition. of health. The courts of the land are inclined to be 
lenient and our experience has been that the result of most prosecutions ver y 
frequently take the form of suspended sentences. : 

In respect of the suggestion that the War Veterans’ Allowance Act should. 
be amended to include stiffer penalties, I might mention the case of one court 
action which the Auditor General has brought up here, to indicate that the 
Department of Justice is not limited only to what is contained in the penalty 
section of the War Veterans’ Allowance Act but does proceed through the 
Criminal Code to much stiffer penalties. . 
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The case which is referred to here is the case of a veteran recipient who 
proceeded to make application and was awarded the allowance and at the same 
time secured employment and worked concurrent with receiving the allow- 
ance. By this means he was able, by fraudulent deceit, to build up a large 
Overpayment. He appeared before the court in October, 1964. He pleaded guilty 
before the magistrate of the charge of defrauding the crown, but prior to the 
passing of the sentence he suggested to the magistrate that he now was ina 
position to make restitution. He stated he would commence making regular 
weekly payments of $15 to start in the following week. He also suggested to 
the magistrate that he hoped that within a period of six months to come into 
some funds. His main excuse was that he had many medical bills which had 
been incurred by his wife and he had taken this means of getting as much 
money as he could. He received a suspended sentence of two years less a day, 
contingent upon the debtor continuing to make weekly payments. 

Mr. HARKNESS: Was this the case involving an amount of $14,000? 


Mr. Cromp: Yes. There are two points involved in this. We do not know 


_ about the size of these overpayments until the damage is done; secondly, the 


Department of Justice does go beyond the penalties laid down in our act. 
Frequently we take civil action to recover overpayments but if it is 
decided not to proceed in that manner, because of the expense and little hope 
of getting the money returned to the crown, if a man is still on the allowance, 
we make a deduction from his allowance toward that overpayment. In addi- 


tion to that, we take mortgages on the property of a recipient which will not 


be executed until the recipient and/or his wife have died, unless the property 
is sold. This is a good system, because in respect of the recipients in the older 


age group, the crown is protected against a complete loss. 


We also register judgments or executions to take care of overpayments 


which are outstanding, and those are kept in good standing by the legal services 


of the Department of Veterans Affairs. 
I do not hold very much sympathy for the wrongdoer who is deliberately 


_ fraudulent. However, we do have a problem when a situation arises maybe 


a year or two years after the overpayment has been in progress; we do not 
know about it until that time and then we have to do the best we can in order 
to recover the overpayment. At the same time, if the man still is a recipient we 
have to see that he has enough to live on; in making overpayment recoveries 
we still have to ensure that he has enough income for sustenance and main- 
tenance for himself and his wife. 

Mr. CarpirF: I had a gentleman come to me the other day. I cannot con- 
firm anything that is before me. However, I told him to put his case on paper. 
I do not know the man, but he knew me; I never had had any contact with 
him. I will read to you, in part, what he had to say. His name is I. A. Hilde- 
brand, 178 Regent Street, Goderich, Ontario. His age is 68 and his wife will 
be 70 next June. This is what he has to say: “I was cut off in my pension 
because my wife had some money left to her. They took all my unemploy- 
Ment insurance and also $936 which was overdrawn. I was in need of hospital 
care. They took it away. My back is very bad and my arms. I cannot sleep at 
nights. I owe doctors’ bills and I have no work and no money and have to 
depend on my family for my keep. Mr. King”—I do not know who he is—‘told 
My wife to spend the money and that is exactly what she did. Mr. Gray said 
I could get it back if she left me the pension. My age is 68 and my wife will 
be 70 next June.” 

The VickE CHAIRMAN: Because we have great respect for you we have 
allowed you to bring this matter before the committee, but this actually is 
Out of order because the purpose of the committee is not to bring forward in- 
dividual cases but to ask questions. It is very difficult for the witness. 


« 
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Mr. Carpirr: I do not expect Colonel Cromb to give me an answer, because 
he has not had an opportunity to look into this. However, apparently this 
man is in a bad state. 

Mr. Crome: I would be very glad to look into this if you would give me 
the letter. 

Mr. CarpirF: I will give you the letter. Maybe you can read it better 
than I can. ; 

Mr. Croms: We have some people who are pretty good at that. 

Mr. Francts: Is it not true that veterans who are in receipt of the war 
veterans’ allowance also are in receipt of medical care through government 
provision? 

Mr. Cromsp: That is right. War veterans’ allowance recipients are entitled 
to complete medical care, glasses, teeth, the whole thing. 

Mr. Francis: Therefore, the plea in respect of medical expenses by a 
man who has been in receipt of war veterans allowance for some period is 
a bit of a puzzle to me. In what circumstances would he incur heavy personal 
medical bills? 

Mr. Cromp: I have not seen the file. It may be that these expenses are on 
behalf of the veterans’ wife; they certainly would not be on his own behalf 
because he is entitled to complete medical treatment. 

Mr. Francrs: Do you have any statistical summary of prosecutions or cases 
which have been referred for prosecution; is there any way in which we 
might obtain an over-all picture of the effectiveness of these penalties? Indi- 
vidual instances of suspended sentence, and so on, have been reported; but is 
there any statistical summary showing the number of cases which have been ~ 
referred for prosecution and showing the general scope of the prosecutions? 

Mr. Cromp: I do not have figures on that. Overpayments do arise, but — 
there are not very many large ones. 

Mr. Francis: We are dealing with a small fraction of your case load? 


Mr. CRoMB: Yes. 
Mr. Francis: Perhaps we might have some indication of the number of § 
cases which are referred for prosecution? 
Mr. Croms: I will endeavour to obtain that information. 
Mr. Francis: Is it your view that these penalties, as the Auditor General — 
suggests, are inadequate? a 
Mr. Croms: No, Mr. Chairman. The penalties in the act are in there © 
merely as a deterrent and to show there are penalties for breaking the law; 
but so far as prosecutions are concerned, the Department of Justice takes the © 
appropriate section of the Criminal Code or of the civil code. " 
Mr. Francis: Would you indicate that it might be one per cent of the © 
case load that would be involved? 
Mr. Cromp: It would not be much more than one or 2 per cent at the very — 
most. 
Mr. Francis: If we are dealing with such a small percentage of the case ‘ 
load, does Colonel Cromb still think a fine of $15 is an adequate fine for this 
type of abuse? on 
Mr. Cromsp: No, I do not think that is enough, but what I am trying to ; 
bring out is that when these cases are referred to the Department of Justice 
they do not follow our penalties at all; they take the Criminal Code and the 
civil code and act on the appropriate section which will produce a much more 
severe penalty than what is in here. a 
Mr. Francis: Then why do we have this section in the legislation? F 
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Mr. Crome: It has been there for a long time. My understanding of it 
is that it is a deterrent to show them that if they do break the law they may be 
penalized by our act. 


Mr. FRANCIS: Personally, I would support a recommendation by this com- 
mittee in respect of the adequacy or inadequacy of the penalties in respect 
of fines. 

With relation to the provision which the Auditor General has brought 
to our attention, having to do with mortgages and the case where a veteran 
sold his fruit farm for $30,000, taking $9,000 in cash and the balance in a 
mortgage—and this was possible because mortgages are not specifically men- 
tioned as personal property—do you not think there is an anomaly here? 
I would like to hear Colonel Cromb’s views on this. 


Mr. Crome: The practice of not considering mortgages as personal 
property has been in operation for many years. I might deal with the mort- 
gage example which is contained in the Auditor General’s report of 1962, 
and tell you just what occurred in this case. The War Veterans’ Allowance 
Act and the regulations say that income shall include the net income or 
value of all income received, whether in cash or in kind, except for certain 
exemptions. In the use of the word income, we use the word incomings— 
all the incomings which a recipient may have on which to live. We have cases 
such as that of a widow who has to sell the old home when her husband 
dies. Although the example here is one of the most extreme in the size of 
_ the mortgage, the average mortgage which we come across is in the amount 
of $4,500 or $5,000 in which the widow perhaps will take $1,000 and mortgage 
receivable payments of $40 a month. If we were to count that as personal 
property, she would have no help under the War Veterans’ Allowance Acts 
she would be limited to $40 a month. What we do—and this has been done 
for many years—is we count mortgage receivable payments as income and 
supplement it by the war veterans’ allowance up to the ceiling. In the case 
of a widow with no children she would get $108 a month as a ceiling. If 
she had an income of $40 a month from mortgage receivables, we would 
supplement that up to the ceiling of $108. We do not treat income the same 
as it is treated by the Income Tax Act. Our act is not intended to accomplish 
the same thing as the Income Tax Act. Therefore, we use the word “incom- 
ings’”—all moneys available to the recipient for maintenance, and if it is 
not enough we will supplement it up to the ceiling. 

In the case of the example on page 46, the veteran was receiving mort- 
gage receivable payments of $100 a month and we assessed that. The rate 
at which he was put on was $71.92 a month. He was a married man, so we 
took his $100 mortgage receivable payment and it came to an income of $174. 
He died on October 3, 1964, and his wife was given the married rate for the 
period following his death and now, at the moment, she is being placed on 
the rate of a widow, on single status, and we are paying her $5.92 a month 
because this amount of $100 is still coming to her. 

Mr. FRANCIS: This is, after all, a welfare program and I find it hard, 
personally, to justify welfare payments to a person with assets of $30,000, 
because it is so much out of line with the present ceilings imposed in respect 
of comparable programs such as those for disabled persons, blind persons, 
and so on. If this veteran sold his farm for $30,000, he can get $9,000 plus 
the principal and interest payments, or he could take $12,000 in cash and 
small interest payments, or cut his principal and interest payments to the 
minimum, and thereby draw more from you and leave more in his estate. 
Does this not leave it open to the possibility of the crown being defrauded? 


Mr. Crome: If you take the case of a veteran who has sold his property 
on a mortgage basis and say he is not eligible for war veterans’ allowance 
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because that is personal property, he could discount it and sell it at a con- 
siderable sacrifice to himself and then come on our allowance at the full 
rate in a fairly short time because we allow a recipient to reduce his personal 
property at the rate of $250 a month. There is a personal property ceiling of 
$2,500 and we will permit him normal living expenses and repairs to his 
home in reducing his personal property. If we force a veteran to sell his 
property at a great sacrifice, he can reduce his personal property and then © 
come to us at the full rate. As a matter of fact, the way we do it by treating — 
mortgage payments as income it is much less costly than it would be if the © 
man sacrificed the property and came on to us at the full rate. 

Mr. Cameron (High Park): As administrator of the act you have to 
make the decisions in respect of prosecutions? 

Mr. Croms: We make the recommendations and after that it is taken over 
by the legal service of the Department of Veterans Affairs and discussed with 
the Department of Justice. 

Mr. CamMERoN (High Park): I suppose there are two principles involved; 
there are some infractions which do not warrant prosecution because they are 
innocent or small and can be relieved in another way, and some others which 
are borderline cases in which you may or may not recommend prosecution. 
Who makes the decision in these cases? 

Mr. CRoMB: We make a recommendation to our departmental legal service 
for transmission to the minister and the Department of Justice. 

Mr. Cameron (High Park): You make the recommendation to the legal 4 
branch of the Department of Veterans Affairs? 

Mr. CrRomMsB: Yes. 4 

Mr. Cameron (High Park): Does that legal branch make a recommenda- 4 
tion to the Department of Justice with regard to whether or not the case ~ 
should be prosecuted? 

Mr. Crops: Yes, after going over the entire situation. 

Mr. Cameron (High Park): The same thing would apply to definite cases — 
of fraud, concealment of income, and so on? 

Mr. CROMB: Yes. 

Mr. Cameron (High Park): That is how it is done. ; 

Mr. Cromp: Under our act, whether the overpayment has been incurred # 
through fraudulent action or by mistake, it makes no difference. Section 19 — 
of our act states that if a recipient has received money to which he is not 
entitled it is recoverable. v 

Mr. CAMERON (High Park): In every case it is referred to the legal depart- 4 
ment, whether or not it is a minor case? 7 

Mr. Crop: If it is a small case we will just start recovering from the © 
recipient. a 

Mr. CAMERON (High Park): When the legal branch makes a recommenda- ~ 
tion, does the Department of Justice accept that recommendation or does it a 
exercise its discretion and say, no matter what you think about it, we think wT 
it should not be prosecuted, or should be? 4 

Mr. Crome: It exercises its discretion. 

Mr. Cameron (High Park): The Department of Justice has the final say 
in it? 

Mr. CRoMB: Yes. 

Mr. Cameron (High Park): Mr. Francis referred to the case of the man 
who sold his farm, and in this case this man may be receiving very substantial 
principal payments. 


iy 
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: Mr. Cromps: The principal and interest payments were in the amount of 
100. 

Mr. CAMERON (High Park): If he was getting $2,000 a year for a period 
of ten years, would that be taken into consideration? 

Mr. CroMB: We just take into consideration the money which is coming 
to him on which he may be able to live. 

Mr. CAMERON (High Park): Do you think that is equitable when you con- 
sider others who are not in that same position? 

Mr. Crome: This is an extreme case. The average mortgage is a very small 
one, $4,500 or $5,000 and even less. Since the personal property limit is $2,500, 
you could have a case of a veteran not being able to receive war veterans’ 
allowance and having only, perhaps, $40 a month on which to live. 

Mr. CAMERON (High Park): Who made the decision that that is the way 
it should be handled? 

Mr. Croms: The board. Section 23 of the War Veterans’ Allowance Act 
gives fairly strong powers to the district authorities. The district authority has 
full and unrestricted power and authority, and exclusive jurisdiction, to deal 
with and adjudicate upon all matters and questions arising under this act, in 
the district in which the district authority is. established. They have quite 
strong powers. The idea is to see that the man has sustenance and maintenance 
within the ceiling. 

Mr. Cameron (High Park): I suppose that section would be interpreted 
_in the light of the contents of the act? 

Mr. Crome: Yes. 

Mr. CAMERON (High Park): In this particular circumstance do you feel 
you were within the intent of the act in allowing a man with a $30,000 property 
to receive full benefit under the War Veterans’ Allowance Act? 

Mr. Crome: Before he came to us all he had was $100 a month; he was 

no longer able to work; he was elderly, and we just supplemented up to the 
ceiling. We would not allow a recipient to dispose of property in order to 
qualify. This is the intent of the War Veterans’ Allowance Act in the case of 
recipients who have reached the degree of age or infirmity where they no 
longer are able to make their way in the labour market. 
Mr. CAMERON (High Park): At first blush, to me at any rate, it seems 
to be very inequitable vis-a-vis other veterans who are not in that position. He 
has an asset which he can use and get income from and yet he is in receipt 
of the war veterans’ allowance. 

Mr. Croms: He is not receiving the full war veterans’ allowance. 

Mr. CaMERon (High Park): Whatever it is. 

Mr. Cromp: In the case of the widow the ceiling is $108 and she is get- 
ting $5.92. 

Mr. Cameron (High Park): In the meantime the $21,000 is being con- 
served, I assume, for the benefit of someone’s estate? 

Mr. Croms: It is coming in at the rate of $100 a month. 

Mr. CAMERON (High Park): That is income? 

Mr. Croms: Yes. 

Mr. Cameron (High Park): It is not principal? 

Mr. Croms: I think it is principal and income, the whole thing. 

_ Mr. McLean (Charlotte): How many cases do you have under 
administration? 

' Mr. Cromp: I do not have the figures. The cases under administration are 
cases of people who are not handling their money well. 
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Mr. McLean (Charlotte): I mean your entire administration. 

Mr. HarkKNEss: How many recipients? 

Mr. Croms: Approximately 83,000 recipients. 

Mr. McLean (Charlotte): Of that 83,000 what percentage do you have 
any trouble with? 

Mr. Crome: I would say not more than 3 per cent. 

Mr. McLean (Charlotte): Would it be that high? 

Mr. Cromp: It is hardly that. 

Mr. McLean (Charlotte): It has been claimed that the penalty is too small, 
but is it not true that if an overpayment is made to a veteran he is still in 
need when you try to get the money back? 

Mr. Cromp: He is still in need, yes. 

Mr. McLean (Charlotte): So, you are working a hardship on him? 

Mr. Crome: Not beyond his means. 

Mr. McLean (Charlotte): If you tried to put him in jail and made the 
penalty greater you would be increasing the hardship of the veteran. 

Mr. Crome: That is true. I might give another example which is mentioned 
in the same report in connection with overpayment. This is on page 46: it 
is the case of a veteran who was receiving the allowance and working for 
the Department of Agriculture at the same time. 

Mr. Francis: At over $6,000 a year. 

Mr. Crome: We did not spot that until after it was done. We would not do 
this if we knew. I can give you the answer in this case. It happened in 1962. 
Criminal proceedings were not undertaken but under the Financial Admin-~ 
istration Act, section 95 (1), all the money was recovered at the rate of $75 
a month from his salary. The overpayment has been wiped out and that 
veteran now is under domiciliary care; he is back on the allowance under — 
domiciliary care. 

Mr. McLean (Charlotte): In his case there was no hardship? 

Mr. Crome: No. | 

Mr. McLean (Charlotte): Do you have an actual system of inspection by 
which you follow up the cases? | 

Mr. Croms: Yes. Calls are made in the district by veterans’ welfare of- 
ficers of the Department of Veterans Affairs regularly. An annual statement 
is made by the recipient in respect of his condition being unchanged. We re-_ 
ceive a report each year stating there is no change. \ 

The Vick CHAIRMAN: Are these declarations made under oath? | 

Mr. Croms: No; they are witnessed. We found out that the making of 
these declarations under oath caused a tremendous amount of work for the. 
Veterans’ welfare services branch by people who are not able to read very 
well. We have people who have language difficulties, and we have found 
it was quite satisfactory to have a witnessed statement. 

Mr. McLEAN (Charlotte): The cases are constantly under review? 

Mr. Cromp: Yes. i 

Mr. McLean (Charlotte): There are no awards for meritorious service? 

Mr. Croms: No; that comes under the Canadian Pension Commission. = 

Mr. HENDERSON: Mr. Chairman, Mr. Douglas has here the overpayments in 
the past fiscal year. It might serve to put this in better focus if he were to 
give the figures. 


The Vice CHAIRMAN: Also, it would answer a question asked by Mr. 
Francis. 
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_ Mr. J. R. Dovuctias (Supervisor, Auditor General’s Office): In the fiscal 
year 1963-64 the total number of cases involving overpayments were 2,176, 
_which is approximately 2.7 per cent of the case load, and the money involved 
was approximately $750,000. 

Mr. Francis: Thank you. 


Mr. Carpirr: Mr. Cromb, when a returned veteran owns his own property, 
you do not consider that when you are considering an allowance, do you? 

Mr. Crome: A recipient is allowed to have an interest in real property of 
$9,000 if it is his residence. If he has an interest in an amount more than that, 
we charge 5 per cent on the overage of the $9,000 which he is entitled to. 

Mr. Carpirr: He is not paying rent, but he is paying taxes; is that allowed? 

Mr. Croms: No; that is his own expense under the War Veterans’ Allow- 

vance Act. This is a categorical type of act; it is based on a means test and not 
on a needs test. It is quite true that a man who owns his own home is better 
off than a man who is paying rent; they both get the same allowance because 
it is on a means test basis rather than on a needs test basis. 

Mr. STENSON: Going back to the fruit farmer again, was he forced to sell 

this property to be able to receive the war veterans’s allowance? 

. Mr. Crome: I do not know, because he had done this before he became a 
Tecipient. 

\ Mr. STENSON: Had he held the property and your department figured it was 
worth $30,000, would:he have received the benefit without disposing of it? 

_ Mr. Cromp: The decision was made on the district authority. I do not know 
when he sold it, but when he came to them this was the situation: all he had 
to live on was $100 a month. On that basis they put him on the allowance and 
supplemented it to the ceiling. 

_ Mr. Stenson: What does the statute say if a veteran has a farm or property 
worth $30,000 or $40,000 with no income from it? 

_ Mr. Cromp: If it is not his home we can assess what we consider to be a 
fair and just income that he could receive from it. If he has a home and leaves 
it or rents it, we will assess the rest, less the expense he has, to keep it up; 
we will assess that. However, if he leaves that standing vacant and could do 
something with it, we can put on a value as to the income he should receive 
‘rom it. 

Mr. Harkness: If a veteran has a farm worth $30,000 and applies for war 
veterans’ allowance he is not eligible and you would not put him on war vet- 
‘rans’ allowance under those circumstances, but if he sells that farm and has 
in income of only $100 a month and applies, he then is eligible? 

Mr. Crome: Yes. 


bs Mr. McMILLAN: The Auditor General has told us that the overpayments in 
he last year were $750,000. What percentage of that would be recovered? 
ee 


Mr. Cromp: I do not know exactly, but if the veteran is still a recipient 
very one of those overpayments will be recovered out of his allowance. The 
nly time we cannot do much about it is when it is a small overpayment and 
eno longer is a recipient. When he comes back on again we pick it up; we 
) not let any of these just die. 


_ Mr. McMitian: But you do take mortgages? 
_ Mr. Cromp: Yes, and we take executions and judgments. 
Mr. McMinuan: You have no idea what percentage is recoverable? 


iN, ‘Mr. Cromps: I would say that an attempt to recover portions of it are made 
Most cases. I am quite sure Mr. Douglas would agree with me that many 
1487—2 
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of those overpayments are small, and as time goes on they are recovered. Many 
overpayments occur when a man is working and does not let you know in time 
that he has been working; these amounts may be in the neighbourhood of $100, 
a little less or a little more. Sums of that amount would be recovered from 
the allowance; but it takes some considerable time with the large amounts. 


Mr. McMitian: You mentioned the case of a man who deprived the crown 
of $14,000; that would be over a period of years. You say a check is made every 
year. How would that be missed? 

Mr. Cromp: It is pretty hard to defeat somebody who is really clever in 
this sort of business. This was because of falsification of statements he made. 


Mr. McMuituan: Nobody was sent out to check? 
Mr. Cromp: Yes. He was checked. I do not have his file here, but in this © 
case he had been working for some time for the University of Toronto and 
had stated to welfare officers on two or three occasions that he was unsm- 
ployed. It was not until a call had to be made to contact him that it was dis- © 
covered he was not at home because he was at work. That is when the 


thing came out. 
The Vice-CHAIRMAN: Was he lecturing at the University of Toronto? 


Mr. Croms: No. 

Mr. Harkness: Is it not a fact that these overpayments fall in two general 
classes; first, there are those in which the man concerned has deliberately de- ~ 
frauded the government and has knowingly drawn war veterans’ allowance 
when he knows he is not entitled to do it. On the other hand, the larger part 
of these overpayments is on account of veterans who have acted unknowingly, 
and who considered they were entitled to whatever earnings they were making 
in addition to drawing the war veterans’ allowance. In some cases it has been 
due to unfamiliarity with the act and to a lack of knowledge in respect of 
exactly what their entitlement was. In other cases, it has been due to an 
inability on their part to maintain a sufficiently good record of their earnings 
in order to know their status with regard to their limitations. 


The VicE-CHAIRMAN: Are you being charitable? 


Mr. Harkness: I beg your pardon. 

The VicE-CHAIRMAN: Are you being charitable? How could you think o 
things like that? : 

Mr. Harkness: I have mentioned these things because of my own ex- 
perience in respect of these cases, and I am asking Mr. Cromb if such is not 
the situation. Am I not correct in assuming that the largest percentage of 
people have not set out to defraud the government but the situation has arisen 
because this group, in most cases, did not know what was happening. 


Mr. Cromp: That is very true. I feel that we all understand that a very 
very large proportion of war veterans’ allowance recipients play ball, are very 
honest and that the numbers who are fraudulent in their actions are very 
small. Many overpayments occur through lack of knowledge as to what they 
are supposed to do, and these may occur through, say, workmen’s compensa- 
tion coming into effect, as well as seasonal money coming in to a person who — 
did not know about it and did not report it. Many things happen through a 
lack of knowledge on the part of the recipient. There are language barrier : 
Many of these recipients are aged and are quite incapable of sorting out cer- 
tain aspects of this, even though they have been counselled. As I say, from 
time to time these things do occur. However, in my opinion, it is not a wilful 
act. The wilful acts are very small in number. 

Mr. Carpirr: Do you not think that this comes out because certain groups 
of people live beyond their means; they get into a little debt and they try 
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to recover by earning a little more money than is given to them. Do you not 
think that provides a reason in many of these cases? 


Mr. Croms: Yes, I am sure that is a common reason. 


The VicE-CHaIRMAN: You would not be downgrading the veterans would 
you, because the veterans who come to me know the act better than Mr. Cromb 
or just as well, in any event. 

Mr. Crom: I would say they know it as well. 


Mr. FRANcis: In respect of Mr. Harkness’ comment it would seem to me 
we are not really concerned with what would be in the category of administra- 
tive overpayments which will arise in any program where there is no attempt 
to defraud, but rather we are concerned with the very small minority of cases 
where there are misstatements and concealments. As you know, this happens 
under any program, but in the interests of those living within the spirit of 
the act I think we should make sure that appropriate penalties are applied 
against those who deliberately and consciously have violated the act. I cannot 
help but feel at this stage of the discussion that there are instances which give 
us some concern and I do think it would be wise to strengthen the penalty pro- 
visions in the act itself in order to deal with cases where deliberate repre- 
‘Sentations of fraud were apparent. 


| Mr. HARKNESS: My only comment in connection with that is that Colonel 
Cromb has indicated there is no need to do this because these people can be 
proceeded against under the Criminal Code. 


| Mr. Francis: In this case it would prove interesting to have the results 
of my previous question in respect of prosecutions. 

The VicE-CHAIRMAN: Colonel Cromb has agreed to supply this infor- 
Mation to us. 

If there are no further questions, in the name. of the committee, Colonel 
Cromb, I want to thank you for coming this morning. You have been a very 
good witness and have answered a lot of the questions which have been in 
the minds of the members of the committee for a very long time. 

Mr. Croms: Thank you very much. 


The VIcE-CHaIRMAN: Thank you for coming. 

Gentlemen, at the time of our last meeting we had reached paragraph 
106, other loans and investments, which is in your 1963 report at page 69. 

Would you like to make a comment on that, Mr. Henderson? 


Mr. HENDERSON: If you do not mind, Mr. Chairman, I have some informa- 
on to furnish with regard to paragraph 106, in response to a question put by 
Mr. McLean. Also, I have information I undertook to furnish under paragraph 
.04 in response to questions from Mr. Cameron and Mr. Harkness. Could I take 
Jaragraph 104 first? 

The VIcE-CHAIRMAN: Yes. 


. Mr. HENDERSON: Mr. Harkness was inquiring as to the nature of the 
Oans to and investments in crown corporations shown in the tabulation in 
Maragraph 104 for the year ended March 31, 1963, with particular reference, 
think, to capital stock as distinct from working capital and other advances, 
Vhile Mr. Cameron asked for a breakdown of the other balances figure 
Q the amount of $35,552,000 shown in that tabulation. 

I have here a schedule listing these loans and investments at March 31, 
963, which breaks it down. 

The Vick-CuHarirMan: Is it agreed by members of the committee that 
1e document which is now being produced by the Auditor General will be 
rinted in the evidence. 


Agreed to. 
2148723 
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Mr. HENDERSON: The table follows: 


Loans to and investments in crown corporations. The following schedule 
lists these loans and investments at March 31, 1963. 
Capital 
Stock 


at cost Total 


Advances 
and Housing Cor- 


o 


Central Mortgag 
poration 
Canadian National Railways .......-.-- 


$1,802,806,907 $1,802,806,097 


$ 970,697,945 468,629,714  1,439,327,659 1 


The St. Lawrence Seaway Authority . 390,888,009 390,888,009 | 
Farm Credit Corporation .......+-.--- 268,968,099 268,968,099 
National Harbours Board ........-+--- 192,579,474 192,579,474 © 
Northern Ontario Pipe Line Crown 

ClarpHoration © Fe. Fes ns< tale oR ARR 110,555,000 110,555,000 
Atomic Energy of Canada Limited . 28,760,996 24,497,324 53,258,320 
Canadian Overseas Telecommunication 

Corporation .........-eeeee eee eeees 49,320,747 49,320,747 
National Capital Commission ........-- 40,906,111 40,906,111 
Export Credits Insurance Corporation .. 5,000,000 29,954,896 34,954,896 
Polymer Corporation Limited .......- 30,000,000 30,000,000 
Northern Canada Power Commission .. 19,003,196 19,003,196 
Canadian Commercial Corporation .... 9,500,000 9,500,000 
Eldorado Mining and Refining Limited . 8,246,877 8,246,877 
Canadian Arsenals Limited .......... 7,500,000 7,500,000 
OLR aaa. ce, oble wip, oe argines here rales '¢ 5,920,000 5,920,000 
Canadian Broadcasting Corporation 3,000,000 3,000,000 
Canadian National Railways—re Yar- 

mouth/Bar Harbour ferry .......- 763,684 763,684 
Canadian National (West Indies) Steam- 

Bins? wemited |).), sic sn.. els wes. 2 976 324,024 
Canadian Patents and Development 

PRT ETAN SCL, Lhe Suey eaves avce obeletatore inl sie lntets le fe 296,199 


$1,048,922,993 $3,419,196,375 $4,468,119,368 


The breakdown I am furnishing at this time is in respect of the total 
figure of $4,468,119,368. It shows the capital stock at original cost in one 
column; that is to say, the shares held by the crown. In the other column it 
shows the advances. Some of these advances are capital advances; others are 
working advances. I can deal with any questions which may come under that 
heading, as you look over the figures. . 

At the same time, Mr. Harkness raised the question about the crown’s 
equity in its investment in crown corporations, and it might be helpful if I 
include in the record, with your permission, a copy of appendix number 12 
from the public accounts 1962-63, which shows the government of Canada’s 
equity in crown corporations at the close of the year. This is an involved 
statement, accountingwise, which can be explained. However, I would point 
out it causes explanatory footnotes, which you may have noted, when looking 
at this in the public accounts. It reconciles to the figure of $4,468,119,368. if 
I might explain, in respect of this appendix, that the unrecorded govern- 
ment equity column includes the surpluses less the deficits, reserves a id 


certain other balances shown on the financial statements of the crown corpo 
rations at their respective year’s ended coincident with, or immediately prior 
to, the government’s fiscal year end. On the other hand, it excludes thosé 
amounts which, although designated by certain crown corporations as pYro- 
prietor’s equity, have been financed by the government of Canada and charge¢ 


to government expenditures, and have been fully expended in the acquisiti 
of the crown corporation’s capital assets. ‘ 
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My officers have already held discussions with respect to the composition 
of the amounts to be included in the unrecorded government equity listing 
with the end in view of having the appendix made more informative and 
factual. 


The VicE-CHAIRMAN: It is agreed that this document should be made an 
appendix? 


Some hon. MEMBERS: Agreed. 


Mr. HARKNESS: In respect of the particular two cases which I mentioned 
at our last meeting, the Bank of Canada and the C.B.C., the equity shown is 
not the real equity of the taxpayers of Canada in these corporations; the 
equity shown for the C.B.C. is $9 million but the actual equity is very much 
More than that because this figure does not include any other capital assets, 
_ lands, equipment and so on. 


Mr. HENDERSON: Mr. Harkness is putting his finger on a point we have 
had under discussion with the officers of treasury for the past several years. 
_In this case the government’s equity in the C.B.C. consists of the working 
capital, which the Broadcasting Act, 1958, says the C.B.C. is to have. Actually, 
on the balance sheet of the C.B.C. the proprietor’s equity, as they refer to it, 
is of the order of $42 million. There are a number of factors which enter into 
this, which can be explained. If I might give a very simplified explanation at 
this time, it is that the government in this particular case has not taken into 
its investment figure money that it has voted and written off to expenditure 
_over the years which, so far as the C.B.C. is concerned, they have credited to 
_the government and which represents money invested in equipment, etc. These 
_two figures have to be brought into balance or otherwise reconciled and the 
figure in the unrecorded equity column in our opinion requires some adjust- 
ment because it is not in keeping with the facts. We do not have very many 
cases like that. 


Mr. HARKNESS: In order to present a true picture, which is needed, is a 
different method of recording the equity which exists under consideration? 


Mr. HENDERSON: Yes, and we are hoping this can be straightened away 
in the fiscal year’s accounts which we are completing now with the treasury 
officers—that is to say, at March 31, 1964—-so there could be a truer reflection 
of the government’s equity in each of its own creatures. 

On the schedule that you will see covering the loans to and investments in 
crown corporations you will notice the government does not appear to have 
any capital stock invested in for example, Central Mortgage and Housing Cor- 
poration, the St. Lawrence Seaway Authority, Farm Credit Corporation, and 
the Canadian Overseas Telecommunication Corporation. This is because in- 
cluded in the advances column are advances which are considered to repre- 
Sent capital advances in lieu of subscriptions to capital stock as such. That 
is generally the way the legislation provided for it and that is how the money 
has been invested. At any time information is required in respect of any 
Specific corporation this can be furnished. We have not shown a separate 
column for such cases because it is not possible to do it on this schedule. 


Mr. Harkness: How would you propose to show all of these assets in the 
future so we could have a more or less complete picture of what, I will say, 
are the people’s assets. 


Mr. HENDERSON: I am making provision in my forthcoming report for 
the year ended March 31, 1964, to show under paragraph 104 a summary 
similar to the one I am handing you today with regard to the year previous 
rather than simply putting in the total figures on a three year comparative 
oasis, and then underneath the schedule to explain the changes that have taken 
dlace in the year with regard to the holdings. 


Sette 
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Do you feel that would provide sufficient explanation so far as my report 
is concerned? 4 

Mr. Harkness: This still would not show what we would like to see in 
respect of the particular case we are mentioning, that of the C.B.C., and the 
$40 million worth of assets covering land, equipment and so forth, which they 
hold. 

Mr. HenpERSon: If it does not show it would be something upon which > 
I would comment in order to explain the status of the considerations which are — 
involved. If it is not possible to resolve it this year in our discussions with 
the treasury Officials it may have to be carried forward, and this may prove ; 
to be a useful exercise. ’ 

Mr. Harkness: May I take the case of the Bank of Canada, in which the 
equity of the government is shown at $30 million. The actual assets of the 
Bank of Canada are a very, very great deal in excess of that. I do not know 
what they run to. 

Mr. HENDERSON: The majority of them are in the unrecorded government 
equity column. 

Mr. Harkness: It is $25 million. 

Mr. HENDERSON: The capital is $5,920,000. 

Mr. Harkness: And, $25 million in the unrecorded? 


Mr. HENDERSON: Yes. 
Mr. Harkness: But the total assets are greatly in excess of $30 million? 
Mr. HENDERSON: That is the point. Those are the things we have under 
discussion at this time. 
Mr. Harkness: As I say, I do not know to what amount they run but 
it is probably over $1 billion. But, they are only shown as $30 million. So, 
in this case, we are getting a twisted picture. d 
Mr. FrRANcISs: Would it not be a rather difficult business to do a valuation 
of the government’s equity in the Bank of Canada? 
Mr. Harkness: The Bank of Canada holds so many millions of dollars | 
worth of gold, for one thing. 
Mr. Francis: And, as well, they have liabilities. 
Mr. Harkness: And they have various other assets. . 
Mr. HENDERSON: The $25 million you speak of carried and shown in 
the public accounts as unrecorded in the government accounts represents, 1 
believe, the rest fund which the Bank of Canada carries and which, I assume, 
was created in its early days; whereas the government did invest $5 million 
toward the original capital when it made its original investment, and the 
bank itself since has generated the $25 million rest fund. Now, the parent 
company, in this situation, the government, has not taken up on its books 
or reflected the $25 million accumulated profits or earnings which, in effect, 
have constituted that rest fund. , 
The manner in which that should be presented here is, as I say, the 
subject matter of our present study because it does not necessarily follow 
in the type of accounting followed that this $25 million should, in fact, b 
recorded by the government of Canada on its books. The statement of assets 
and liabilities in the Public Accounts does not purport to be a consolidated 
balance sheet in the sense of a corporation and subsidiaries. This ‘is an 
interesting point and well worthy of attention. But, it would seem to me if 
a presentation of the problem is made under this heading that that should 
be sufficient for the time being rather than attempting to press for its inclusion 
on the government’s balance sheet. Before you can reach final decisions in 
matters of this kind considerable research into the history and the facts 


OQ 
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which caused the figures to be allocated in the first place has to be under- 
taken. We have been fully aware of this for a number of years and we have 
been trying to bring it to a conclusion in the last two years. 

The VicE-CHaIRMAN: Have you a question, Mr. Francis? 

Mr. FRANCIS: I think the Auditor General has anticipated some of my 
questions. I think it would be very difficult for the Auditor General to attain 
an over-all consolidated balance sheet showing not only the assets but the 
liabilities of the various crown corporations. I could not think of a worse 
example than the Bank of Canada. While it is true they hold a tremendous 
range of assets they are responsible in some nominal sense for all the paper 
currency issued in Canada. To try to interpret what a balance sheet of 
the Bank of Canada would mean would be quite a study for this committee. 

Mr. HENDERSON: The statement of assets and liabilities, which is the key 
statement in the accounts of the government of Canada, does not purport 
to be, as I said the other day, a balance sheet, and certainly not a consolidated 
one such as you see in the case of large corporations with subsidiaries. It con- 
sists of a listing of all those assets which it has been the policy and the 
practice of successive ministers of finance to designate as assets and those 
which they deem to be liabilities of the government of Canada. That is the 
way the statement has developed over the years. The balancing figure between 

the two sides as you see is the net debt. A number of things have been 
omitted. There are no accounts receivable. Capital assets are in there at 
the nominal value of $1. So, as you can see, there is considerable research and 
work to be done before we could expect to arrive at the Utopian situation 
of having a consolidated balance sheet reflecting all of the assets of the 
departments and crown corporations of the government of Canada and all 
their liabilities. 

Mr. CAMERON (High Park): Could you tell me who owns the buildings 

which the Bank of Canada occupy? 

Mr. HENDERSON: I believe they are owned by the Bank of Canada and 
are carried as an asset at cost on the balance sheet of the Bank of Canada. 
As I have explained we do not consolidate it. 

Mr. CAMERON (High Park): I was wondering whether the Department of 
Public Works built these buildings for them. 
| Mr. HENDERSON: If they did, then the money would have been written off 
to expenditure because parliament would vote that money to public works. 
| Mr. CAMERON (High Park): Then the Bank of Canada is in possession of 
an asset for which they have not paid? 


Mr. HENDERSON: That would be right. 
| Mr. Harkness: But that is not true in the case of the Bank of Canada. 


Mr. HENDERSON: The Bank of Canada balance sheet indicates bank premises 
at cost less accumulated depreciation at something in excess of $10 million. 


Mr. Harkness: And that would be included in the rest fund. 


| Mr. HENDERSON: The rest fund is a part of the capital of the Bank of 
Canada. The $25 million rest fund has not found its way onto the books of 
the government of Canada, and all the government of Canada carries on its 
books is the original $5 million it subscribed and paid for the stock in the 
Bank of Canada. This is an interesting point, but we can only go so far with 
hese cases. As I have said the statement of assets and liabilities of Canada is 
10t_ a consolidated presentation. If it were then all these items would be 
neluded. 


The VicE-CHaIRMAN: Have you a question, Mr. Stenson. 
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Mr. Stenson: My question is along the same line we have been discussing ~ 
in respect of the Bank of Canada. Could we go back to the C.B.C. You say the 
assets of the C.B.C. are $45 million. Is that the total they have in assets? 


Mr. HENDERSON: The capital of the C.B.C. in terms of the conventional — 
balance sheet sense does not consist of capital stock, bonds or anything of that © 
kind. It is described as proprietor’s equity; in other words, the investment the 
owner has in the business. And, in the case of the C.B.C. that figure over the ~ 
years has reached a total of $42 million. Up to 1958, when the present Broad- — 
casting Act was brought in, loans had been made to the C.B.C., which I think — 
at that time were of the order of some $22 million odd, so the C.B.C. showed © 
this at that time as owing to the government of Canada. However, these loans 
were completely forgiven and written off under the Act. 


Mr. Stenson: How much has been written off in the last five years? 

Mr. HenpERSON: Nothing has been written off. They credit whatever capital — 
moneys they spend to the proprietor’s equity each year. 

Mr. Srenson: Then, $42 million is all the assets they have in buildings, 
equipment and so on? 

Mr. HENDERSON: This is a net figure, that is the assets less liabilities. 


Mr. McLean (Charlotte): In respect of the Bank of Canada and their 
buildings, is it also not in the rental business as well? 


Mr. HENDERSON: I can only speak from memory here because I am not the 
auditor of the Bank of Canada. 


Mr. McLean (Charlotte): But, if they are going into the rental business 
should you not look into it to see whether these buildings are paying, especiall 
when they are competing with private enterprise? 


Mr. HENDERSON: It has not been my practice to address myself to such 
questions in respect of crown corporations of which I am not the auditor. The 
Bank of Canada employs private auditors and I do not have any responsibility 
in that regard. Under the Financial Administration Act it may be perfectly 
proper for me to ask just such a question as you have posed but I have not 
addressed such questions to the Bank. 


Mr. McLEAN (Charlotte): Well, it is my understanding they are erecting 
these buildings all across Canada; they are very expensive buildings and they 
may not be paying. I do not think they are, unless they are charging themselves 
a great deal of rent. It seems to me this should be looked into. 


The VicE-CHAIRMAN: If it is not the responsibility of the Auditor Genera 
to look into it perhaps we should make recommendation to whoever is respon- 
sible for such administration. 

Mr. FRANcIS: I believe in some instances the Bank of Canada has acquired | 
property in anticipation of its own needs, and such property is under renta 
by it until such time as the bank carries out its own construction program on 
those properties. 

The ViIcE-CHAIRMAN: Is some of the property rented to the public works 
department? 


Mr. Francis: In some cases it is rented to private enterprise. 


Mr. HenpEeRSON: I know the building in Montreal. The industrial develop- 
ment bank will be in it, as well as some accounting and legal firms. It is on 
Victoria square. 


The Vice-CHAIRMAN: Are there any further questions? If not, we will pro- 
ceed to paragraph 106, other loans and investments. 
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106. Other loans and investments. The balances comprising this 
asset item at March 31, 1963, with the comparable balances at the end 


of the two previous years, were: 


Subscriptions to capital of and working 
capital advances and loans to inter- 
national organizations 


eee ee ee we eo oe 


1961 
March 31, 


1962 
March 31, 


1963 
March 31, 


$ 631,127,000 $ 659,936,000 $ 693,998,000 


Veterans’ Land Act advances ........ 199,644,000 207,953,000 224,486,000 
Less—reserve for conditional bene- 

BUS pened easier gin ic |, oe gare 33,552,000 30,598,000: 28,467,000: 

166,092,000 177,355,000 196,019,000 

Loans to provincial governments 98,372,000 97,879,000 116,818,000 
Balances receivable under agreements 

Or sale or crown, assets =."....5 0). 12,094,000 10,622,000 8,303,000 
Temporary loans to old age security 

LESSEN Ni tala a 1 A a tay Ogu 17,283,000 41,679,000 
Loans to Unemployment Insurance Com- 

Bae SUES Gta OC ee aes Ma Ra 67,000,000 
Oiiier Dalanees \)). fo 044 ook c's ok ona co alee 43,683,000 48,071,000 53,838,000 


$1,035,651,000 $ 993,863,000 $1,110,655,000 


The following is a listing of the balances comprising the $693,998,000 


shown for the first item in the above table as at March 31, 1963: 
Subscriptions to capital: 
International monetary fund 


$577,250,000 


o)(e 0:0 0. 0 010 0) 6 0 6 eo 0 Se 0 80 6 0.0.6 3.6 


International bank for reconstruction and development . 80,483,000 
International development association .................. 24,927,000 
International fmance corporation. 2......¢...6ec0c0.0 eek 3,022,000 

686,182,000 
Working capital advances and loans .................... 7,816,000 


$693,993,000 


During the year ended March 31, 1963, Canada’s subscription to the 
international monetary fund was increased by $13 million, through the © 
issue of additional non-interest bearing notes, as a result of revaluation 
of the Canadian dollar portion of the subscription based on the rate 


of exchange for the United States dollar at January 31, 1963. 


The $41,679,000 of temporary loans to the old age security fund 
at March 31, 1963 represented the deficit resulting from transactions 
up to that date in the special account provided for by section 11 of the 
Old Age Security Act, R.S. 200. The following is a summary of the 


transactions relating to the Fund during the past three years: 
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1960-61 1961-62 1962-63 
Collections of tax 
OM (SaleSiee se tee eine $270,231,000 $284,879,000° $302,239,000 
On personal incomes ..... 229,400,000 258,950,000 273,650,000 


On corporation incomes . 103,500,000 100,125,000 115,250,000 


603,131,000 643,954,000 691,139,000 
Payments of pensions under 


ATCA Ewen vals siete sFelocore’ share 592,413,000 625,107,000 734,382,000 
Surplus or (deficiency) during 

EHOPYECAT, treatise c Cede icles 10,718,000 18,847,000 (43,243,000) 
Preceding year’s’ balance 


brought forward ........ (28,001,000) (17,283,000) 1,564,000 


Balance at credit or (debit) 
ALE VEAT=CUG ir. vols clete ailt $ (17,283,000) $ 1,564,000 $(41,679,000) 


The loans to the Unemployment Insurance Commission in 1960-61, — 
on the security of government of Canada bonds, were repaid in full 
during the fiscal year ended March 31, 1962 (see paragraph 181). 


The VicE-CHAIRMAN: Is my understanding correct that the document to 
which you have made reference will be printed as an appendix? 


Mr. HENDERSON: Yes. 


The VicE-CHAIRMAN: Did the members of the committee receive copies 
of that? 

Mr. HENDERSON: I gave copies to the members who asked the question 
for their convenience when I came in and I would like to put them on the 
record, if I may. 


The VIcE-CHAIRMAN: Proceed. 


Mr. HenpERSON: Mr. McLean asked a question in respect of a loan of 
$300 million (U.S.) which Canada obtained from the international monetary 
fund in foreign currencies on June 27, 1962, and his question related to what 
interest was paid on that loan. 

I can advise that under article V section 8 (a) of the Bretton Woods 
Agreements Act, Canada was called to pay a service charge which amounted 
to $1,617,427, being at the rate of one half of one per cent. In addition, Canada 
was required to pay further charges amounting to $1,041,020 in the fiscal year 
1962-63, based on the average daily balance of Canadian currency held by 
the fund in excess of Canada’s quota. These further charges pursuant to article 
V, section 8 (c) of the Bretton Woods Agreements Act, amounted to $2,131,338 
for the fiscal year ended March 31, 1964. 


Mr. McLean’s second question was in respect of what revenue Canada 
earns on its subscriptions to the international monetary fund, and he had 
reference to the figure of $577,250,000 shown in the tabulation at the foot of 
page 69. In respect of that I would state that no revenue accrues to Canada on 
those subscriptions. : 


The VicE-CHAIRMAN: Are there any other questions with regard to para- 
graph 106? ; A 

Mr. McMILLan: What amount of actual cash is put up with regard to 
these subscriptions? 


Mr. HENDERSON: Some cash and some non-interest bearing notes, particu- 
lars of which are given in the public accounts. Mr. Long could give a reference 
to the page. 
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Mr. McMituan: Am I correct in assuming that there would be no interest 
because it is a subscription? 


Mr. HENDERSON: There is generally no interest on these investments paid 
to any of the countries subscribing. I think it is just a service charge arrange- 
ment when trading in currencies. 


The Vice-CHAIRMaN: If there are no further questions, paragraph 107 deals 
with securities held in trust. 


107. Securities held in trust. The $26,016,000 total of balances com- 
prising this item in the statement is represented by securities held for 
the following accounts: contractors’ securities, $9,435,000; guarantee 
deposits in respect of oil and gas permits, $6,515,000; guarantee deposits in 
respect of customs duties and excise taxes, $4,226,000; securities held for 
pilots’ pension funds, $3,803,000; and other, $2,037,000. 


Mr. HENDERSON: This is just a reference to the composition of the figure of 
$26 million which, as you will see, represents securities held by the Department 
of Finance under certain circumstances. 


The VicE-CHAIRMAN: The next paragraph is number 108. 


108. Deferred charges. The balances included under this heading at 
March 31, 1963, with the comparable balances at the close of the two 
previous years, were: 


Unamortized portion of ac- 
tuarial deficiencies— 


March 31, March 31, March 31, 
1961 1962 1963 
Canadian forces superannu- 
AtIONPaACCOUNIG by Ges sis slice $326,300,000  $326,300,000  $524,849,000 
public service superannua- 
TION ACCOUNT < iocsic. sic es 276,661,000 276,661,000 276,661,000 


Royal Canadian Mounted 
Police superannuation 
ACCOUDTER emia ees cones 3,533,000 3,533,000 
602,961,000 606,494,000 805,043,000 


Unamortized loan flotation 
CLOTS HSI ENG Gets, cer ee nee 130,741,000 121,332,000 | 131,601,000 


$733,702,000  $727,826,000  $936,644,000 


The amounts appearing under the heading “unamortized portion of 
actuarial deficiencies” represent the balances of amounts set up in the 
accounts when bookkeeping entries were made for the purpose of increas- 
ing the balances at credit of the relative superannuation accounts, includ- 
ing an additional entry of $198,549,000 in the Canadian forces super- 
annuation account during the year under review. In paragraphs 124 and 
125 the audit office view is again restated that these bookkeeping entries 
should not have been made and that, instead, the actuarial deficiencies 
should have simply been disclosed by means of a note to the statement 
of assets and liabilities. 

The item “unamortized loan flotation costs” records the unamortized 
portion of the cost of discounts and commissions incurred in the issuance 
of loans. The following is a summary of the transactions for the year 
under review: 
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Balance, April 1, 1962 .... 2... . esse eee ee teen teens $121,332,000 
Add: j 
Costs incurred in issuing new loans during the year ... 50,751,000 
Adjustments due to cancellations, exchanges, conver- 
sions and additional issues of existing loans ........ 2,214,000 
174,297,000 
Deduct: 


Amortization charges inchided in 1962-63 Expenditure . 42,696,000 


Balance, March 31, 1963 22... 2.22 cee cdc se cet ee weenie $131,601,000 


Mr. HENDERSON: Paragraph 108 deals with deferred charges, and here we 
see the composition of the unamortized portion of the actuarial advances which. 
have existed over a number of years in the various superannuation accounts. 
I do not suppose it is necessary to take much time on this, Mr. Chairman, because 
we discussed this at rather considerable length when Mr. Bryce was a witness 
before the committee, and I outlined for the benefit of the members the state- 
ment made by the Minister of Finance in the house on March 6, last in respect 
of how he proposes to deal with this in the future, and I think generally the 
course of action proposed commended itself to you. You gave me an instruction 
to deal with the subiect in my next report by outlining what steps had been 
taken. This is now under study. ; 

The VicE-CHAIRMAN: The next paragraph is 109 and deals with suspense 
accounts. } 

109. Suspense accounts. The $136,000 shown for this item on the 
assets side of the Statement represents the balance, unchanged during the 
year under review, of the cheque adjustment account, which reflects the 
total of the individual balances that remained unadjusted in the process 
of reconciling payments to the chartered banks for redemption of paid 
cheques with the relative amounts as subsequently determined. The 
balance includes amounts relating to the fiscal years 1942-43 to 1960-61 


Mr. HENDERSON: That is self explanatory. 
The VicE-CHAIRMAN: Paragraph 110 deals with inactive loans and invest- 
ments. 
110. Inactive loans and investments. The $94,824,000 shown for this 

item in the statement at March 31, 1963, unchanged from the two 
previous years, comprised the following balances: 


Loan to China, in 1946, under the Export Credits Insurance 


TGs ROU peg Mt Abe PME CD ROR, Sh nd coe phe Arg ES ERS tel et $49,426,000 
Loans to Greece and Roumania, in 1919, for the purchase of 
Sopas produced maCanada A.k 2. <2 se itless oan cine dre, 30,854,000 


Balance arising out of implementation of guarantee, given 
under the Export Credits Insurance Act, of loans by 
chartered banks to Ming Sung Industrial Company (carry- 


ing prior guarantee by the government of China) ...... 14,470,000 
Loan to province of Saskatchewan, in 1908, for the purchase 
RE SORT COTATI oy. seth oe oe Cee eg ee ee Wigs siesole = hei dae eee 74,000 
$94,824,000. 


Mr. HENDERSON: This is a situation where these loans are carried on 


Mr. HARKNESS: As you may recall, last year I brought up this ques io’ 
of a loan to the province of Saskatchewan in 1908 for the purchase of see 
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: grain and at that time I suggested there should be a settlement made in view 


of the length of time which had passed. I believe I stated it probably should be 
written off. Has any action been taken on that to date? 

Mr. HENDERSON: I think not. But, I seem to recollect—and the minutes 
will correct me if I am wrong—that when Mr. Bryce was before the com- 
mittee he explained that in accordance with their policy they are keeping this 
on the books in the hope that perhaps it might be possible to effect some 
collection. 

The VicE-CHAIRMAN: Are these amounts questioned by the countries? 

Mr. HARKNESS: No. This was a joint dominion-provincial scheme for people 
who purchased seed grain. As I recall it, all of these were written off some- 
time during the last year; in other words, I think we actually passed an act 
forgiving or writing off the debt of the individuals concerned. Of course, as 


you are well aware, most of these people have been dead for years. 


dead. 


The VicE-CHaIRMAN: Loans to China are mentioned here, and China is not 


Mr. Harkness: No. I am talking about the loans for the purchase of seed 


grain. 


Mr. HENDERSON: I recall that Mr. Bryce did say that he was looking into 


this but I do not think we have the information at the moment. However, it 


is possible there might be some action taken on this by the time the public 


_accounts ending March 31, 1964, are finalized. 


| amount of $49,426,000 and the other in the amount of $14,470,000. Are we not 


Mr. STENSON: There are two loans here in respect of China, one in the 


vat the present time negotiating loans with China and, if so, has this debt ever 
been brought to their attention? 


Mr. HENDERSON: I would think so. Mr. Bryce pointed out to the committee 
when he was here that it is not their policy to write off debts of this charac- 


ter so long as there is any possibility of recouping them. Perhaps if further 
‘loans are sought consideration would be given to loans such as these that 
have been outstanding for so long. I can assure you that in our experience the 


Department of Finance is never idle in bringing these matters forward at the 


appropriate time. 
The VICE-CHAIRMAN: I presume that any new contracts which are made 


with these countries are made under different terms—or at least I would 
hope so. 


Mr. HENDERSON: Well, we will have to cross that bridge when we come 


to it. 


The VicE-CHAIRMAN: I will remember that when we cross that bridge. 
{ Mr. McLean (Charlotte): Would this not be a loan to Chiang Kai-shek 
and not to modern China? 

Mr. HENDERSON: I would assume it would be to the Nationalist regime. 
} Mr. Stenson: I do not feel the government of today would recognize those 
loans. 


_ Mr. HENDERSON: I am not in a position to say that. From Canada’s stand- 
point this money is still owing and I feel certain Canada can give a good 
account of herself in this respect. 


Mr. Harkness: So far as the Ming Sung Industrial Corporation loan is 


‘concerned, to a large extent that represents ships which the Chinese are still 


Operating. No doubt we would be paid for those. 
The Vick-CHAIRMAN: Gentlemen, as it is now 11.15 the Chair will enter- 


tain a motion to adjourn. 


ti Mr. CarpirF: I so move. 


by 


a ae hg SS, 


oe an one 4 
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APPENDIX 


(Extract from PUBLIC ACCOUNTS, 1962-63—Appendix No. 12) 


GOVERNMENT OF CANADA EQUITY IN CROWN CORPORATIONS 
AS AT MARCH 31, 1963 


Recorded Unrecorded Total 
government government government 
Corporation equity equity equity 
$ $ $ 
Agency— 
Atomic Energy of Canada Limited ...... 53,258,320 2,902,714 156,161,034 
Ganadian. Arsenals, Limited... .2-.9..6) - *9,750,000 30 9,750,030 
Canadian Commercial Corporation ...... 9,500,000 399,177 9,899,177 
Canadian National (West Indies) Steam- 
Shipis' urate! 2a 2sa + 5 «Pein ot pas oe 325,000 142,537 467,537 © 
Canadian Patents and Development : 
aA GEG enero cic ee tie alae ne mxore ete abate 296,199 523,561 819,760 
Crown Assets Disposal Corporation ..... 100,000 100,000 — 
Defence Construction (1961) Limited .... 30 30% 
The National Battlefields Commission ... 17,243 17,243 
National Capital Commission ........:.. 40,906,111 40,906,111 
Nationalpetar pours Oar i. .eciaes sees re 192,579,474 217,052,274  °409,631,748 — 
Northern Canada Power Commission ... 19,003,196 2,705,642 821,708,838 
Park Steamship Company Limited ...... 5,287 5,287 
325,618,300 223,848,495 549,466,795 
Proprietary— 
Canadian Broadcasting Corporation .... 3,000,000 6,000,000 9,000,000 
Canadian National Railways ........... 41,440,091,343 815,875,632 °2,255,966,975 | 
Canadian Overseas Telecommunication 
(SOLHOVALION Vere our ciate sae sie ofa eater 49,320,747 8,599,652 °57,920,399 
Central Mortgage and Housing Corpora- 
REST Aref Mesos oto a Say ere Wee or LO PERS wT 1,802,806,097 64,525,002 *1,867,331,099 
Cornwall International Bridge Company 
iBalenvh ers es Ui Ae. le Bere aie AMAA Pain face —1,112 — 11128 
Eldorado Aviation Limited ............. 227,683 227,683 
Eldorado Mining and Refining Limited .. 8,246,877 43,681,986 851,928,863 
Export Credits Insurance Corporation ... 34,954,896 7,895,599 °42,850,495 
apne Credit eOo“poration o.).w.) ssn 268,968,099 1,670,563 270,638,662 
Northern Transportation Company Limited 6,007,316 6,007,316 | 
Polymer: Corporation WGimited =. se. nase 30,000,000 52,564,839 82,564,839 
The St. Lawrence Seaway Authority .... 390,888,009 —34,591,516 356,296,493 


ransacanacdaw Adit) ICS. se oes slate ls 8,816,596 8,816,596 


4,028,276,068 981,272,240 5,009,548,308- 


Other— 
Banko Canale te at cee chee eae ee 5,920,000 25,000,000 30,920,000 
Industrial Development Bank .......... 15,925,486 15,925,486 
Northern Ontario Pipe Line Crown Cor- 
RIOLAGLONN wiles. see eine ous evan RO ae Ba 110,555,000 483,101 111,038,101 


116,475,000 41,408,587 157,883,587 

4,470,369,368 1,246,529,322 5,716,898,690 

Total per schedule E—‘“‘Loans to, and in- : 

vestments in, Crown Corporations” .. 4,468,119,368 
*Advanced from defence production re- 
volving fund recorded in schedule B— 
“Departmental working capital ad- 

vances and revolving funds” ......... 2,250,000 


4,470,369,368 
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Unrecorded government equity represents the surpluses (less deficits), reserves, etc., 
of the Crown Corporations based on the financial reports of the corporations at their 
respective years ended coincident with, or immediately prior to, the fiscal year ended 
March 31, 1963. 

The Government of Canada equity in Crown Corporations, as computed, excludes 
those amounts, which, although designated by certain Crown corporations as pro- 
prietor’s equity, have been financed by the Government of Canada and charged to 
government expenditures, and have been fully expended in the acquisition of the 
Crown corporation’s capital assets. 


“Including accrued interest, $450,231. 
“Including non-active loans charged to Net Debt, $119,084,493. 
“Including accrued interest, $6,713. 


“Including advances to Trans-Canada Air Lines re income deficits, $4,595,577 and 
loans with respect to Yarmouth—Bar Harbour ferry service, $763,684. 


"Including Canadian National Railways no par value capital stock and investment 
in Canadian Government Railways charged to Net Debt, $800,875,632. 


‘Including accumulated tax reduction applicable to future years, $973,851. 
‘Including accrued interest, $13,512,537. 

“Including premium on acquisition of capital stock, $1,660,797. 

“Including accrued interest, $505,893. 

*Including deferred income tax, $3,460,000. 

“Including premium on acquisition of capital stock, $920,000. 
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MINUTES OF PROCEEDINGS 


TUESDAY, November 3, 1964. 
(38) 
The Standing Committee on Public Accounts met this day at 9.40 a.m. 


The Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Dan- 
forth, Fane, Harkness, Leblanc, McMillan, O’Keefe, Nowlan, Regan, Rock, 
Southam, Stefanson, Stenson, Tardif, Wahn, Whelan and Winch. (19) 


In attendance: From the Department of National Revenue: Mr. David 


‘Sim, Deputy Minister of National Revenue for Customs and Excise; Mr. R. C. 


Labarge, Assistant Deputy Minister for Excise; Mr. J. G. Howell, Assistant 


Deputy Minister for Operations; Mr. A. R. Hind, Assistant Deputy Minister 


for Customs; Mr. A. M. Henderson, Auditor General of Canada; and Messrs. 
Long and Crowley of the Auditor General’s office. 

The Committee resumed consideration of the 1962 and 1963 Reports of 
the Auditor General. 

The Chairman tabled a memorandum from Col. W. T. Cromb, Chairman of 


the War Veterans Allowance Board, dated October 29, 1964, relating to his 


appearance before the Committee on October 29, 1964. This memorandum was 


ordered printed as an Appendix to the record of this day. (See Appendix “A’’). 
The Chairman also tabled a return relating to criminal prosecutions of the 


Department of Veterans Affairs, which was ordered printed as an Appendix 


to the record of this day. (See Appendix sobs) 
Mr. Baldwin introduced, Mr. Sim, who introduced his assistant deputy 


Ministers, Messrs. R. C. Labarge, J. G. Howell and A. R. Hind. 


On paragraph 88 to 94 inclusive of the 1962 Report and 75 to 77 inclusive 
of the 1963 Report, Mr. Henderson reviewed these paragraphs and was exam- 
ined thereon. 

Mr. Sim and his officials were examined and supplied additional informa- 
tion to the Committee. 

The questioning of the witnesses being concluded, the Chairman thanked 
them on behalf of the Committee. 


; At 11.15 am., the Committee adjourned until 9.30 a.m. on Thursday, 
November 5, 1964. 


M. Slack, 
Clerk of the Committee. 


1107 
-21496—13 


bor EVIDENCE 


; 


TUESDAY, November 3, 1964. 


The CHairMan: Gentlemen, I see a quorum. Although Mr. Fane has stepped 
out temporarily, he assures me he is with us. ! 
" First, may I congratulate the committee on the excellent progress they ap 
made during the past week. I would like to extend personal thanks to Mr. a 
rari as Vice Chairman for his courtesy and co-operation in presiding over two a 
very excellent meetings which I understand you had, ine 
A statement has been sent to me by Colonel Cromb, chairman of the war 
veterans’ allowance board. As I understand the situation, he started on his 
Been: but questions commenced and before the meeting was concluded he ty 
did not have an opportunity to put the remainder of his statement on the if 
‘ecard For the purpose of convenience to members and others, I would ask * 
for your agreement that his statement in toto now be put on the record as an i 
appendix to our Minutes of Proceedings and Evidence for this day. Is that agree- ane 


| 


fh 


G 


J 


_ . The Cuarrman: There is also a further letter from Colonel Cromb to which e, 
he attaches a letter addressed to himself by the director of legal services of the 
Department of Veterans Affairs. Apparently this is information which was re- 
quested at the last meeting. Is it agreeable that this also be placed on the record 
as an appendix to today’s Minutes of Proceedings and Evidence? 

Agreed. 


7 The CHAIRMAN: Some of you will have noticed that on your cards giving 
notice of this meeting there is mention of a meeting at 3.30 p.m. This is in 
error. We had originally thought this would be desirable, but in the interval. 
the Senate finance committee, having some indication that they require Mr. 
Henderson’s presence before them, have asked him to appear this afternoon. For 
this reason we will not be having a meeting this afternoon. We will probably 
be free to go on until at least 12 o’clock today. 

Mr. Wincu: The defence committee is meeting at 11.30. 


The CHAIRMAN: Those who are free to stay can stay here in the hope that 
We can complete most of the proceedings. If not, then we can arrange, before 
we adjourn, to carry on probably on Wednesday. 


Today we have with us the deputy minister of the Department of National 
Revenue, Mr. David Sim, and some of his officials. I do not think I need to say 
00 much about Mr. Sim. He has been before many committees as well as before 
his committee. He has had a particularly long and distinguished record in the 
ublic service for almost 40 years, not only with this department but with the 
fartime prices and trade board during the war years. He has been a member 
f international delegations. He has had his service suitably recognized, and 
> has been one of the very top civil servants in this country. I am very 
eased to introduce Mr. Sim to you. Later on, during the course of the pro- 
dings, he will be calling upon some of his assistant deputies. While I am 
ing to follow the usual procedure of calling first on Mr. Henderson for a 
eral statement, before Mr. Sim starts to make his comments he might at 
t time introduce the officials whom he has brought with him. 
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You will notice on your card that there are a number of items going back 
to 1962 and 1963. I assume we might as well start on 1962 although some of these 
have been updated, I believe. You might like to start with the paragraphs deal- 
ing with the 1962 report. 

The first paragraph is paragraph 88. 


88. Doubtful title to property in Newfoundland. In paragraph 76 © 
of last year’s report reference was made to three crown-owned residences — 
in Newfoundland which were taken over by the provincial government — 
when they were vacated temporarily by customs and excise officers in © 
January 1957 and October 1958. As previously mentioned, the Department ~ 
of National Revenue was of the opinion that these residences were the 
property of Canada in accordance with sections 33 and 34 of the terms — 
of union, but the province did not agree. The houses are still occupied by 
provincial officers. 


Mr. A. M. Henperson (Auditor General): Mr. Chairman, I might just say 
that not too many of the paragraphs have been updated and some of them since 
have been resolved, so that you will probably not wish to spend much time on ~ 
those. 

To take paragraph 88 first, which appears on page 39 of the 1962 report, this 
deals with doubtful title to property in Newfoundland. As you see, this para-_ 
graph refers to three crown-owned residences in Corner Brook, Newfoundland, 
ownership of which is still in doubt. q 

Following the union of Newfoundland with Canada, three residences in” 
Corner Brook continued to be occupied by customs officials formerly in they 
employ of Newfoundland but who were transferred to the government of 
Canada following union. A fourth residence in the same locality occupied by 
a Newfoundland official was taken over in December 1956 by the Department of 
National Revenue through the issuance of an exchequer court writ of possession. | 

The department was of the opinion that all four residences were the prop- 
erty of Canada in accordance with sections 33 and 34 of the terms of union. 
However, when three of the residences, including the one which had been take ’ 
over by court order, became temporarily vacant in January 1957 and Octobe 
1958, officers of the provincial government took possession and the government 
of Canada has received no rental payments since these dates. The fourth resi- 
dence continues to be under the control of the department and is occupied by 
an officer of the department who had been in the customs service of the province 
before union. 

In the period since confederation and up to January 6, 1964, the total 
amount of rent collected from the four houses has been $8,235. The departmen 4 
had expended $15,733 for the upkeep of these residences to date and also has 
paid municipal taxes and water and sewage charges for the residences to the 
extent of $1,705. 

The department has had this matter under consideration by the Depart- 
ment of Justice. Perhaps Mr. Sim can bring the committee up to date in this 
regard. 5 

The CHAIRMAN: Would you care to do that, Mr. Sim? We are now on para- 
graph 88 in the 1962 report. Possibly you might be good enough to introduce the 
officials who have come with you at this time so that committee members will 
recognize them, and if any questions come up which affects them particularly, 
please feel free to refer to them directly. 

Mr. Davin Sm (Deputy Minister, Department of National Revenue): I was 
hoping that you would call on me as soon as I listened to your very warm 
reception so that I could reply in appropriate terms. There is not quite the same 
warmth in the Auditor General’s voice as I think I detected in the voice of the 
Chairman! 
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Just to indicate the importance we attach to this committee, I have fortified 
myself this morning by bringing with me the three assistant deputy ministers, 
and if it meets the convenience of the committee I will introduce each one of 
them in turn as they have the opportunity of helping the committee get at the 
facts of these individual cases. 

The first paragraph dealing with the houses in Newfoundland will, appro- 
_ priately enough, be dealt with by Mr. Howell. 

Mr. Howell is a dividend to Canada from Newfoundland. We first met him 
when he represented Newfoundland in London at the meetings of GATT back 
in 1946-47 and appreciating that his was the sort of talent we should have in 
the federal service we were able to wean him away from the Newfoundland 
service. 

Mr. Howell was educated at Dalhousie University, which I think will 
strike a friendly note in the hearts of some members of the committee. He en- 
tered the department of customs for Newfoundland in 1934, and in 1942 
_ Was appointed secretary, which is equivalent to a deputy minister. In 1945 

he represented his then country at commonwealth meetings. We acquired him 
in 1949. 

With no further introduction, I am going to ask Mr. Howell to explain 
to you why it is we have been unable to secure full possession of these houses 
under discussion. 

Mr. J. G. HOWELL (Assistant Deputy Minister for Operations, Department 
of National Revenue): As the Auditor General has stated, there has been great 

‘doubt about these houses ever since April 1, 1949. This became paramount 
during the mid fifties, particularly when one of our officers vacated the house 
to give way to another officer coming in. At that moment one of the provincial 
Officers entered the house, and we never could get him out afterwards. 

This whole question was discussed and was under advisement by the De- 
partment of Justice for a considerable time. It was not until 1962, to be ex- 
act, that the whole situation changed in so far as we were concerned. At that 
time the deputy attorney general notified us that after having given consider- 
able thought to the relevant matters which were available in the case, he 
came to the conclusion that Canada’s chances of success were so slight that 
litigation would not be justified. He stated that the issue in any such litigation 
would be whether the buildings in question were at the date of union used 
primarily for service taken over by Canada within the meaning of term 33(j) 
of the terms of union. 

At the very least, he stated, it would be necessary to establish that the 
nature of the service in question necessitated the provision of residences by 
the government, but there was nothing which in his opinion would satisfy 
a court that the nature of the customs service required the provision of a resi- 
‘dence. 

Subsequently, in July of this year, the solicitor for customs wrote to the 
deputy attorney general of Newfoundland advising him that as a result of the 
‘opinion given by the attorney general of Canada, the department was prepared 
to release to the government of Newfoundland all its right, title and interest, oe 
‘any, in the four residences at Corner Brook and to execute a quit claim in 
respect thereof. 

At the same time it was suggested that arrangements be made to provide 
for the continued occupancy of one of the Canadian customs officers at a rent 
Payable commensurate with rents being paid by the occupants of the other 
‘Tesidences—and that is to Newfoundland, of course. 

a Unfortunately, at this stage no reply has been received from the attorney 
general’s office in Newfoundland, and that is where the question rests at the 
‘Moment. 
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The CHarRMAN: Are there any questions, on this item, which apparently — 


still remains unresolved? 
Mr. McMruan: Will we continue to pay taxes on them? 
Mr. HoweELu: Only on the house occupied by the customs officer who is | 
occupying one of these houses. The rental he pays is about three times that 
which the other officers pay. 
Mr. Lepuanc: Mr. Chairman, what is the approximate value of the 


property? 
Mr. Howe: Approximately $60,000. 
Mr. LEBLANC: Is that the value of each one or is that the value of the three? 


Mr. Howe.t: That is the value of all four. 

The CHAIRMAN: Are there any further questions? 

There are apparently no further questions so I will ask Mr. Henderson ~ 
to pass on to the next item, item 89. 


89. Release of goods under Customs Collector’s permission. Sub- © 
section (1) of section 22 of the Customs Act, R.S., c.58, reads as follows: — 
“Unless the goods are to be warehoused in the manner by this 

act provided, the importer shall, at the time of entry pay down, 

or cause to be so paid, all duties upon all goods entered inwards; 
and the collector or other proper officer shall, immediately there- 
upon, grant his warrant for the unlading of such goods, and grant 

a permit for the conveyance of such goods further into Canada, 

if so required by the importer.” 


In addition, section 79 of the act reads: 

“No person shall make, nor shall any officer accept, any bond, 
note or other document for the purpose of avoiding or deferring the 
actual payment of duties legally accruing on goods imported into 
Canada, or arrange for deferring payment of such duties in any 
way, unless such goods are entered for warehouse, and duly de- 
posited therein according to the laws and regulations governing the 
warehousing of such goods.” 


Notwithstanding these statutory directions, it has been the practice 
of the department for many years to release perishable goods prior to 
the passing of a customs entry and payment of duty, providing the 
importer has posted a bond or security as a guarantee of payment of 
duty. The term “perishable goods” has gradually been extended and 
now includes a wide range of goods. 

There seems little doubt that the practice being followed facilitates 
the clearing of goods through customs, and benefits both the department 
and the importer. However, sections 22 and 79 of the act quoted above 
appear specifically to prohibit what is being done and the act should 
be amended if the practice is to be continued. 


Mr. HenpErson: Paragraph 89, as you will see from page 39 of the 1962) 


report, deals with the release of goods under customs collectors permission. 


We show here how section 22 of the Customs Act, which is quoted in the 
paragraph, is specific in requiring duties to be paid upon all goods enter 
inwards. Section 79, which is also quoted, is specific in prohibiting any defer- 
ment of payment of duties. Consequently, we in the audit office have taken 
the view here that the practice followed, however sensible and practical it 
may be so far as the entry of goods is concerned, should be made the subject 
of an amendment to the act and thereby remove any doubt as to the legality 
of the practice. I might mention that section 24 of the act, which is not referred 


7 
ai, 


tae ey Ae ehh hy Da aie ke aed 


PUBLIC ACCOUNTS 1113 


to or quoted in this paragraph, does contain a provision for sight entries, but 
to have invoked this would have required the importer to pay an amount of 
duty usually greater than the amount actually due, whereas under the col- 


te 
i 


_by the importer to cover all of his importations. 
Mr. Chairman, I think that sums up the essence of this question. 
The CHAIRMAN: Would you care to comment, Mr. Sim. 


Mr. Sim: I am very grateful that the Auditor General used such terms 
_as sensible and practicable in connection with his comment and I do not wish 
to say much more except to call upon Mr. Howell to elaborate. 


Mr. HowELL: Mr. Chairman, it seems abundantly clear from the Auditor 
General’s remarks that whilst he feels that this practice is based on sound 
common sense and facilitates the clearance of goods, benefiting both the de- 
partment and the importer, the practice is not strictly in accordance with exist- 
ing legislation. 

We in the department, whilst agreeing that the procedure is not specifically 
provided for, are of the opinion that sections 24 and 25 of the Customs Act 
_ give a legal base for the immediate release system in the same manner as for 
_ sight entries. In this connection I always like to refer to subsection (2) of 
section 2 of the Customs Act which states: 


SS ae 


All the expressions and provisions of this act, or of any law relating 
to the customs, shall receive such fair and liberal construction and inter- 
pretation as will best ensure the protection of the revenue and the 
attainment of the purpose for which this act or such law was made, 
according to its true intent, meaning and spirit. 


4 Under this system in force, which we incorporated several years ago as 
the result of the stepped up tempo of handling goods whereby importers no 
longer use large warehouses but, instead, inventory control, we have found 
ourselves in the position of having to deal with large quantities of goods over 
and over again. 

Under the system in force the importer is required to present a pro forma 
entry, form C-9, together with security, the purpose of which is not primarily 
the deferment of the payment of duty, but rather to afford the opportunity for 
“complete formal documentation to be presented under the protection of the 
security which may be in the form of cash, Dominion of Canada bonds, or 
guarantee company bonds. 


_ The complete formal documentation must be produced to customs on the 
next business day following the release of the goods, thus liquidating the pro 
forma entry and release of the security. This has worked out both to the bene- 
‘fit of the department and the importer and in no case up to today have we 
had any difficulty in securing full payments under this system. 


The CHarrmMan: Thank you, Mr. Howell. Are there any questions or com- 
ments from any members of the committee in respect of this item? If not, 
have you, Mr. Henderson, any further comments you would like to make at 
this time? 

_ Mr. Henperson: Well, there is no question, Mr. Chairman, that this is the 
most practical way of handling cases of this kind. I believe most of the cases 
ccurring under this system are of a perishable nature. Am I not correct in 
this assumption? te 
Mr. Howey: Not necessarily. It did originate with perishable goods but 
iew of the fact that it was such a successful procedure we went into hard 
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Mr. HENDERSON: The fact remains that this is one of several cases, which — 
you will note, where it would seem desirable to amend the act to cover the 
practice, and that is the point I made in my note. a 

We are going to be dealing with three other cases, as you know, and I — 
think the views of the committee on that point would certainly be very help- 
ful to me and my officers. 

The CuarirMAN: Are there any questions or comments from any mem- 
bers of the committee in this connection? 

Mr. Cameron (High Park): Would Mr. Sim like to make any comment — 
on the problem raised by the Auditor General whether or not in this case or 
the other cases amendments to the legislation or the regulations might cover 
the problem, and then everyone would be happy. . 

Mr. Sm: I think the point made by the Auditor General is well taken, 
Mr. Chairman. Sometimes what seems the sensible and practical thing to do 
must be done in advance with an intelligent appreciation or anticipation of — 
what will follow by way of clear legislative authority. I think it would be 
appropriate for me to say now, because this point will arise in connection 
with two or three other items, that during the period under review and 
immediately antecedent there to a distinguished member of the committee who 
happened to be the minister of national revenue was encouraging us to stream-_ 
line our methods and to get rid of a good deal of the red tape so to speak as 
part of the sort of forward move which we had at that time. I think the Auditor 
General is fulfilling his office when he draws attention to this and any other 
item where for sensible and practical reasons something has been done which 
we anticipated the house would in due course clothe with appropriate legal 
authority. 

The CHAIRMAN: Thank you, Mr. Sim. Might we now pass on to the next 
paragraph? a 

Mr. HENDERSON: The next item, of course, is paragraph 90, and it deals 

with “Sales of goods unclaimed at customs’’. 

90. Sales of goods unclaimed at Customs. Section 23 of the Customs 

Act, R.S., c.58, requires that unclaimed goods 

“shall be sold by public auction to the highest bidder, and the 

proceeds thereof shall be applied first to the payment of duties 
and charges, and the surplus, if any, after discharging the vessel’ 

lien, or other charges for transportation, shall be paid to the owner 

of the goods or to his lawful agent; but if the goods cannot be 

sold for a sum sufficient to pay the duties and charges, if offered 

for sale for home consumption, or the charges, if offered for sale 

for exportation, such goods shall not be sold, but shall be destroyed.” 


Sometimes the addition of storage charges to the duties and taxes 
causes the total payable to be in excess of the value of the goods and 


in such cases the department, instead of destroying the goods, has been 


In this paragraph section 23 of the Customs Act is quoted, and as you 
will observe it is again specific in that if goods are left unclaimed at customs 
which cannot be sold for a sum sufficient to pay the duties and storage charges, 
the goods shall be destroyed. As the note explains, the practice followed 
by the department is to return as much revenue to the crown as possible, and 
in such cases the practice has been to waive all or part of whatever storage 
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charges are applicable, in order that the duties at least may be recovered. There 
is no doubt in our minds that this has been a sensible and proper course to 
follow. Otherwise, if the goods were to be destroyed, as the act requires, then 
no revenue would be returned to the crown. Consequently this is another case 
where an amendment to the act might be called for if the practice is to be 
legalized. 

Mr. Sm: The distinction is quite clear between the collection of duties 
and the collection of other charges. I would appeal to the staunch presbyterians 
here as to whether or not we should really throw away something of value. 
It would be very much against my nature to destroy anything which would 
bring in revenue to the crown. So this is the course we have followed. We are 
always careful to get the duty, and if we cannot get the duty, the goods must 
be offered for sale in the hope of getting it, or destroyed. But at the same 
time when it comes to our storage charges for warehousing, we might sharpen 
our pencils again with the hope of being able to secure something out of 
these goods, rather than to destroy them. 

Mr. HOWELL: I think that is well answered. 

The CHAIRMAN: Are there any questions? 


Mr. TarpiFr: If the goods are of any value, would the Auditor General 
not think that somebody could make use of them? 


Mr. Stm™: That is the very point made by the Auditor General. The law 


compels us, if we cannot get the duty and the charges, to destroy the goods. 
' He takes a proper position that in these cases while sometimes we get the 


duty, we cannot get all the charges. I cannot think of many cases where we 
have destroyed goods. It is very much against our disposition to destroy 
anything of value. 


Mr. Fane: Are changes like that in the act made by the Department of 
National Revenue, by the customs department, or do they have to be made 


' by parliament? 


Mr. Sim: They would have to be made by parliament. 

Mr. FANE: It seems stupid to me to have a rule like that. 

Mr. Sm: There is merit in the law which requires us to collect the duty. 
After all, parliament in its wisdom has said that imported goods should not be 
laid down here in Canada at less than the rate of duty based on the fair 
market value. If we acquire ownership of goods because people have left them 


_ with us when they did not wish to pay the duty, and we do not collect those 


duties, we would be obviously allowing the goods to become competitive with 
Canadian manufacturers, if they should enter into consumption in this country. 
This has a bearing on the tariff which parliament said should be applied. 


Mr. FANE: Do you ever get a considerable amount, or just a little package 
or something, to which this paragraph 90 would apply? I am thinking of a 


_Carload or something like that. 


Mr. Sum: There is very little. The great bulk of our importations are 


“Made in the ordinary way and the the duty is paid. 


Mr. FANE: It would only be a drop in the bucket? 

Mr. STENSON: I wondered if the importers might use this, if the goods 
were to be sold less this duty, for dumping purposes? 

Mr. Sim: There is a danger there, and the act is set up to provide against 
it. In other words, the act says to the customs officer that he must not let these 
goods get out of his possession without the payment of the duty. We do not 
feel that parliament is directly concerned about the payment of these charges, 


because these are made by regulations under the governor in council. They are 
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not provided for in the act. There is a little shadowy area here between some- — 
thing which is statutory and something which might be within the purview 
of the governor in council. 

Mr. Stenson: If you had fresh fruit or vegetables in season here in Canada, 
would waiving this duty be a way of not protecting our own growers? 

Mr. Sm: That is why I indicated that we would not under any cir- 
cumstances allow goods to enter into consumption without the payment of 
duty, because it would be going against the will of parliament. But with the 
charges, we have been sharpening our pencils, and scraping a little bit off so — 
we could get something for the goods rather than to see them destroyed. I 
really hate to destroy something which might be of some value. 

Mr. SoutTHAM: While listening to the discussion of this item, and after 
looking at the recommendations as set forth by Mr. Henderson, I have come 
to the conclusion that they are based on the purpose, as the deputy minister 
pointed out, of getting possible amending sections to the act. 

Mr. RecAN: Mr. Sim, I wonder whether it would not be possible in these 
instances to have the goods returned to the country of origin and disposed 
of at some profit to the crown. They certainly would not then be entering into 
competition with Canadian goods. Let us say that the goods came from the 
United States. Once they have reached Canadian customs, may they not be 
returned to the United States without having to pay American customs? 

Mr. Sm: Oh, yes, they could be returned under the heading of United © 
States goods returned without being advanced in value. But I would not like the 
committee to get the impression that we are dealing with a large volume of 
stuff. Indeed, if there was any substantial volume of goods on which we could 
not get the duty even, we would be faced with the prospect of destroying them. 
I think that to return them is a better alternative than to agree to their 
destruction. Actually that problem has not arisen because in the main, so 
far as I can recall, all goods have been properly cleared, and we have been 
able to get the duty and something towards the charges, prescribed by the 
governor in council. . 

With respect to the charges, for many years storage in the Queen’s ware- 
houses was at a rather nominal rate. Then we suddenly found that we were 
getting a lot of goods stored in our Queen’s warehouses, SO we increased our 
storage fees..But by doing something to bring our warehousing charges into 
line with good business practice, we have tended to create something of 
problem for ourselves when we have to collect the duty plus these higher 

charges. This is really not a big item in our economy. It is a small matter. And 
if there should appear to be any increase, we would take note of what the 
Auditor General has suggested here concerning disposing of it. It might be 
better to have an enabling clause in the law to enable us to do this in a 
legalized way so that no question would be raised, as the Auditor General 
suggests. 

Mr. WHELAN: Suppose something is seized at Windsor which has entered 
the country illegally. Would it be sold at Windsor or at Toronto? 

Mr. Sm: I think our practice is to take such goods to a central marketi 
point where it is worth while to do so. I believe that goods from the Windso 
area would be sent to Toronto. 

Mr. WHELAN: They would not be put up for sale at Windsor? 

Mr. Sm: No. 

The CHAIRMAN: Thank you. I think we have had a good discusion of this 
matter. Now, let us turn to paragraph 91. 

91. Duties and taxes on surplus United States government prope ty 
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--——sproperty located in Canada which becomes surplus to requirements is 
' disposed of by Crown Assets Disposal Corporation on behalf of the 
United States government. Much of this property came into Canada 
q without payment of duties or taxes and therefore becomes subject to 
4 the applicable duties and taxes when sold in Canada. Because of the 
} great variety of goods and materials 
i it is considered administratively impracticable to apply the customs tariff 
: and the normal customs appraisal procedures to these sales. The De- 
if partment of National Revenue accordingly annually establishes a com- 
F posite rate (currently 15.25 per cent) which is applied to the proceeds 
of all sales of the United States government property by Crown Assets 
Disposal Corporation, the rate being based on the average rate of duty 
on all imports from the United States for the last completed year for 
which statistics are available. 


The practice being followed seems to be a practical way to meet the 
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such a composite rate, even with the approval of the governor in council, 


4 authority should be provided by parliament if the practice is to be 
t continued. 
4 Mr. HENDERSON: This paragraph refers to duties and taxes on surplus 


_ United States government property sold in Canada. Again it describes the man- 
her in which the department each year establishes a composite rate, which is 
applied to the proceeds of all sales of United States government property by 
_ Crown Assets Disposal Corporation, the rate being based on the average rate 
- of duty on all imports from the United States for the last completed year for 
_ which statistics are available. 
is Here we have another case where the practice being followed seems to be 
_ the practical way in which to meet the problem. However, I have to point out 
of to you that there is no statutory authority for establishing a composite rate 
_ like this. Again, if the practice is to be continued, it would seem to us that 


_ authority should be provided by parliament through an amendment to the 
_ Customs Act. 


Mr. Stm: May I introduce at this time Mr. A. R. Hind, deputy minister 
_ of the Department of National Revenue for customs. Mr. Hind was born at 
_ St. Thomas, Ontario, and he attended the University of Western Ontario where 
_he graduated with honours in business administration. He joined the depart- 
ment in 1929 where he served as investigator of values in Germany, elsewhere 
sin Europe, and in the United Kingdom until 1938 when he was brought back. 
_He has served on the Canadian delegation to GATT, and in 1959 he was 
appointed to his present position. 
The CHAIRMAN: Now, Mr. Hind. 


Mr. A. R. Hyp (Deputy Minister, Department of National Revenue, for 
¢ stoms): Mr. Chairman and gentlemen, under the terms of note 140, which 
Tepresents an agreement entered into by Canada and the United States, Crown 
yi Ssets Disposal Corporation is authorized to sell surplus United States govern- 
ment goods located in Canada. These goods have been used generally in defence 
installations which are of mutual interest to the two countries. They are sold 
to the highest bidder, and under the agreement, the selling price is deemed to 
include duties and taxes. Crown Assets Disposal Corporation remits a certain 
percentage of this selling price to the Department of National Revenue as rep- 
‘Tesenting such duties and taxes. 

_ The situation created by note 140 should not be confused with normal 
mportations, where goods are presented to qualified customs officers, who have 
lities for rating and valuing them in accordance with the customs statutes. 
In the case under review, the goods are often located in remote and inaccessible 


, frequently located in remote areas, 


problem but, as there is no statutory authority for the establishment of 
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areas, such as D.E.W. line sites and other places in Labrador, the far north, 
and so on. In addition, a great variety of goods is involved. This combination 
of circumstances makes it practically impossible to appraise in a normal way. | 
To accomplish the latter would involve a great expenditure of money, which 
would seem to constitute a waste of public funds. Consequently, a composite 
rate, representing duties and taxes, using as a basis, the average rate of duty 
on imports from the United States for the last completed year for which sta- 
tistics are available, has been established. 

The Auditor General points out that while this practice seems to be a — 
practical way to meet the problem, the fact remains that there is no statutory — 
authority for the establishment of such a composite rate. In the circumstances, 
he suggests that parliament should provide such authority if the practice is to 
be continued. 

The sale of surplus United States government goods in Canada is rela- 
tively limited, and is expected to diminish as time goes on. While technically, 
there does not appear to be any specific authority for departmental action, 
beyond the general responsibility imposed upon us by the Customs Act and 
the Customs Tariff Act, it is wondered if, in view of the peculiar nature of the 
problem and its very narrow coverage, discretion might not be left with the 
administration to develop a composite rate as has been the practice in the 
past. 

The CHAIRMAN: Thank you, Mr. Hind. Are there any questions? 

Mr. DANFORTH: I would like to ask if the 15.25 per cent rate is payable 
on the sale price of goods as they are disposed of, and not on the estimated 
value when they came into the country? 

Mr. Hinp: The 15.25 per cent is payable against the selling price of the 
goods. 

Mr. DANFORTH: This is a diminishing problem at the present time, and 
there will probably be less and less goods for disposal. 


Mr. Hinp: Yes, sir. 

Mr. LEBLANC: You say that the 15.25 rate is arrived at in what manner? 
Is it on the basis of the average rates? 

Mr. Hinp: Yes, sir. We develop the average rate of duty of all imports 
from the United States, both dutiable and free of import duties. This, plus 
the element of sales tax, gives us a composite rate of 15.25 per cent. 

Mr. LEBLANC: Would that rate vary much? 

Mr. Hinp: Astonishingly enough, the rate does not vary within a very great 
margin. We have found that it remains reasonably static. It is true that there 
are changes in individual rates of duty from year to year. But we have found 
in general that the average has remained pretty constant. 

The CHAIRMAN: Are there any further questions? If not, let us pass to 
paragraph 92. 


92. Determination of “sale price” for sales tax purposes. In para- 
graph 59 of the 1960 report, reference was made to the requirement of 
section 30 of the Excise Tax Act that sales tax be calculated on the 
“sale price” of goods produced or imported into Canada, with certain 
stated exemptions, and it was noted that for some classes of goods sold 
under certain circumstances to other than wholesalers, the Department 
of National Revenue had authorized the manufacturers, by regulation, 
to compute the sales tax on less than the actual sale price. We expressed 
the opinion that specific authority by parliament is required if the tax 
is to be computed on less than the sale price of the goods. 

_The public accounts committee considered the matter during its 
sittings in 1961 and included in its fifth report of that year (paragraph 
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56) the recommendation “that the existing method of valuation be pro- 
vided with statutory sanction”. 

No action has yet been taken to provide the statutory authority thus 
recommended. However, the royal commission on taxation established on 


September 25, 1962 has terms of reference sufficiently broad to permit 
consideration of this matter. 


Mr. HENDERSON: Paragraph 92 deals with a rather larger and more dif- 


under certain circumstances to other than wholesalers, the Department of 
National Revenue had authorized the manufacturers, by regulation, to com- 
pute the sales tax on less than the actual sale price. 
| No action appears to have resulted from this until 1955 when it will be 
recalled a sales tax committee was appointed to review and advise upon cer- 
tion technical questions relating to the administration of the sales tax. The 
_ committee made its report on January 12, 1956 and in its report pointed out 
that “the act does not appear to authorize the minister to vary actual selling 
prices or to impute wholesale prices when they do not exist”. It is apparent 
that without such authority and general rules as to determination of value 
there can be no useful right te appeal. The committee recommended that “the 
“existing scheme of valuation be continued for the present with statutory 
Sanction’’. 

I brought this matter to the further attention of the house in my 1960 
report. I pointed out that sale price is the amount charged to the buyer and 
there is no provision for deviation. On discussing this matter with the depart- 
menial officials, I was advised that they rely on the general authority given 


in section 38 of the Excise Tax Act which is the fairly standard one reading 
as follows: 


The Minister of Finance or the Minister of National Revenue, as 
the case may be, may make such regulations as he deems necessary or 
advisable for carrying out the provisions of this act. 


This led me to state that in my opinion specific authority by parliament 
is required if the tax is to be computed on less than the actual sale price of 
the goods. Your committee examined this matter during its 1961 session and 
in paragraph 56 of its fifth report 1961 made the recommendation “that the 
existing method of valuation be provided with statutory sanction”. 

There has been no action taken on the matter since although Mr. Sim 
may have some further information to give to the committee. 

The CHarirMAN: Now, Mr. Sim. 

Mr. Sm: This gives me the opportunity of introducing my third colleague, 
Mr. R. C. Labarge, M.B.E., one of the few civil servants born in Ottawa. He 
was educated at the La Salle Académie here, McMaster University, Oxford 
Jniversity, and he served for a while in the wartime prices and trade board 
where I first met him, although I had known his father for many years, a 
listinguished citizen of Ottawa. 

Mr. Labarge spent three years in the navy, and retired with the rank of 
jeutenant commander. He became private secretary to the Minister of Na- 
tional Revenue and in due course he was appointed to be general executive as- 
sistant. In 1957 he became assistant deputy minister of customs, and later in the 
ame year, assistant deputy minister for excise. Mr. Labarge will lead off in this 
ubject, and if there is anything more required, I should be glad to follow on. 
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Mr. R. C. LaparcE (Assistant Deputy Minister, Department of National — 
Revenue, for excise): This again is hardly a recommendation that the depart- — 
ment would disagree with, even if it had in mind that the present form of law is 
sufficient and adequate for its purposes. Our belief is that the more clarity and 4 
certainty there can be in legislation for both the taxpayer as well as for the 
department, the more we are all in favour of it. Historically, the practice is to 
equalize the value for tax purposes. Normally it is the actual sales price of the © 
goods differential that is equalized as in this instance where the manufacturer 
sells to a wholesaler a certain product at a price, and he also sells the same 
product to a retailer, the selling price would be higher in the latter instance, 
and consequently the tax would be heavier. This was foreseen at the very begin- 
ning of our sales tax law, and in 1923 it was even the subject of a proposed 
amendment by Mr. H. H. Stevens. It was the feeling of the minister of finance © 
at that time, and he gave it as his opinion to the house, that section 13, which 
is now covered in sections 31 and 38 of our act, was sufficient to authorize the 
department to carry out its equalization of the sale prices for tax purposes. 

I can say, therefore, that for a long time before the question was raised | 
in the committee, the department followed what it believed to be a legal 
position. There is no doubt that this equalization is a vital and essential part of 
the administration of a fair sales tax. The drafting of legislation, in my opinion, » 
is not as simple as it might appear to be. It is simple to give authority to the 
minister to equalize or to arrive ata wholesale price. But I think Mr. Henderson 
has indicated that there is another feature to be attached to it, namely, the right 
of appeal. It is in this area where I have found lawyers and legal minds having 
some difficulty in devising a form of appeal which can only be based on a com- 
parison with competitors. It calls, therefore, for the revealing by one competi- 
tor to another the conditions under which he makes his sales and discounts, 
his pricing structure, and so on. All I can say is that there has been a consider- 
able effort put into drafting this same law. It has not got to the house in the 
form of proposed legislation. The problem is now being studied very carefully 
by the royal commission on taxation, and I would not be surprised if there was 
hope that they would come up with a helpful suggestion for amendment. : 


The CHAIRMAN: Thank you, Mr. Labarge. Mr. Winch indicated some time 
ago to me that this was a matter in which he was considerably interested, and 
he asked if he could be given an opportunity to deal with and to make a co 
ment on it. I see no reason why this should not be done, therefore, Mr. Winch. 


Mr. Wincu: I appreciate your courtesy and the courtesy of this committee. 
This is a matter which has puzzled me for a considerable length of time, espe- 
cially the attitude of the department, as I understand it, in the past, and which 
has now been confirmed by the previous speaker. The department takes the 
view that their action is legal. I am not in any way criticizing or condemning 
the principle or practice. But the point which I think is of major importance to 
the committee is whether or not there is any statutory authority, and if there is 
not, then should it not be provided. As a result of my investigation, I have fou 
that this practice has been in vogue for a great many years, even long before 
1945. 

If we take the act as we have it at the present time, and as has been pointed 
out by the Auditor General, we find that under section 30, it is very specif 
that there shall be a levy imposed and collected of 8 per cent on the sale pric 
of all goods. That is, there are two objectives outlined, but nowhere can I fin 
under section 30 a statutory authority for the practice of deviating from th 
sale price of all goods, or of changing the meaning of sale price. So we find thi 
the department has been following what is now section 38 where also, as W: 
pointed out by the Auditor General, the minister of finance or of national revé 
nue as the case may be, may make such regulations as he deems necessary 
advisable to carry out the provisions of this act. 
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My studies have shown that many, Many years ago a circular stated this 
was done under the authority of the act, and then it was changed. I do not know 
the exact year. But now the circular states—just to use an example, because 
it is a fairly recent one, 1959, and is signed by Mr. Sim—that the minister of 
national revenue has been pleased to establish the following regulation under 
the authority of section 38 of the Excise Tax Act. And then in the circular it 
says that manufacturers of furniture may account for the sales tax on their 
Sales directed to the users, calculated on the sale price less a discount of 25. 
per cent. There has been a change in the numbering of the sections in what we 
refer to now as sections 30 and 38, but the wording is unchanged over the 
years. 


Now, I find that although this practice still is followed, there have been two 
court opinions to the effect that there was not the authority to so interpret the 
word “regulation”, and that the practice of the department was ultra vires of the 
statute. This goes back, so far as court opinions are concerned, to 1928, and ap- 
pears in the Dominion Law Reports of 1929. There is the case of the Attorney 
General of Canada v. Coleman Products Company. 


The CHAIRMAN: Could you give us the actual citation? 


Mr. WIncH: It is 1929, 1 D.L.R. and you will find what I am referring to now 
at page 660. There is this comment dealing with the powers of the minister: 


“The power of the minister to make such regulations as he deems 
necessary or advisable for carrying out the provisions of this part,” does 
not authorize and empower him to declare what the term “sale price” 
means as used in section 19ccc. I am, therefore, of the opinion that regula- 
tion 6 does not enter into the consideration of this matter at all. I think 
it would be ultra vires of the minister to make any regulation that would 
vary or modify or affect the positive declaration of the statute itself. 
The regulations I take it are solely to point out the means by which the 
act is to be enforced, not to place an interpretation or construction upon 
the act itself. 


There you have the opinion of the supreme court in this case in 1928. 

Again, you also have a case in 1941. This is the case of Rex v. Weir-Manu- 

facturing Company Limited. 

The CHAIRMAN: Would you give the citation for that? 

Mr. WINCH: It is in the county court in British Columbia and it is a judg- 
“Ment by Lennox, C.C.J. It must be in what you refer to as Dominion Law Re- 
ports, pages 802 and 803. Here is what was said there: 
| Section 99 of the act provides that the Minister of Finance— 


| a I am giving that, although the section number is changed— 

—or the Minister of National Revenue may make such regulations as he 
deems necessary or advisable “for carrying out the provisions of this act’, 
but it was submitted, and I think properly, that this does not permit 
regulations which would alter the basis on which the 8 per cent tax is to 
be paid, namely, “the sale price”. No doubt the department found that 
hardships arose out of a strict adherence to the provision of said section 
86 (1) but, if so, that would be reason for altering or amending the act 
and not for bureaucratic dogmatism. 


Then on page 802 in small type, on the same point and dealing with the sale 
Price of all goods, it says: 
The Minister of National Revenue was authorized by section 99 
of the act to make regulations “for carrying out the provisions of the act’, 
21496—2 
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but this did not give him authority to make regulations which would 
alter the basis on which the tax is to be assessed. The circular in ques- 
tion probably represented an ultra vires ruling by the minister. 


Going back to 1929, on this question of the interpretation and use of the 
section called regulations, and the fact that both courts have expressed the 
opinion that the practice was ultra vires of the powers of the minister or the 
deputy minister, I believe, because surely these cases must have come to the 
attention of the department, we have the right to ask why, in 1964, we have 
not had presented to the house the necessary amendment to legalize what 
I understand is basically a good and required practice. 

It was these points which I wanted to bring to your attention and ask 
why, after all this length of time, the question of legality, from the point of 
view of the department, still remains in respect of a practice which the 
courts have ruled is ultra vires. 


The CHAIRMAN: Would you like to deal with this, Mr. Sim? 


Mr. Sm: I think I should make it clear that this is not the sort of bureau- 
cratic activity that bureaucrats welcome. This is the sort of job which is 
fastened on an unwilling public servant, requiring him to breathe life into the 
statute. In this case, from the inception of the tax, aS was so thoroughly 
pointed out by Mr. Winch, there has been a provision that the tax would apply 
on the selling price of goods. 

As pointed out by Mr. Labarge, if this were followed just in those terms, 
an inequality would exist and the tax really would have been unworkable, 
because you would have been collecting two or three different rates of taxation 
on the same kind of goods entering into consumption. | 

Of course, the question of whether or not it is legal is a problem for 
the lawyers. Mr. Winch and I both are in the happy position of being lay- 
men, and we perhaps are not as well qualified to discuss the legal position 
as are others. I will not pretend to argue the legality of it, except to say 
that the matter of the finding of a cure for this has been the subject of in- 
tensive study by myself and by officers of the Department of Justice. The 
royal commission to which the Auditor General referred struggled with this 
problem and did not come up with much in the way of a solution. As I under- 
stood the solution proposed by Mr. Winch it is to put a blessing of some 
kind on the present practice. ‘ 

Mr. Wincu: I fully recognize what would happen as a result of following 
this practice, but I think it is accepted that a department or an individual 
can do only what the statute authorizes. For the life of me, I cannot under- 
stand why when, as I already have pointed out, you have the judgment of the 
court on this, you have not asked for the statutory authority to clarify the 
situation and regularize it. i 

Mr. Sm: The committee should understand that right from the inception 
of the tax the minister of finance said the department would do the ver 
thing we are speaking of. He said the Department of National Revnue has 
the authority to do it under the statute. Mr. Fielding, a man greatly respecte 
in the maritime privinces, chose to believe this was what we had to do, and w 
followed that ever since. When a practice has been going on for a good man 
years, it acquires a certain amount of respect. I should say quickly that thi 
is not the kind of job officials of a department welcome. Had it not been for the 
integrity of the people who had to do with this tax over the years, we migh 
have had a very different story in respect of it. As it has worked out, it ha 
been a very profitable tax. Today our collections are running in the order of 
$1,700,000,000. 
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ij do not want to suggest there is no substance to the argument made by 
Mr. Winch. The difficulty has been to try to find some solution which would 


been carrying the load for so many years. 


The CHAIRMAN: Are there any questions on this very interesting point? If 
not, may we proceed to paragraph 93. 


93. Reporting of remissions. Section 22 of the Financial Administra- 
tion Act empowers the governor in council, on the recommendation of 
the treasury board, “whenever he considers it in the public interest’’, to 
remit any “tax fee or penalty”, and further provides, in subsection (8) 
that: 

“A statement of each remission of one thousand dollars or more 
granted under this section shall be reported to the House of Com- 
mons in the public accounts.” 


Since this act came into force in 1952 it has been the practice to 
report remissions with an annual total of $1,000 or more in the form 
of a listing of names of recipients and annual amounts in the public 
accounts. This is a continuation of the practice previously followed by 
the Auditor General pursuant to the requirement contained in the 
Consolidated Revenue and Audit Act, 1931, that “the Auditor General 
shall call attention to every case in which... a refund or remission of any 
tax, duty or toll has been made on the authority of any act of parliament”. 

This was used as a precedent but we believe that subsection (8) 
of section 22 of the Financial Administration Act, quoted above, in calling 
for “a statement of each remission” (a “statement” was not called for 
by the earlier act) contemplates the inclusion of a comment giving the 
particulars with respect to each remission—as is presently done in the 
cases of remissions to charitable, educational or other non-profit or- 
ganizations. We feel that explanatory statements are essential if parlia- 
ment is to have a clear understanding of the nature of the remissions. 

An illustration of the inadequacy of the present method of listing 
remissions is given in the following paragraph. 


Mr. HENDERSON: Paragraph 93 in the 1952 report covers the subject of 
Teporting of remissions, and the comments contained in this paragraph dealt 
with our concern as to the adequacy of the information appearing in the public 
accounts supporting remissions of duties and taxes, fees and penalties under 
section 22 of the Financial Administration Act. 
| Members of the committee may recall frorn an earlier discussion of this 
Comment that I advised the committee that the department took steps effec- 
tive with the public accounts for the fiscal year 1962-63 to provide more 
complete information with regard to each of the remissions made. Consequently, 
it can be regarded that this comment has been taken care of and therefore 


perhaps the members of the committee will not feel there is any point in 


discussing the matter again at this time. 
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I might add that Mr. Sim and his associates in the Department of National 
Revenue produced a greatly improved presentation in the public accounts last 
year, and you may have noticed this. We appreciate their co-operation on this 
point. 

The CHAIRMAN: You have further reported this in paragraph 75 of the 
next year’s report. 

Mr. HENDERSON: Yes. I think we could pass that one also. 

The next is paragraph 94 in the 1962 report. 


94. Remission of sales tax on oleomargarine. At the time of the 
negotiations leading up to the entry of Newfoundland into confederation 
in 1949, the following undertaking was given to the Newfoundland 
delegation with respect to sales tax on oleomargarine: 


“The Canadian government will be prepared to submit to parliament 
legislation designed to exempt oleomargarine sold in Newfoundland 
from the federal sales tax in the same manner as basic foodstuffs 
in other parts of Canada.” 


There has been no such legislation but the governor in council, on the 
recommendation of the treasury board, has followed the practice of 
remitting, under the authority provided by section 22 of the Financial 
Administration Act, the sales tax on all oleomargarine sold in the 
province of Newfoundland. 

The remissions thus granted, when in excess of $1,000 in a year 
for each manufacturer, are included in the public accounts’ listing of 
remissions (Public Accounts, Volume II, section 37), referred to in the 
preceding paragraph, under the names of the manufacturers concerned, 
but there are no statements to indicate that the remissions are in respect 
of tax on sales of oleomargarine in Newfoundland. In other words, there 
is no indication that the discretionary authority provided the executive 
by the section referred to above has been used to render a tax, applicable 
elsewhere in Canada, completely inoperative in one province. 


This deals with remission of sales tax on oleomargarine. 

This note in my 1962 report pointed out how remission was being made 
of the tax on sales of oleomargarine in Newfoundland, in other words there 
was no indication from the information provided in the public accounts that 
the discretionary authority provided the executive under section 22 of the 
Financial Administration Act was being used to render a tax, applicable else- 
where in Canada, completely inoperative in one province. 

The subject matter here was discussed in the committee on June 11 of this 
year (see page 136 of the Evidence). Subsequent to this discussion, the com-= 
mittee when presenting its fourth report 1964 expressed its concern on learn- 
ing that the undertaking given in 1949 (at the time of entry by Newfoundland 
into confederation) had not been carried out. In expressig itself on this subject 
under paragraph 23 of that report, the committee noted that instead of the 
undertaking having been carried out, the authority provided to the executiil 
by section 22 of the Financial Administration Act had been used to render this 
tax, applicable elsewhere in Canada, completely inoperative in one province, 
and went on to say that it did not consider that section 22 of the Financial 
Administration Act should be used in this way. s 

As Mr. Sim is with us today, you may wish to take the opportunity to 
obtain his views on this procedure which is still continuing at the present time. 


Mr. Sr: I will ask Mr. Labarge to lead off. If he needs any help I will 
be glad to come to his assistance. { 


Mr. LABARGE: In view of the fact that I interpreted this as being in respect 
of our department and a question of properly reporting a remission, so th 
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it could be clearly understood why it was made, I thought we had fulfilled our 
part in this. In respect of who should take the initiative for amending the 
Financial Administration Act, or the given authority, I was not expecting this 
would be a question raised of this department. 

Mr. HENDERSON: Well, Mr. Chairman, I think the committee might wish 
to invite the representatives of the department to make some comment on their 
statement that they did not consider section 22 of the act should be used in this 
way. Admittedly this is something which is decided by the governor in council, 
perhaps, rather than by the department itself, but on the other hand, the de- 
partment lives with this problem and, in fact, makes such recommendations 
to the governor in council. This was part of a general study we have been 


_ carrying out applicable to section 22. 


Mr. Sim: We must not, of course, confuse the department with the goy- 
ernor in council. It seems to be a matter of policy for the government to decide 
whether it would be desirable to provide a statutory provision for this matter, 
or do it by order in council. There is no question about it, the tax must be 
remitted. We have a first class witness in Mr. Howell who had an active part 
in the confederation arrangements in Newfoundland. This is one of the terms 
of confederation of which Newfoundland made a very strong point. This just 
had to be done one way or the other. I do not think any question is raised in 
respect of the legality of doing it under the Financial Administration Act. 
Section 22 of the Financial Administration Act is very properly drawn in terms 
which gives the governor in council wide powers to do things. This is the 


‘policy which succeeding governments have followed; that is, doing it by order 


in council. I do not think it would be proper for me to comment on the 
appropriateness of the authority for taking this action. 

The CHAIRMAN: Are there any questions on this item? As I understand 
it, Mr. Sim, your position is this is to be done and the only available instru- 
ment, whether it is the best instrument or not, is the utilization of section 22 


of the Financial Administration Act, and from a departmental point of view 


you have no alternative. 

Mr. Sim: It seemed to be such a small price to keep Newfoundland in 
confederation. 

Mr. WHELAN: This means there is no tax on oleomargarine in Newfound- 
land? 

Mr. St: Yes. 

Mr. WHELAN: Oleomargarine is made in Canada and Canada is the only 
country which allows the importation of cheap fish oil from South America, 
mainly, to be used in the production of margarine. I know it is not allowed in 
the United States. In the United States the oil is refined after it is brought in. 
Of all the provinces which should want a tax on this cheap product which is 


‘coming in, Newfoundland should be the first, because it is a great fishing 


country. I understand this fish oil comes mainly from Peru, and one or two 


‘other coastal countries there. The people who produce it earn about $40 a 
year in our money, which is strictly slave labour. This product is being brought 


in and used in the manufacture of margarine in Canada without any tariff 


on it, I understand. 


Mr. Sm: Mr. Chairman, margarine is not produced entirely from fish oil. 


Mr. WHELAN: No, but we use more of it in Canada. 
Mr. Sm: I believe margarine is the alternative open for many low income 


families, especially those with many children. I think Mr. Howell who is 


responsible for this should say a word about it. 

| Mr. Howeti: As a matter of interest, margarine was made in Newfound- 
land by two companies, each of which was known as a butter company. In my 
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home they used margarine for cooking and butter for table use. However, if — 
you walked into a store in St. John’s back in the 1930s and 1940s, you would 
have found margarine advertised as butter and a Canadian, New Zealand or © 
Australian butter would be advertised as table butter. This is the whole dis- 
tinction. As a matter of fact, the Newfoundland Butter Company had to change 
its name on April 31, 1949, for the very reason that it was not butter. 

The point I would like to make is that oils for the manufacture of 
margarine in Newfoundland prior to confederation were imported and, of.4 
course, had to be entered through customs. There were various grades of 
margarine manufactured there and only in one of them, the cheapest grade 
known, was fish oil used; in all the others it was either peanut oil, soya bean 
oil, and so on. In only one was fish oil used. So, I doubt whether today very 
much fish oil is used in the manufacture of margarine in Newfoundland. 
Certainly if it was they would want to use their own after it had been 
properly refined. 

In looking at the accounts here for 1962-63, I find that by far the most 
of the margarine in Newfoundland is produced by the Newfoundland Margarine 
Company of St. J ohn’s, which has about 85 per cent of the total consumption 
as against a balance of about 15 per cent from others such as Canada Packers, — 


and so on. 

Mr. WHELAN: In going through a brief presented by the soya bean growers, 
I see they state—and I am not speaking of Newfoundland particularly—that 
margarine manufacturers are using more imported fish oil than they ever did 


before. 
Mr. Recan: This may be a trend, because as I understand it, on the coast 
of Peru in recent years they have developed the art of catching these small 
fish which go by there in phenomenal quantities. The climate is such that no 
buildings are required and they have outside plants. Wages are extremely 
low. Without even leaving the shore it is possible to catch great quantities of © 
these fish. As a consequence, the cost has gone down a great deal and I think © 
more fish oil from the Peru area is being used in recent years for margarine. j 


In addition, this has resulted in a serious situation in the fertilizer business 
and in the business of by-products of Canadian fishing. 

The CHAIRMAN: I should point out, gentlemen, that this is an historical 
background to the introduction of the act of confederation in respect of this 
particular section, but it is not strictly speaking a subject for discussion by 
this committee. 

Mr. DanrortH: Mr. Chairman, I would be curious to know whether the 
figures are available which would give us some idea of the amount of money 
involved in this remission in any one year. 


; 
; 


Mr. Sr: It is reported annually? 
Mr. Howe: In the public accounts for 1962-63 it is $388,820. 


The CHAIRMAN: If there are no further questions, might we go on to the 
next paragraph? 


Mr. HENDERSON: We will now ‘turn to the 1963 report. The first paragrap 7 
there is paragraph 75 which deals with the reporting of remissions. q 


75. Reporting of remissions. In paragraph 93 of last year’s report 
reference was made to the requirements of the Financial Administra- 
tion Act with regard to the reporting of remissions. We expressed the 
opinion that section 22 of the act in calling for “a statement of each 
remission” contemplates the inclusion of a comment giving the partic te 
Jars with respect to each remission—as was being done in the case of 
remissions to charitable, educational or other non-profit organizatio 1S. 


in greater detail than in previous 
the reader to determine the manner 
was exercised. 


years, with explanations enabling 
in which the remission prerogative 


ending statute? ie 


Mr. Sm: I ean only answer that by sayin 
d legislation sometimes takes a long time. 


Mr. Wincu: If you mean from 


§ great bodies move very slowly 


‘ 1929 to 1964, I will say it sure is a long | 
ime 


Mr. Sm: From 1923. 

_ Mr. Wincu: I gather from 
turn of the century? 

| Mr. Sm: I am very hopeful that this royal commission some time before 
he end of the year will produce something. 


Mr. WINcH: It would make 
the courts? 


you then that we may have a change by the 


the decision after it has been declared ultra vires 


he position of the department. We are involved in litigation all the time 
and we win cases which could be presented in answer to the statement you 
have made regarding one or two cases where the court felt there was some 


sropose to get into this deep pool. 


_ Mr. Wincu: When there are judgments or opinions by a court with which 
do not agree, do you not as a rule appeal it to the supreme court; has 
; ever been referred to the Supreme Court of Canada? 


Mr. Sm: I do not recall that this issue ever has gone as far as the 
reme Court of Canada. However, not only do we have respect for the courts, 
it we lean on them to help us carry on our work. 


_ The Cuarrman: Can we put it this way, that there have been conflicting 
1ents of courts of equal jurisdiction, and that it has not been submitted 


ourt of authoritative decision by either, and certainly not to the Supreme 
t of Canada. 


Mr. Stam: Yes, and I do not take refuge by putting the blame on govern- 
. This is a matter in which the solution involves the difficulty of finding 

( er answer to the question. I am very hopeful that continued study of this 

embers of this committee and members of the royal commission will 

-€ some constructive suggestions for amendment of the statute which 

ament would find acceptable. It would certainly be welcomed by the 
6—33 
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administration which has to try to breathe life into this act, which has this 
cloud on it, not apparent at the initial stage. We have to pay respect to these 
judgments, and the suggestions made by the royal commission. I think this 
suggestion should not be sort of brushed under the table. I do not want to 
infer that there is not substance to the criticism. The difficulty is in finding a 
proper solution, and it is in that regard we look to people who might be com- 
petent to help us. 


The CHAIRMAN: Gentlemen, we have two more paragraphs, paragraphs 76 
and 77. We have some time yet. I hope we might be able to study these so that 
it would not be necessary to bring back Mr. Sim and his assistant deputy 
minister. 

We might now turn to paragraph 76. 

76. Remission of customs duty surcharges. With the object of in- 
creasing customs duties on various classes of imports by 5%, 10% or 
15% ad valorem, the surcharge on imports order was established by order 
in council P.C. 1962-902 of June 24, 1962. This order withdrew, with 
respect to many tariff items, all rates of customs duties more favourable 
than those of the general tariff and at the same time, by relying on sec- 
tion 22 of the Financial Administration Act, it remitted all customs duties 
to the extent necessary to ensure that amounts of duty collected were 
not increased by more than 5%, 10% or 15% ad valorem as the case might 
be. Subsequently, as various tariff items were exempted from the sur- 
charge, this was accomplished by further remissions of duties to the 
extent necessary. . 

In applying the terms of the order, the Department of National Reve- 
nue did not require customs officers to calculate the full duty payable 
and record the amount remitted in each case, nor did it require that the 
amount of the surcharge be calculated separately. From the practical 
point of view, the application of the surcharge was thus accomplished 
with a minimum of administrative cost. However, as no record was kept 
of the tariff changes provided for by section 1 of the surcharge on import 
order, of the remissions provided for by section 2 of the order or of the 
surcharge as a separate amount on each entry, information is not avail- 
able as to the total of the additional duties payable as a result of section 1 
of the order, as to the amount of the duties remitted by section 2 or as to 
the exact amount of the surcharge collected. 


Mr. HENDERSON: This deals with the remission of customs duty surcharges. 
The purpose of this paragraph in my 1963 report was to provide an explanation 
as to why the remissions made here were not reported as required by section 22 
of the Financial Administration Act. Possibly members may recall that thi 
was the subject of some discussion in the house on November 27, 1962 (see page 
2055 of Hansard). u 

As you will have observed from the paragraphs, in applying the terms 
the order the Department of National Revenue did not require its custom 
officers to calculate the full duty payable and record the amount remitted in ea 
case, nor did it require that the amount of the surcharge be calculated separatel 
It might be helpful if I were to outline an example to illustrate what tool 
place. 

Let us suppose that a piece of equipment valued at $10,000 was importe 
under tariff item 410a(1) and the rate of duty is 35 per cent under the gener 
tariff but free under the British preferential and most favoured nation tari 
The regular import entry would show the duty to be 35 per cent, in other wor 
$3,500. If this equipment was in the class that was being surcharged 5 P 
cent, then there would be another document recording the remission of 30 


a 
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cent or $3,000. In actual practice, however, the enry shows that the item is 
free under tariff item 410a(1) and underneath is entered simply “tariff sur- 
charge 5 per cent—$500”. 

As a consequence of following this practice, the department does not have 
any record of the remissions granted or of the names of the importers receiving 
the remission. This approach seemed a reasonable one to take because the in- 
tention to levy a surcharge of 5 per cent, 10 per cent or 15 per cent was made 
clear and there seemed little point in calculating duties which there is no in- 
tention of collecting and then calculating the individual remissions to arrive 
at the net result. 

As I explained, I noted this procedure in my report for the benefit of 
the members because there appeared to have been some misunderstanding 
at the time the practice was discovered on November the 27th, 1962. 


Mr. Sm: Mr. Hind will say something about this. 
Mr. Hinp: Mr. Chairman and gentlemen, the observation in the Auditor 


_General’s report would seem to imply that there was an obligation on the 


Department of National Revenue during the life of the Surcharge Order to have 


import entries prepared in such a way that the additional duties assessed and 


the concurrent remission provided for in the Order could have been tabulated. 
While a difference of opinion may persist on this point, there has been con- 


siderable discussion as to whether or not this course of action was technically 


necessary. The Department took the view that the Order was one of a general 


character, requiring only a statement in the public accounts giving the nature of 
‘the remission and the authority therefor. Whatever differing view is taken, 
the Auditor General has been good enough to observe in his report that ‘from 
a practical point of view, the application of a surcharge was thus accomplished 


with a minimum of administrative cost”. To have done otherwise, the cost to 
the department and the taxpayer would have been quite out of proportion to 
the usefulness of the information to which the report refers. 


The period during which the Surcharge Order was in effect extended from 


dune 25, 1962 to March 31, 1963, both dates inclusive. There have been Vetvie 
‘few requests for information as to the amount of surcharge collected, either 
during the currency of the Order or since, and it is not expected that there will 
be very many, if any, requests in the future. 


The CuairmMAN: Are there any questions on this? If not, could you go on, 
Mr. Henderson to paragraph 77, which reads: 

77. Remissions of sales tax in excess of compromise offers. Included 
in the remissions reported in the public accounts for 1962-63 were two 
cases where exceptional circumstances were present. 

One of these cases involved a licensee operating as a manufacturer 


[ of restaurant booths, tables, etc., as a jobber selling restaurant and 


hotel supplies and as a general contractor handling renovating 
i jobs. In the ten year period from 1948 to 1958 audits on six occasions 
I by five different excise tax auditors resulted in additional assessments 
tb totalling only $2,593. On the last of these occasions, in July 1958, the 
Sy licensee was informed that his records were inadequate and that proper 
ie cost records must be maintained. An audit of the transactions of the 
hi subsequent three year period resulted in an additional assessment of 
$36,823, and the excise tax auditor again reported the records to be in- 
adequate. The amount of the assessment was disputed and an alterna- 
L. tive figure of $8,108 was put forward by the licensee. An attempt was 
made to check this figure but, in the meantime, all the records had been 
hy destroyed by fire. The excise tax auditor nevertheless re-examined the 
assessment and revised it downward to $18,088. The licensee offered 


oes 
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a compromise settlement of $10,000 which was accepted and the governor — 
in council remitted the balance of $8,088 plus penalty of $3,545. In the © 
meantime a sales tax audit for the year ended April 30, 1962 resulted 
in a further assessment of $7,330, with the auditor once more reporting © 
that the records were inadequate. The licensee again disputed the 
assessment and offered $4,500 in full settlement. Again, this offer was — 
accepted, and the governor in council, in June 1963, remitted the balance 
of $2,830 plus penalty of $926. This remission will be reported in the ; 
public accounts for 1963-64. 


In the second of the two cases referred to above, excise tax auditors 
examined the records of the licensee, a beverage manufacturer, on ten 
occasions during the period from 1941 to 1959 and additional assess- 
ments totalling only $678 resulted. Two auditors alternated in the first 
nine of these examinations and a third auditor made the tenth. In 1962 a 
fourth auditor made an examination of the records for the period from 
April 1959 to April 1962 which resulted in an additional assessment 
of $15,216 for this period. Because of this large additional assessment 
the records for the period from March 1955 to March 1959 were re- 
examined and a further assessment of $23,089 for this period resulted 
(there was no re-examination of the records for the period August 1941 
to February 1955). The licensee tendered a payment of $15,000 as a 
compromise settlement of the $38,305 total of these assessments and the 
governor in council remitted the balance of the tax of $23,305 plus 
penalties of $9,560. In the course of the investigation of the case the 
licensee took an affidavit to the effect that he had made payments to 
each of the first three excise tax auditors personally. Prior to the sales 
tax audit which resulted in the first of the large additional assessments, 
one of the auditors previously involved had resigned and another had 
retired. The third was suspended and subsequently dismissed. Charges 
were laid against the retired auditor but he died before the case could 
be heard. 


Mr. HENDERSON: We now come to the last paragraph which is paragraph 
77 entitled Remissions of sales tax in excess of compromise offers. There is 
little that I can add to the two cases dealt with under this paragraph. 

In the first case, the sum of $11,633 was reported in the public accounts 
as a remission on page 37.2 in 1962-63, while the balance of $3,756 will be 
similarly reported in the public accounts for 1963-64. In the second case the 
remission of $32,865 was reported at page 37.2 of the public accounts for 
1962-63. 


Possibly Mr. Sim might wish to say a word with regard to these. 


Mr. Sm: Mr. Labarge will say a word or two on these. 


is going to remodel, redesign or rebuild. He has great difficulties in arriving — 
at an accounting method which will keep track of the great variety of new) 
material, old material, material manufactured by him, material bought and_ 
exempt, material bought and tax paid by him, and everything else he puts” 
into his job. He has a great deal of difficulty in keeping the labour costs 0 
an employee who shifts from one site back to the shop and from the shop b 
to the site. These difficulties are innumerable and so far practical 
insurmountable. 


going in and endeavouring to establish, by whatever reasonable means he can, 
in the absence of adequate records, what is the taxable value of this man’s 


2 


and judgment. When they have finished an audit, they turn to the taxpayer 
and let him know what they propose in the way of assessment. At this point, 
e he has a further argument or debate as to the validity of the assessment or, 


© the taxpayer can appeal this right through the line, right to the director of 
_ audit. He can even do this in the office of the assistant deputy or the deputy 
' minister. 

le 
_the department wishes to take its stand for collection purposes, and it passes 
_ this decision on to the collection office. As soon as the collection office en- 
_deavours to obtain this amount, the accounting arguments frequently go by 
_the board. They turn into legal arguments as to what is the legal proof we 
_ have in case this man wishes to contest. Measurements are arrived at which 
_ are, in a sense, reasonable, for instance the amount of profit that a man makes 


*) 


S not much stronger, the purpose of the department is to collect revenue. In 
this case the department feels that it should do its utmost to collect what it 
thinks is a proper amount of tax under the circumstance. You arrive at a 
osition of give and take, the arguments balance each other off, and finally, 
nh many of these cases, the taxpayer says “All right”. It may be that he is 
Just trying to get us out of his hair, or maybe he feels we have arrived at what 
is a sensible figure. He agrees to the arguments raised and we agree to his, so 
that he offers an amount of tax. 


Having established the tax figure approved the figures of the audit, we 
then find ourselves with a figure on the books which is higher than the com- 


n council because we believe in having the judgment of a third party, another 
dependent group brought together for these circumstances. You might raise 
the question: why do you make the audit final at all? You might say “If you 
fellows were smart enough, you would not give yourselves these problems. 
Just keep the audit open and do not make it a final figure, and when you come 
to the end, adjust your audit”. This is not what we want. We cannot have this 
kind of laxity amongst the professional people doing our accounting. We want 
them to state, to the best of their accounting ability and judgment, what they 
el is the right amount, and from then on we discuss this in negotiation with 
1e representatives of a firm’s management and its lawyers to determine what 
is the maximum we can get. This case has been a particularly tiresome and 
mbersome one for all of us. We have sent in an auditor on a much shorter 
adit period since this report was last made, and again on Monday, that is 
terday, I had another auditor sent there to provide me with information 
arding the present situation. He said he is more than hopeful that the 
hod they put in at our last session regarding these accounts would produce 
tuation where we will not have to continue going back for remissions. 


The CHarRMAN: Are there any questions on this? If not, I think we can 
this a very good day’s work, and on behalf of the committee we extend 
to Mr. Sim, Mr. Labarge, Mr. Howell and Mr. Hind our great appreciation of 
their presence. They have been very helpful to us. Their comments, in addition 


Bef 


_ ethical people who go in and do their best according to their full experience 


_ if there are considerations that were not taken into account by the auditor, — 


There comes a point however when a definite figure must be set on which | 


promise offer. We then seek that difference by way of remission by order 


cee 
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to what has been said by Mr. Henderson, will be very useful when we come 
to make our recommendations on these matters. We are most appreciative that 
you have come here. 

Mr. Smm: Thank you, Mr. Chairman. You have seen in evidence today the 
functioning of the Auditor General and the functioning of the department. 
Unfortunately, nobody criticized the Auditor General. 


The CHAIRMAN: It happens from time to time. 


Mr. Suu: It is a satisfaction to preside in a single fiscal year over a col- 
lection of two and a half billion dollars in this section of the Department of 
National Revenue and find so little in the way of real criticism. It is very 
gratifying indeed. 

The CHAIRMAN: The committee is adjourned until 9.30 on Thursday. 
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APPENDIX “A” 


_ WAR VETERANS’ ALLOWANCE BOARD 


OTTAWA 4, 29 Oct 64 


Gerald W. Baldwin, Esq., M.P., 
Chairman, Public Accounts Committee, 
Room 534C, Centre Block, 

Parliament Buildings, Ottawa. 


Dear Mr. Baldwin: 


The purpose of this memorandum is to provide you with my comments 
on the observations made by the Auditor General in his report to the House 
of Commons for the fiscal year ended March 31, 1963 dealing with the War 
Veterans Allowance Act and Part XI of the Civilian War Pensions and Allow- 

ances Act. 

The pertinent sections are 88 and 89, to be found on pages 56, 57 and 58. 

The observations contained in the 1962 report are also covered in this 
memorandum. 


1. Mortgages Receivable and Agreements for Sale 
Section 88—Page 56 


The practice of not considering mortgages as personal property or market- 
“able securities has been in effect for many years. The great majority of mort- 
gages receivable and agreements for sale are of modest sums; and, the decision 
to treat principal and interest payments received on account as income was 
designed to take care of the normal situation when the recipient has sold his 
| residence for a low down payment with the balance payable over a period of 

some years. This practice was later expanded to take care of the sale of property 
| in which the recipient has conducted a small business and had also resided. 
Treating the proceeds of mortgages receivable and agreements for sale 
| as income reduces the amount of the allowance payable to the recipient, gen- 
| erally, over a long period. If the recipient were forced to sell his security at 
/a marked discount, he might be encouraged to reduce the remainder of his 
| personal property to the required limit (quite legally); and would in all like- 

lihood, in a year or two, come on at the full allowance. 

Many widows have been forced to sell the family home on the death of 
the husband, receiving only a small down payment and small mortgage receiv- 
able payments. In most cases, the mortgage receivable payment is not sufficient 
| for food, shelter and clothing. If it were not treated as income, the recipient 
| would be forced to incur a substantial loss in selling and would eventually 
/ soon again become a recipient but at the full rate. 

1 I think that the Regulations made pursuant to the Old Age Assistance Act, 
_ the Blind Persons Act and the Disabled Persons Act, whereby the amount 
| Feceived under a mortgage or agreement for sale may be considered as income, 
point up the correctness of the War Veterans Allowance Board’s decision in 
respect of such incomings if it is remembered that an allowance under the 


| War Veterans Allowance Act is akin to an allowance under those statutes since 
| they are all subject to a means test and designed to provide a maintenance 
| allowance to those needy persons who are otherwise eligible. It should be under- 


stood, of course, that mortgages and agreements for sale which have been 
bought as an investment are assessed as personal property. 
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2. Sale of Property used as a Residence 
Section 88—Page 56 


The twelve months freedom from assessment as personal property was 
made applicable to all, so that all persons selling their homes and relocating, 
would be treated uniformly. The immediate assessment of 5% of the cash sale 
price as income reduces the allowance, or it causes cancellation where sufficient 
other income is involved. In many cases the new home is not complete when 
purchased and further expenditures (possibly up to the total sale price) may 
be necessary. 

Whether, after selling his residence, the recipient purchases a new resi- 
dence early in the year or late in the year he is bound to have residual cash 
on hand and were it not for section 12 (2) of the regulations he would be off 4 
the allowance. . 

A year seems to meet the transition period of most cases and certainly © 
those involving relocating outside Canada require the full year. 

The granting of one year’s grace has been in effect for a considerable time. — 
Previous instructions required the recipient to state his intention in writing as 
to whether he was going to purchase a new home in which event he was_ 
given a year in which to complete the transaction. This method, however, 
fostered certain abuses and was changed, the statement of intention to repur- 
chase being dropped. Paragraph 6 of W.V.A.B. Administrative Memorandum 
No. 3-1962 sums up the reason: 


The reason for granting the year’s grace ‘regardless of whether he 
expressed his intention’ to repurchase, was to make for equitable treat- 
ment of all recipients who plan to relocate, as it was found by ex- 
perience that under the old Instructions, some recipients stated they 
meant to repurchase but never did so, while others did not state an 
intention but actually did repurchase and were placed at a disadvantage 
in comparison with the recipient who did not carry out his expressed — 
intention. 


In legislating for uniformity, it was considered that a year was a reason ; 
able time in which a recipient could sell his residence, purchase a new resi 
dence and carry out repairs and improvements. In the case where a recipient 
might complete his transaction in a short period he still cannot expend any 
surplus from his original sale during that year except those permissible ex- 
penses, such as relocation expenses and repairs, additions to property, etc. 


3. Penalties Under the Act 
Section 88—Page 56 


In the past a good number of cases have been prosecuted under the Criminal 
Code on the advice of the Department of Justice, rather than under section 
20 of the War Veterans Allowance Act. . 

Experience with these prosecutions has indicated that the courts are in- 
clined to be lenient, first, because the wrong-doer is a veteran; second, because 
of the age group of WVA recipients; and third, because of the general con= 
dition of the recipient’s health. Other considerations which have been put for- 
ward as a defence in cases which have been prosecuted are the lack of form: 
education of recipients and the language difficulty of those of foreign extractio 
Although convictions were handed down, sentences were usually suspended an 
thus legal action did not constitute a deterrent. If anything, it was the opin 
that publicity of the Court’s leniency in suspending sentence could have | 
the opposite effect. Furthermore, the Courts frown on any attempt to use. 
criminal proceedings as a means of forcing payment of a civil debt. 
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4 4, Income of Children 

di Section 88—Pages 56 and 57 

: Wn Sometime ago proposed amendments to the War Veterans Allowance Regu- | 
lations were submitted to the Legislative Section of the Department of Justice. 

_ ‘The amendments sought to exempt as income certain items, among them scholar- 

i 


ships, bursaries and like awards payable to a child of a recipient as well as 
Superannuation payments made under the Public Service Superannuation Act 


of a child or children of that recipient. 


After examination of the Act and discussion of the 
the Director of Legal Services of the Department of Veterans Affairs following 


a consultation with officials of the Department of Justice communicated the fol- 
lowing to the War Veterans Allowance Board: 


‘ “While the Act in at least two of its sections (section 6(f) and (g) 
t 


and section 12) seems to imply that the total annual income of a veteran 
or widow and the child or children with whom the veteran or widow 
resides must be considered in determining the amount of the allow- 
ance to be paid, section 3(2) of the Act very clearly provides that the 
allowance payable shall be the lesser of the monthly rate specified for a 
veteran, widow or orphan in column II of Schedule A or the monthly rate 
that will produce the total annual income (including allowance) specified 
for the veteran, widow or orphan in column III of the same schedule. 
Examination of Schedule A further discloses that while the maximum 


veteran and spouse where the veteran and spouse reside together the 
same annual income is permitted to any of the persons described in class 
3(a), (b), (c) and (d). 


The legal effect of section 3 of the Act, when read in conjunction 
with Schedule A, is that the income only of each of the persons named 


the income of such person’s child or children. 


of money paid to a recipient because that recipient has a child (mother’s 
allowance) and an amount of money paid to a recipient on behalf of a 
child. The money paid in the circumstance first recited is that of the re- 
cipient while in the next recited circumstance, the money is that of 
the child.” 


On another occasion, in answer to a request for further clarification of the 

distinction made between money paid to a recipient because he has a child and 

Money paid to a recipient on behalf of a child, the Director of Legal Services 
wrote as follows: 

; “As one example I propose to use Mothers’ Allowances. Moneys paid 
under this type of legislation are paid to the mother simply because she 
has a child or children to support where the mother’s resources or income 
are inadequate to meet her responsibilities to her children. The allowance 
is paid to assist the mother to support her children. In the Ontario Act 

the beneficiary is defined as the person receiving the allowance. Further- 
more, under the Ontario Act an allowance may be paid to a foster mother 
meeting the conditions of the Act who has resident with her one or more 
orphan children. Such allowances are properly the income of the bene- 

K _ ficiary. Family Allowances and Children’s Allowances paid under the 

e Pension Act are of the same type. 


or superannuation or pension plans of a similar kind to a recipient on behalf 


proposed amendments, © 


total annual income (including allowance) is fixed at $2,088 for a. 


in class 3 of column I of the schedule must be considered, disregarding © 


It should be noted also that there is a distinction between an amount 
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The other example,—moneys paid to a recipient on behalf of a child 
might be illustrated by Indian Band Funds, concerning which you already 
have a ruling from the Department of Justice. Indian Band Funds are 
distributed on a per capita basis, and while paid to the head of the house- 
hold for minor children, the funds are, according to the legal ruling, 
the income or money of the child and not that of the parent who receives 
it. The same reasoning would apply to annuities or allowances paid under 
the Public Service Superannuation Act. A widow and children receive 
specified proportions of the annuity or allowance, but if the children 
are minors the moneys are paid to the widow on behalf of the children 
and the Act deems the widow in such case to be the guardian of the 
estates of the children. 

Scholarships or bursaries are the property of the child on whose be- 
half they are made or donated. A specified child only may make use of 
the bursary or scholarship. Again, moneys paid to a parent as guardian 
or trustee of a child are subject to very strict trust limitations not in- 
herent in Mothers’ Allowances, etc. The money belongs to the child and 
may be expended on behalf of that child alone. There is also the duty 
to account to the child in cases of guardian and trustee relationships. 
This duty is not found where the money is simply paid to assist a recipient 
to support, maintain, or care for a child or children.” 


The distinction between money paid because of a child and money paid 
on behalf or for a child has been the subject of lengthy discussion by the Board — 
which sought legal advice in order to clarify the matter of income of children 
in relation to the War Veterans Allowance Act. Since subsection 2 of section 3 — 
of the Act refers to the rates which shall be paid to only a veteran, a widow — 
or an orphan, I believe that income paid to, or for dependent children, as a | 
means of relieving wholly or partly the burden of their maintenance, is intended — 
to be exempt income insofar as the recipient of War Veterans Allowance is — 
concerned. 

A veteran residing with spouse is paid a monthly rate of $144.00. Whether 
he has no children or has a large number of them has no effect on the rate 
payable. However, should a municipality or a province decide to pay a monthly 
supplement which could augment the veteran’s income to the income ceiling 
permitted by the statute administered by that province or municipality and 
predicated on the size of the family, then that supplement could be exempted — 
as income to the veteran if the paying body states that it is for the children. 
And, it is not the concern of the War Veterans Allowance Board from what - 
source the money emanates since the Board is governed by the statement from | 
the province or the municipality that such money is, in effect, for the children. 
One example is the case of a veteran residing with spouse and seven dependent 
children who would be eligible for social assistance at the rate of $255.00 a 
month. He is awarded War Veterans Allowance at $144.00 a month and applies. 
to the province for additional assistance because of the children. Should the 
province decide to grant assistance in a monthly amount representing the 

difference between $255.00 and $144.00 and states that it is for the children, 
the Board will disregard that amount by virtue of section 6 (1) (£) of the 
War Veterans Allowance Act. Similarly, when the Workmen’s Compensatio f 
Board pays compensation to a veteran because of a loss of earning power and 
informs the Board that a certain portion is for one or more dependent children, ~ 
only that portion payable for the veteran and his spouse is assessable. It must 
be remembered that the provinces and municipalities are administering welfare 
statutes which are much wider in scope since they are predicated on the num- 
bers in a family unit, whereas the Board must be governed by its legislation 
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which restricts War Veterans Allowance payments to veterans, widows and 
orphans notwithstanding the number of children in the family unit. 


5. Partial Exemption of Old Age Security Pension as Income 
Section 88—Pages 57 and 58 


The comments of the Auditor General on the exemptions to Old Age 
Security Pension in relation to recipients of War Veterans Allowance and 
Civilian War Allowances refer to a decision by the Government. 


6. Civilian War Pensions and Allowances 
Section 89—Page 58 


When Civilian War Allowances were put into the legislation, the Depart- 
ment of National Health and Welfare did not have an opportunity to amend 
the legislation of the three benefit Acts of that Department to conform with 
the manner in which WVA recipients are statute barred in those acts referred 
to by the Auditor General. 


As a temporary measure until legislative action may be taken by the 
Department of National Health and Welfare, it has been the policy of the 
War Veterans Allowance Board to assess any partial allowance of Old Age 
Assistance, Blind Persons Pension and Disabled Persons Pension paid to a 
recipient of Civilian War Allowances and thereby equate his position with that 
of a recipient of War Veterans Allowance in accordance with sections 69 and 
70 (2) of Part XI of the Civilian War Pensions and Allowances Act. 


Yours sincerely, 
W. T. Cromb, 
Chairman. 
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APPENDIX “B” 


DEPARTMENT OF VETERANS AFFAIRS 
LEGAL SERVICES 


Ortawa 4, Ontario, November 2, 1964. 


W. T. Cromb, Esq,., 
Chairman, 
War Veterans Allowance Board. 


Re: Criminal Prosecutions— 
Recipients of war veterans allowance— 
for fraud or wilful misrepresentation. 


In compliance with your request I have reviewed the files of the Legal 
Section of this Department with respect to the above-named subject. During 
the past several years only two criminal prosecutions have been instituted, 
in one case under the penal section of the War Veterans Allowance Act and in 
the other under the fraud provisions of the Criminal Code. In the first-men- 
tioned instance the accused was convicted and sentenced to thirty days on 
each of two counts, while in the second case the accused received suspended 
sentence. 

The Legal Section has submitted for instructions as to criminal prosecution 
two or three cases of fraud, but the final decision was against prosecution. 
That decision possibly stems from the fact that for a time the Department of 
Veterans Affairs did persistently and consistently take criminal proceedings 
against veterans with respect to offences under the War Veterans Allowance — 
Act and the War Service Grants Act. It was found, however, that the Courts 
across Canada were disposed to be lenient with veterans, particularly so in 
the case of fraud charges against recipients of war veterans allowance who 
almost invariably were aged, had served their country well in time of war, 
and were often suffering from disabilities due to the ageing processes. It was 
quite usual for the Court even though the offence charged carried a maximum 
penalty of several years in gaol, to grant suspended sentence in these instances. 
While the matter of sentence is one over which this Department has no 
jurisdiction and is one which is entirely in the discretion of the convicting 
judicial authority, a succession of suspended sentences is not deterrent to a 
repetition of fraud and wilful misrepresentation in connection with the receipt. 
of war veterans allowances. 

In view of the foregoing, the Legal Section of this Department has con- 
t centrated its efforts of late toward recovery in each case of the moneys due 
the Crown. . 


YE cLayior 
Director of Legal Services. 
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MINUTES OF PROCEEDINGS 


THURSDAY, November 5, 1964. 
(39) 


The Standing Committee on Public Accounts met this day at 9.45 a.m. The 
Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cameron (High Park), Cardiff, Crouse, 
Fane, Forbes, Frenette, Harkness, Leblanc, McMillan, Pilon, Regan, Rock, 
Southam, Stefanson, Stenson, Tardif, Tucker, Wahn and Winch. (20) 


In attendance: Mr. Nelson Castonguay, Representation Commissioner; Mr. 
-M. Fauvelle, Chief Examiner of Election Accounts; Mr. A. M. Henderson, 
Auditor General of Canada and Mr. S. E. Chapman, of the Auditor General’s 
office. 


The Committee resumed consideration of the 1963 Report of the Auditor 
General. 


The Chairman introduced Mr. Castonguay and then called Mr. Henderson. 


On paragraph 49 of the 1963 Report, General election expenditures, Mr. 
Henderson reviewed this paragraph and was briefly examined thereon. 


Mr. Castonguay was examined on the financial aspects of the administration 
of the two general elections noted in the audit and supplied additional informa- 
tion to the committee. 


The questioning of Mr. Castonguay being concluded, the Chairman thanked 
him and he was permitted to retire. 


The Committee then reviewed paragraphs 111 to 127 inclusive of the 1963 
Report of the Auditor General, with Mr. Henderson commenting on each para- 
graph and being examined thereon. 


The Chairman suggested that consideration be given to the examination 
of several Crown corporations at the next session of Parliament and advised 
that the Steering Subcommittee would further study this matter. 


The questioning of Mr. Henderson still continuing, at 11.10 a.m., the Com- 
mittee adjourned until 9.30 a.m. on Tuesday, November 10, 1964. 


M. Slack, 
Clerk of the Committee. 
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: THURSDAY, November 5, 1964, 


s The CHAIRMAN: Gentlemen, I see a quorum. I will call the meeting to order. | 
Today we are going to deal with matters arising in paragraph 49 of the 
_ 1963 report. We are delighted to have with us Mr. Nelson Castonguay who, while © 
_he has not as yet appeared before this committee, at least since I have been 
here, has been before the privileges and elections committee on many occasions. 
_ Of course, as members, we see his name on a lot of documents. He is, as you all 
_ know, the representation commissioner under the statute which was passed and 
if his duties will ultimately be settled by the terms of another statute now strug- 
_ gling to be born. For many years he was the Chief Electoral Officer, and the — 
‘ report which we are going to consider will refer to the duties which he carried 

out in that capacity. We are very pleased to have Mr. Castonguay with us in 
_ case members want to ask questions about this particular paragraph. 


Ah; I think, gentlemen, I will follow the usual practice of asking Mr. Henderson 
_to deal with this paragraph, to make his comments on it, and then the members 
wil be free to ask any questions of Mr. Henderson or Mr. Castonguay on this 
‘particular paragraph, which follows: , 
j 49. General election expenditures. The 1962-63 accounts include ex- 
penditures of $10,325,533 in respect of the general election held on June 
18, 1962 and expenditures of $1,137,813 towards the cost of the general 
‘ election held on April 8, 1963. Up to the end of August 1963, expenditures 
4 on the two elections amounted to $10,556,889 and $12,225,517 respectively, 
i with an estimated $100,000 of accounts remaining to be approved for pay- 
& ment in connection with the 1963 election. The increase in the cost of the 
second election was due largely to upward revisions in the tariffs of fees 
I: authorized by the governor in council by orders in council P.C. 1963-188, 
P.C. 1963-189 and P.C. 1963-190 of February 6, 1963. The allowances 
payable to returning officers were increased by approximately 25%, with 
the minimum allowance for personal services remaining at $1,500. There 
were similar increases in the allowances provided for other election 
officers, including deputy returning officers, poll clerks, enumerators and 
election clerks. Allowances for other services, travelling expenses, and 
printing were also increased, and the allowance for the rental of each 
ordinary polling station established in a building was increased from 
$20 to $24. 


The following financial aspects of the administration of the two 
general elections were noted in the audit: 


1. Advance Polls.—Under the provisions of the former Canada Elections 
Act, R.S. 1952, c. 23, the privilege of voting at an advance poll was 
restricted to persons whose occupations necessitated absence from 
their ordinary places of residence on polling day. It was also provided 
that if a total of less than 15 votes were cast at an advance poll, the 
Chief Electoral Officer should delete the name of that place from 
the authorized schedule of advance polls. 

The Canada Elections Act, 1960, c. 39, extended the privilege of 
voting at an advance poll to any elector who has reason to believe 
that he will be absent from his polling division and unable to vote on 
the ordinary polling day, with a consequent increase in the number 
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_ Revision of Boundaries of Polling Divisions.—Section 11(1) of the 


_ Advances made to Election Officers.—It has been the practice over 


. Rental of Furniture for Ordinary Polling Stations.—The elections 
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of advance polls, but the provision regarding the disestablishment of 
an advance poll where less than 15 votes were cast was not incorpo- 
rated in the 1960 act. 

Less than 15 votes were cast at each of 586 of the 1,862 advance © 
polls established for the 1962 election and no votes were cast at 35 of 
these polls. The cost of the 586 polls was estimated at $76,000. There 
were 1,791 advance polls for voters in the 1963 election, of which 578 
reported less than 15 votes each. No votes were cast at 26 of the © 
advance polls, one vote was cast at each of 44 polls and two votes were 
cast at each of 34 polls. 


Canada Elections Act provides that the polling divisions shall be 
those established for the last general election, unless the returning | 
officer considers that a revision of the boundaries thereof is neces- 
sary. General revisions of boundaries were ordered by the Chief 
Electoral Officer in January 1961, in January 1962 and in July 1962, 
the cost in each case approximating $150,000. Instances were noted 
where the descriptions of boundaries, after revision, were identical - 
with the descriptions of the polling divisions given in the notice of 
grant of poll at the previous general election. It was explained that 
the main purpose in ordering the general revisions was to keep the 
election machinery in a state of preparedness. 


the years to make accountable advances to election officers for the 
payment of office rental and various other expenses incurred in 
connection with an election. In June 1958, when authority could 
not be found for the making of such advances, we suggested to the 
Chief Electoral Officer and to the comptroller of the treasury that, 
until such time as the Canada Elections Act might be amended, the 
claims should be paid by separate cheques issued from the office of 
the comptroller of the treasury at Ottawa, and sent direct to each 
person entitled to payment, as stipulated in paragraph (b) of sub- 
section (3) of section 60 of the act. 

The provisions of section 60 were re-enacted, without material 
change, in the Canada Elections Act, 1960, c. 39, and in April 196 
we again drew attention to the lack of authority for advances to 
election officers. During the ensuing 1962 election, some $400,000 
was advanced to election officers, the advances to individuals ranging 
from $200 to $10,000. It was noted that 32 of the 263 returning 
officers did not request or receive advances. 

The Chief Electoral Officer, in his report to the Speaker of the 
House of Commons on the 1962 general election, recommended that: 
the Canada Elections Act be amended to provide authority for the 
payment of an accountable advance to an election officer, limited 
to an amount deemed necessary to defray such office and other 
incidental expenses as may be approved under the tariff of fees} 
costs, allowances and expenses. q 

Although the proposed amendment was not enacted, $373,000 
was advanced to returning officers for the payment of expenses in 
connection with the 1963 general election. 


fees tariff provides an allowance ($20 in 1962; $24 in 1963) for the 
rental of each ordinary polling station established in a pbuilding or 
part of a building, including fuel, light and furniture, and when a 
number of polling stations are centralized in a hall or municipal 
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building the allowance is paid for each polling station established 
therein. In the audit of the 1962 election accounts, additional ex- 
penditures were noted for the cartage and rental of furniture with- 
out a corresponding reduction in the amounts paid to the landlords. 

When a new tariff of fees was authorized in February 1963 the 
item which provides for the necessary rental or purchase of screens 
or any material used for voting compartments in polling stations 
was extended to include the rental of furniture. 


. Printing of Ballot Papers.—As in the 1957 and 1958 general elec- 
tions, the number of ballot papers printed in some electoral districts 
in 1962 and 1963 far exceeded the number of electors. An excess 
of more than 40% was noted in 20 districts in 1962 and in 28 districts 
in 1963. In one constituency with 18,000 electors, 26,400 ballot papers 
were printed in 1962 and 30,000 in 1963. 


. Travelling Allowances paid to Election Clerks.—There is provision 
in the tariff of fees for the payment of mileage to an election clerk 
when he is required to travel in connection with the conduct of an 
election. When it was observed in the audit of the 1962 election 
accounts that payments had been made to election clerks for 
travelling between their places of residence and the offices where 
they worked, attention was drawn to the general election instruc- 
tions of returning officers which state that an election clerk must 
be an ordinary resident of the locality where the returning officer 
will open his office for the conduct of the election. Payments of this 
nature were discontinued, but no action was taken to recover the 
amounts already paid. 


. Employment of Constables.—The authority for the appointment of a 
constable at a polling station is section 48 (10) of the Canada Elec- 
tions Act, which provides that: 

“Any deputy returning officer may appoint a constable to 
maintain order in his polling station throughout polling day; 
this authority, however, shall not be exercised unless the services 
of such constable are deemed absolutely necessary; a constable 
may be appointed only when there is actual or threatened dis- 
order, or when it is likely that a large number of electors will 
seek to vote at the same time; generally the appointment of one 
constable shall be made where more than one polling station is 
established in the same building or in adjoining buildings for 
a given polling division, to ensure the successive and prompt 
entrance of the electors into their proper polling station.” 

Just prior to the 1962 election, the Chief Electoral Officer cir- 
cularized the returning officers in 52 electoral districts regarding the 
employment of an excessive number of constables on election days 
in 1957 and 1958 (referred to in paragraph 101 of our 1958 report). 
As a result there were 2,183 fewer constables employed in 1962 
than in 1958, although the number of polling stations had increased 
by 2,823. The reduction in the number of constables employed would 
have been greater had there not been included in the tariff of fees 
an additional item providing an allowance of $6 for the services of 
a constable at an advance polling station. In some districts constables 
were employed at advance polling stations where few, if any, electors 
voted (in one district where only four electors voted in advance of 
polling day, constables were employed at each of the five advance 
polling stations). Constables were also employed at some revisal 
offices, and payments (at $15 per day in 1962 and $17 per day in 
1963) were made to a number of women who acted as special 
constables in places where more than one polling station was located. 
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In a number of cases noted in the audit of the 1963 election 
accounts, a constable had been appointed at each polling station — 
where two or more polling stations were established at the same | 
location. 

In two cases duplicate payments were made when two deputy — 
returning officers each certified that the same person had acted as 
constable at his polling station. | 


. Duplicate Charges.—For all personal services, a returning officer | 


receives allowances based on (a) the number of names included in 
the preliminary lists of electors in urban areas, (b) the number | 
of polling stations in rural areas, and (c) the number of advance : 
polling stations established in the electoral district. Payments made 
to individual returning officers for personal services during the 1963 
election ranged in amount from the prescribed minimum of $1,500 
to $8,600. Cases were noted in the audit of the election accounts 
where payments at the rate of $12 per day had been made to other 
persons, classed as election clerks and messengers, for selecting © 
enumerators, deputy returning officers and polling stations. Normally © 
these duties are considered to be part of the function of the returning 


officer. 


a 


. Allowances paid to Special Election Officers.—The Canadian forces } 


general elections fees tariff which was in force during the 1962_ 
general election provided for payment of allowances to special return- 
ing officers and chief assistants, deputy special returning officers and 
scrutineers ‘for each day or part thereof necessary absence from 
place of residence”, and for payment of travelling and living ex- 
penses. In the audit of the accounts, cases were noted where the 
whole amount of the daily allowance had been paid for any portion 
of a day spent in travel (in some cases from 11 p.m. to midnight). 
The Chief Electoral Officer decided that, thenceforth, an officer who 
had departed from his home after six p.m. to take up his duties 
would not qualify for an allowance for that day, and that the 
availability of convenient transportation facilities to enable a 
officer to arrive at his place of duty on time would be taken into: 
account. A number of accounts which had been approved for pay 
ment were recalled and reduced, and in other cases recovery was 
made from fees which became payable in respect of the 1963 electio 
The reference to part of a day was dropped when a new tariff of 
fees was approved in February 1963. 
One special returning officer in 1962 was paid the prescribed 
allowance of $30 per day for two days on which he had left his 
place of residence for Ottawa at 11.15 p.m. and for two days when 
he was at home. When the overpayment was collected from a sub- 
sequent account the officer claimed four days pay at $30 per day for 
personal services after the closing of the election office. Paymen 
was approved under Item 9 of the tariff of fees which states that, 
in any case where the allowances provided by the tariff of fees do 
not by reason of special circumstances constitute adequate remunera- 
tion, the Chief Electoral Officer may authorize the payment of such 
imereased allowance as is deemed necessary to provide sufficie 
remuneration. It is our opinion that, in the case in question, th 
claim, when approved, should have been submitted to the governor 
in council for authorization under subsection (6) of section 60 of 
the Canada Elections Act which reads: } 
‘Whenever it appears to the governor in council that the 
fees and allowances provided by the tariff are not sufficient 
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remuneration for the services required to be performed at any 
election, or that any claim for any necessary service performed, 
or for materials supplied for or at an election, is not covered 


considered just and reasonable.” 


The Chief Electoral Officer, in his report to the Speaker of the 
House of Commons on the 1963 general election, suggested that 
section 60 of the Canada Elections Act be amended by adding there- 


h subsection (6a): 


“The Chief Electoral Officer may, in accordance with regula- 
tions made by the governor in council, in any case in which the 
a . fees and allowances provided for by the tariff are not sufficient 

remuneration for the services required to be performed at any 
election, or for any necessary service performed, authorize the 
payment of such sum or additional sum for such services as is 
considered just and reasonable.” 


The proposed amendment, if enacted, would provide statutory 


authority for payments of the kind heretofore made under Item 9 
of the tariff of fees, the authority for which item has been in doubt. 


Mr. HENDERSON (Auditor General): Mr. Chairman, this comment in my 
1963 report deals with the expenditures made for the 1962 general election 
hich cost $10,567,000, and the 1963 election the cost of which stands today at 
$12,466,000. As I have indicated, the increased cost of the 1963 election was due 
largely to the upward revisions in the tariffs of fees authorized by the governor 
council whereby the allowances payable to returning officers were increased 
by approximately 25 per cent, with the minimum allowance for personal 
services remaining at $1,500. There were similar increases in the allowances 
provided for other election officers, including deputy returning officers, poll 
clerks, enumerators and election clerks. It has been customary for us in the 
audit office to carry out a fairly detailed audit of general election expenditures, 
and the note here will give you some idea of the scope of that audit. In review- 
‘ing the cost of these two general elections I felt there were a number of 
financial aspects of the administration to which I should draw your attention. 
These have been summarized in the nine items beginning at page 21 and ending 
at page 24. I do not believe I have anything further to add, Mr. Chairman. We 
lave our working papers here and we will be happy to answer any questions 
members may want to direct to me or to Mr. Chapman. 


The CHAIRMAN: Thank you, Mr. Henderson. I spoke to Mr. Castonguay 
concerning his feelings on making a statement regarding any particular aspect 
this. I understand that in his view the matters referred to under these nine 
adings are self-explanatory. He is prepared, of course, to. answer any ques- 
tions which may be asked by members of the committee. 


_ Mr. Forses: Mr. Chairman, under this first item you refer to allowances 
Payable to returning officers being increased by approximately 25 per cent, 
With the minimum allowance for personal services remaining at $1,500. Does 
‘Mean that any returning officer in any electoral district, regardless of the 
imber of constituents, receives a minimum of $1,500? 

) Mr. Castoncuay: That is correct. That is what it means. 

Mr. ForBES: What would the average returning officer receive for his 
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by such tariff, he may authorize the payment of such sum or | 
or additional sum for such services or materials supplied as is 


to, immediately after the subsection quoted above, the following as_ 
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Mr. Castoncuay: Well, for our purposes, we consider the period of the 
election at about three months, and the average returning officer would receive 
between $125 to $150 a week for that period of time. That is the only fee he 
receives during the period of the election. 

Mr. Forses: But, according to my calculations, that does not add up. If you 
take $125 a week it would amount to about $600 a month or $2,400 a year. 

Mr. Castoncuay: The figure is $1,800. Some constituencies are below that. 
The responsibility of a returning officer, whether he has a constituency of 
30,000 or 60,000, reaches a point where he has the same responsibility, and we 
pay the returning officer on the basis of so much per name or so much per 
polling station. We have considered there should be a minimum for small rural 
constituencies because the returning officers have the same responsibility and, 
in some cases, greater problems in administering the electoral districts. 

Mr. Wincu: I have a question, Mr. Chairman. 

The CuarrMan: I believe Mr. Leblanc is next. Mr. Leblanc, are you on the © 
same matter? 

Mr. LEBLANC: I would like to put a question in respect of paragraph 49 
and what we have been discussing. 

The CHAIRMAN: Would you proceed. 

Mr. Lestanc: Mr. Henderson mentioned, in respect of the total of the 
expenses for the 1963 elections, a figure of $12,466,000. Does that figure also 
include the salaries paid to the department or does that include only the return- ~ 
ing officer and everything else with regard to the election? | 

Mr. Castoncuay: It has regard only to election expenses. 

Mr. LEBLANC: So, your department as a department is not included in 
that? 

Mr. Castoncuay: No, because all election expenses are paid out of the 
consolidated revenue fund, and in respect of my own office the estimates are 
voted by the house. : 

Mr. Lesianc: So, they would not be included in that? 

Mr. Castoncuay: No. As I said, only the election expenses would be 
included. 

The CHAIRMAN: Would you proceed now, Mr. Winch. 


Mr. Wincx: I wanted to ask, Mr. Chairman, if any payment is made to 
returning officers in between elections? 


Mr. Castoncuay: What is done in between elections is that there is a 
provision in the tariff of fees for the revision of polling division arrangement : 
and for storage of election supplies. These general revisions are ordered by 
me. I recently ordered one. The returning officers are paid on a tariff basis 
of $1.25 for each polling division in respect of fees for revising their polling 
division arrangements, and they are paid $1.25 for the storage of election 
supplies that are needed to launch the election. These supplies are the 
enumeration supplies. 

In order to hold an election in the minimum period of 58 days two 
things have to be accomplished. There must be a revision of polling divisior 
arrangements, and while I have had all the supplies in Ottawa since the be- 
ginning of 1964 these enumeration supplies must be in the hands of the re- 
turning officers so that if an election is called and it is desirable to have 
it in the minimum period of 58 days from the day of dissolutionment to 
voting day these two things can be done. Now, the practice has been that I 
have delayed at previous elections. I delayed ordering supplies after the 
1963 election because the committee on privileges and elections was charged 
with the study and review of the Canada Elections Act. This normally in- 
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volves a great deal of reprinting, so after the 1963 election I had no supplies. 
We normally order only a sufficient supply for one general election and sub- 


committee on privileges and elections had not been completed I did not send 
the supplies to the constituencies. I just commenced this last week as well as 
ordering the revision of polling divisions. } 

Mr. WINcH: It is my understanding that other than the payment for the 
straight election period it is only paid once, and that is in respect of a certain 
amount for storage and a certain amount for revision. 

Mr. Castoncuay: Yes. 

Mr. WINCH: -Based on the number of polls? 

Mr. Castoncuay: Yes. 

Mr. WincH: In respect of my own riding then he would be paid approxi- 
mately $300 in between elections? Am I correct in this assumption? 

Mr. Castonguay: Yes, but it depends on the number of polling divisions 
there are. 

Mr. WincH: I have 137. 

Mr. Castoncuay: Then that would be about it. 

. Mr. Tarpir: How long does the process of rearranging your polls in 
Canada take? I am trying to find out the date of the next election. 

Mr. Castoncuay: I do not think you can find it out from there. 

Mr. Tarpir: Is there any other method which you might suggest? 

The CuairnmMawn: I have Dr. McMillan next, followed by Mr. Crouse. 

Mr. McMitutan: What are your feelings in respect of advance polls? J 
presume you can do nothing about closing down some of them without an 
amendment to the Canada Elections Act. 

Mr. CASTONGUAY: You must remember that the whole concept of advance 
polls was changed unanimously in 1960. Prior to that only commercial travel- 
lers, transportation employees, members of the reserve forces, the Canadian 
forces and members of the R.C.M.P. were entitled to vote at these, and advance 
polls were established where these people normally would be. So, prior 
to 1960 there were not any more than 250 advance polls throughout the 
country. In 1960 this right or privilege of voting at advance polls was ex- 
tended to anyone and, consequently, we have to provide the facilities. I 
informed the committee on privileges and elections at that time it would require 
a considerably greater number. My estimate then was around 2,000 advance 
polls in Canada instead of 250. 

: In 1960 we had approximately 1,800 advance polling stations in the 
country, 80 per cent of which were mandatory. In the whole of the electoral 
districts, so I am informed, there must be established one advance poll for 
€ach district. The returning officer is also obliged to establish an advance poll 
in every city, town or village of 1,000, in rural areas. This means that 80 
per cent, or 1,500 to 1,800 of the advance polls are mandatory. The other 
300 are not. In some electoral districts this formula does not apply, naturally, 
for example, as in the electoral districts for various sparsely settled areas. But 
the experience of the last two general elections has shown that in rural areas 
alone these facilities are essential. It was felt essential to provide relatively 
equal facilities for rural as well as for urban areas. And it would appear from 
the results of the advance polling that rural people are more interested in vot- 
Pe on general election day rather than at advance polls. 
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Mr. Crouse: Could you tell us what would be the average cost per con- tg 
stituency in Canada for advance polls? . 
Mr. Castoncuay: The cost will differ. It is more expensive to run an elec- 
tion in a wholly urban area. I think in the last election the cost was in the 
neighbourhood of, roughly, $1.24 per elector. 
Mr. Crouse: How much greater do you think it would be? 
Mr. CastonGcuay: For instance, you have two enumerators in each urban ~ 
polling division, where you only have one in the rural, One way to estimate © 
the cost would be to take the basis of 10 million electors, with the cost of 
$12,400,000, which comes to about $1.24 per elector. If you project that into 
the number of electors, this would represent the cost. But there are other costs — 
to be considered, such as the taking of votes of members of the Canadian forces, 
which must be shared equally; and there are other costs which must be divided 
among the 263 constituencies. I think if you take $1.24 per elector, you will © 
get a fairly reasonable cost per constituent. . 
The CHAIRMAN: Are there any further questions? We have covered the 
general item. 
Mr. Rocxr: Is there any actual check made on whether the returning officer, 
when given these orders to revise the polls, has actually done the job? I ask > 
this because I notice during election time when the returning officer has not — 
done his job, we always have A, B, and C areas which have been extended. 
Mr. Castoncuay: If you will notice my printed instructions contained — 
in my general election book for returning officers, you will see that returning 
officers are instructed to consult with political organizations in their electoral © 
districts to see if they have any general recommendations to make in order 
to improve the polling arrangements. When I order a revision, this is generally 
known by everybody and it seems to me that there is some criticism made 
because some polling division arrangements do not change at all. That does— 
not mean to say that the returning officer has not been put to some work; he 
has had to study his polling division arrangements to see what changes have 
been made. I think if you judge the work a returning officer has done on poll- 
ing division arrangements on the basis of whether there is any change in 
each and any of the polling set-ups, I think it would not be a fair assess- 
ment of his work. . 
Mr. Wrincu: I have a point that has a bearing on costs. 
May I ask Mr. Castonguay if there is any permissive power in the return- 
ing officer’s operations? 
I can give the best example from my own constituency. In my constituency 
I have an old people’s home in which many of the inmates are bedridden. I 
have a senior citizens’ housing development, and a great many of the people 
there never get out. I would say that I have roughly 2,000 people in those 
two areas. . 
In 1962 there was either a travelling poll or arrangements were made. 
In 1963 this was denied and there has not been a change in the act since 1960. 
Can you explain that situation to me? q 
Mr. Castoncuay: Yes I can. 
Mr. WINcH: It is very important. 
Mr. Castoncuay: This is not a question of costs. I believe that since a 
took over from my predecessor and prior to that there was a general desi 
on the part of old people’s homes and institutions to have polling faciliti 
within their premises and to have a polling division established exclusively 
for them. ey 


Mr. WINcH: For travelling? 
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_ Mr. Castoncuay: Travelling has never been allowed. The act has been 
amended. In the constituencies travelling arrangements have not been allowed 
except for bedridden patients in chronic institutions. 


_ Mr. WincH: But not in old people’s homes? 
Mr. CasTonGuay: People in old a 
some chronic disease. Where there is 
: people’s home who are bedridden the 
: deputy returning officer and poll cler 
votes of the bedridden patients. 


What has developed over the years and in the last three elections is that 
_ these old people’s homes have wanted their vote diluted into adjacent polling 
_ stations because their vote was identifiable as a group. I will leave it to your 
imagination why. 

What we have done in religious institutions and old people’s institutions, 
at the request of the people who administer these and at the request of the 
patients, is to take the old people’s home and include it in an adjacent polling 
division, establishing the polling station in the old people’s home or the 
institution or hospital or chronic institution so that the vote of the inmates or 
_ patients cannot be identified as a group. If there are 50 people in an old people’s 
division with 200 others, perhaps, and it cannot be 
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( Mr. WincH: May I also ask a question on the same line, especially in 
_Teference to the advance poll. I believe the Vancouver General hospital is 
“re of the largest hospitals in Canada, and you have there people in entirely 
different constituencies. You cannot have an advance poll in order to cover 
hospitals. In the Vancouver General hospital you may have around 2,000 
patients who would lose their vote unless some arrangement were made. 


Mr. CasTtoncuay: This has been studied by the committee on privileges 
_and elections. 


Mr. Wincu: Is this by act? 


Mr. Castoncuay: It is by act but the problem is in an acute hospital 


with that number of patients, as you pointed out. There are people in such 
institution from many many adjacent constituencies and even patients from 


utside. 


Mr. WINCH: That is the reason why I bring it under the advance poll. 


Mr. Castoncuay: The problem there is that the average stay of patients 

these hospitals is ten days, so you may theoretically, from the date of 
dissolution to polling day, have six sets of patients going through the hospital 
and it is likely that 10 or 15 per cent of those are there on polling day and 
lave been from the date of the writ. 


Mr. WINCH: But you will have 2,000 patients in the hospital on polling 


Mr. CasTtoncuay: Yes, but the only way the committee on privileges and 
ctions think this can be handled is by a permanent list, absentee voting 
nd postal voting. It cannot be handled under our present method of voting. 
Could go into details to explain this, but it does require a permanent list, 
sentee voting and postal voting. Where these facilities are provided in other 


ommonwealth countries they have a permanent system of lists and absentee 
Voting and postal votes. 


_ Mr. WiwncH: Therefore the reason it is not done is not that of costs 
but the present wording of the act? 
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Mr. Castoncuay: Because of the present electoral system. | 
Mr. SourHaM: I note under section 5 of this paragraph we are discussing _ 
on page 22 in connection with printing of ballot papers that the number of © 
ballot papers printed in some electoral districts in 1962 and 1963 far exceeded _ 
the number of electors, and that an excess of more than 40 per cent was | 
noted in 20 districts in 1962 and in 28 districts in 1963. The paragraph gives — 
a specific instance of a constituency with 18,000 electors in which 26,400 ballot — 
papers were printed in 1962 and 30,000 in 1963. | 
This does appear to be far in excess of what would be required. Who ~ 
would be responsible for this overage, and has any action been taken to ~ 
correct it? 

Mr. Casroncuay: Yes, there has been action taken to correct it. In my 
printed instructions to returning officers we have a definite formula of the 
number of ballots to be printed. 

You must remember that returning officers, competent as they are, are not 
trained in their position to the extent that they would like to be to discharge 
the services to the satisfaction of themselves and of the public. We give them 
a three day course in Ottawa and they have this book of some 300 pages 
which contains massive details. They are not trained in a way that a civil 
servant would be trained. 

One reason why this may happen would be that some returning officers 
would have their ballots printed in books of 50. When they need say only, 160 
ballots for a poll that means that they have to give them four books of 50; 
that is 200. There is also the other factor that a returning officer naturally 
in a sparsely settled area or in a rural area will tend to be generous in giving 
ballots to ballot boxes that are 50 or 100 miles away because, as you know, 
in the rural polling divisions there is an open list. If he sends the exact amount 
they may run short; the enumeration might have missed 40 electors. As you 
know, they may run short in the last hour and then it is a little too late to 
get a messenger to deliver ballot papers 100 miles away, and sometimes there 
are no roads and it is impossible to get there. The returning officers in polling 
stations somewhat distant from the office will tend to go beyond our require- 
ments, and I do not blame them for doing it. 

However, we have taken steps to ask them to be careful and to follow 
these instructions. , 

Mr. WincH: Will you be going back to paragraph 3 or are you going through © 
these seriatim? 

The CHAIRMAN: I think we can deal with any as they come up. 

Mr. Wincu: I would like to ask if Mr. Castonguay will comment on para- | 
graph 3. I am not criticizing the practice because it may be absolutely neces- 
sary, but as a committee we are interested in a practice conforming to a stat- 
ute and I notice in paragraph 3 the statement by the Auditor General that: 

When authority could not be found for the making of such advances, 
we suggested to the chief electoral officer and to the comptroller of the 
treasury that, until such time as the Canada Elections Act might be 
amended, the claims should be paid by separate cheques issued from the 
office of the comptroller of the treasury at Ottawa, and sent direct to 
each person entitled to payment.... 


Then, in the penultimate paragraph you say: 
The chief electoral officer, in his report to the Speaker of the Hous 

of Commons on the 1962 general election, recommended that the Canada 
Elections Act be amended to provide authority for the payment of an 
accountable advance to an election officer, limited to an amount deemed. 
necessary to defray such office and other incidental expenses as may be 
approved under the tariff of fees, costs, allowances and expenses. 
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Although the proposed amendment was not enacted, $373,000 was 
advanced to returning officers for the payment of expenses in connection 
with the 1963 general election. 


Comptroller of the Treasury would do a pre-audit and pay the amounts and 


It was only discovered in 1962 in the middle of the election by the Auditor 
General and the Comptroller of the Treasury that we had been advancing these 
cash advances to returning officers to defray their election expenses. These cash 
advances are absolutely necessary because I do not think any member of this 
committee would want the returning officer to finance the election out of his 
own funds. 

As soon as this was discovered by the Comptroller of the Treasury and the 
Auditor General and myself it was agreed that we should continue this practice 
provided an amendment was put forward; and I put it in my report and the 


Auditor General put it in his. The committee on privileges and elections dealt 
with this and they approved and recommended to the House of Commons last 


year that this section C be amended. This amendment was prepared in con- 
junction with the Auditor General and the Comptroller of the Treasury. 

We continued this practice in 1963 and I would hope that parliament would 
deal with this during this session before the next general election. 

Mr. WINCH: Could you be liable for meeting a non-statutory claim? 

Mr. CasTtoncuay: I am not sure about this. Perhaps the Auditor General 
would be able to answer that question. 

Mr. HENDERSON: It is not contrary to the law, Mr. Winch, but it is the 
practical and sensible way to do it, and I think Mr. Castonguay’s description 
of the background explains the reality of the situation. 

I would join with him in hoping that the House of Commons will be able 
to deal with this. 

Mr. WINcH: I think we should make a strong recommendation on this 


and other matters of a similar nature that have come to our attention for 


the protection of the civil servants. 
Mr. STEFANSON: Mr. Winch was asking about people in hospital and 


whether there was any way in which they could vote. 


I have a situation which is unique, I think, in that at certain times of the 


year the fishermen all go up to the lakes. If an election, for example, comes in 
June, then the fishermen are away. They still live within the constituency but 


they cannot vote because they are away fishing. Even when advance polls 
are set up in northern parts such as Grand Rapids they cannot vote at those 
Polls because they have to vote at the advance polls in their own localities. 

Am I correct in saying there is no way in which these people can vote 
*xcept to establish a permanent voters list? 

Mr. Castoncuay: This seems to be perhaps not the definite conclusion but 


it least my feeling and it seems to be the feeling of the committee on privileges 
tnd elections because the Representation Commissioner Act gives me the 
\dditional duty of making a study of permanent rolls and absentee votes and 
© report to parliament two years after a distribution has been completed. 


_ Mr. Wincu: Two years after? So you cannot report now? 


{ 


ee 
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Mr. Castoncuay: Not now, no. I am asked in the act to do this: tis an 
statutory duty which is put on me. ng 
Mr. WIncH: Until the House of Commons reports you cannot make ‘am 
report? “a 
Mr. Castoneuay: I have started my study on this even though I am only — 
required to begin it after the completion of redistribution. 7 
As you can well see, I have been involved in three different things. I am | 
still Chief Electoral Officer; there is no new appointment there. I am still 
required under the Representation Commissioner Act to prepare alternative 
proposals for electoral plans in each province. ) 
Mr. WiNcH: But you can only report after— 
Mr. Castoncuay: Two years after. 
Mr. Wincu: If you have a brain wave 
advisable you still cannot make a recommendation to parliament? 
Mr. Castoncuay: I do not think it is that simple, sir. It is generally 
agreed—and I cannot speak for the committee but it is the impression I gained 
from the committee—that it would take a permanent list. 
We are unique; we are the only country that has no continuous electoral 
roll and prepares lists. These other commonwealth countires have all these 
other facilities. In the commonwealth of Australia, with six million electors, 
they have continuous electoral rolls and they have a staff of 325 civil servants 
to administer it and it requires 325. 
May I also point out that in t 


which has received every award one Ca 
for 700,000 electors they have a staff of 760. We have 203 constituencies and 


Australia has 122, and they require 325 people to deal with this. I would 
say offhand that it requires 1,000 civil servants to start off with. 4 
May I point out to you in addition that the burden of registering is on the 
elector in Australia. They have compulsory registration. This reduces the cost. 
Here the responsibility of getting names is placed on the election officers, and 
this would have to increase the cost. 1 
So this is a costly proposition, a very complex thing, and I could not do 2 
study and make a recommendation in less than two years. I have had the good 
fortune of having an Australian loaned to my Representation Commissioner 
office to help make this study, and he has been with me since last May. He is 
4 senior officer in the electoral office in Australia. We are progressing with this 
and I hope we will be able to report in less than two years, but I do not know. 
I have to say that there is a proviso to that last statement I hope to be able 

to report in less than two years, but that is provided there is a new Chief Elec- 
toral Officer and no election in the interval and lots of provisions. It might take 
the full two years, depending on what I am required to do in the next two years. 
Mr. STEFANSON: Then I am correct in assuming that there is no way in 
which these people can vote? 4 
This is a very annoying situation because they are still within the constitu- 
ency and they are 150 miles or more away; it is too far for them to come back 
to their own polls. I hope some step can be taken to correct this situation. { 
Mr. Castoncuay: During the last election you brought this to our attentio 

and we did all we could to establish advance polls within the act. 
Mr. Streranson: I have one other question relating to constables. I thir 
constables are used very very little in our part of the country. To what exten 
are constables used? q 
Mr. Castoncuay: May I give you some background on constables? 

I believe it was after the 1958 election that the Auditor General made s 
comment on the constables and the employment of constables in this committe 


or if you figure out something is” 


he county of Allegheny in Pennsylvania, 
n think of for good administration, 


A 
Vv 


a Mr. Bell (Carleton): I would like to raise a matter in connection 
A with subsection (10). 48 (10): 
48. (10) Any deputy returning officer may appoint a constable to 
maintain order in his polling station throughout polling day; this author- 
_ity, however, shall not be exercised unless the services of such constable 
are deemed absolutely necesSary; a constable may be appointed only 
when there is actual or threatened disorder, or when it is likely that a 
large number of electors will seek to vote at the same time; generally, 
Be the appointment of one constable shall be made where more than one 
_ ___ polling station is established in the same building or in adjoining build- 
. ings for a given polling division, to ensure the successive and prompt 
e, entrance of the electors into their proper polling station; constables shall 
a be appointed and sworn in on form No. 55, which shall be printed in the 
a poll book; every deputy returning officer who has appointed a constable, 
shall state his reasons for making such appointment in the space provided 
for that purpose on the polling station account. 

It is quite obvious from a return that was made in the house that in 
certain sections of the country there are abuses in relation to the 
appointment of constables and that constables are being appointed where 
there is in fact no need for them. It is simply a sitting member arranging 
- to extend a little additional patronage to his political machine. I think 
that ought not to go on. I think we should have constables wherever — 
: they are necessary, but it should be a situation where it is considered 
_ that there is likely to be a breach of the peace at a polling sub-division. 
‘a Mr. Castonauay: It may be of some interest to the committee to 
know that in the 1957 election there were 7,785 constables and 44,055 

polling stations; in 1958 there were 9,019 constables and 44,595 polling 

stations. 

R Mr. BELL (Carleton): As I recollect, there were some constituencies 
\ where there was a constable in virtually every poll. I believe in Essex 
East and Westmorland they had them in every poll. The two ridings 
_ which stick in my mind are two ridings in which I do not think they are 
likely to require such supervision, or that there will be any breach of 
the peace. 

Mr. MontcoMERy: On that point, I think it has been the practice— 
' and I know in my own constituency which I can speak for—that I 
_ think it has been the practice as long as I can remember that there 
_ will be a constable at every poll, provincially and federally. There are 
_ very few of these polls that ever have any trouble; but I think it is 
_ ‘because there is a constable there. It may be quite an expense. I will 
_ admit after the election is over you can say: well, you did not do 
_ anything today, you got your money easy. But nevertheless, I do not 
know how you can cut any out. I would not like to see constables cut out, 
and I think it has got to be left to the deputy returning officer. 
_ Mr. Caron: I think they have an officer in almost every poll, but 
he acts as a doorman to keep people out when a person is voting. When 
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one has voted, he comes out and lets the other one in, and if there is 2am 
passageway the constable sees that the people do not go any further — 
than the door of the passageway. He is really useful. 

Mr. MontTGOMERY: I think so. 

Mr. AIKEN: I do not know about Barrie, but I think in Parry Sound- 
Muskoka there are not more than one or two constables attending. It 
is only in very exceptional cases, because it has been the custom for 
a good many years in these particular polls. I do not think they are 
required any more in the polls where they are appointed than in other | 
polls where they are not. 

Mr. BELL (Carleton): The practice in my riding has been to appoint 
only where you have several polls in the one building and he is used 
as a director of traffic. I think we may have had four or five or six in 


Carleton. 
Mr. Castoncuay: Nine. 
Mr. Hopcson: I know in Lindsay and Haliburton they appoint a 
policeman and if you come in and say your name is Brown, he directs — 
you to this box or that box. 
Mr. BELL (Carleton): It is perhaps something we should not do, 
put it seems to me the returning officer should have this discretion. I do 
not want to become treasury-minded in the situation, but it is a totally 
unnecessary expense in some constituencies. I think we should try to 
stamp it out. I think we should appoint constables where they are 
needed, but we should not tolerate conditions where certain districts 
are rolling up election costs which are totally unnecessary. 
Mr. PICKERSGILL: I think it would be a very dangerous thing to 
start interfering with the local mores in a very turbulent constituency 
like Victoria-Carleton. It is obviously necessary to have a constable 
in that poll. We have not got that situation in Bonavista-Twillingate, 
but I certainly would not want to have the people of Victoria-Carleton 
run riot on election day. 
Mr. MontcoMery: I think it is a matter which should be left to 
the deputy returning officers. 
Mr. PICKERSGILL: I do not see how you can run it any other way. I do 
not kneel to anyone, even the parliamentary secretary of the Minister 0 
Finance, in my desire to have the public purse. 
The CHAIRMAN: Then is it the wish of all that we agree to the 


subsection as it stands? 
Agreed. 


Does that answer your question, sir? 
Mr. STEFANSON: Yes, that answers it. 
Mr. Stenson: Mr. Castonguay, have you ever made a study or given thought 
to people in hospitals? } 
Mr. Castoncuay: There was a private bill before the house this session. ! 
do not want to appear to be repetitious, but it is still a question that this cou 
only be done by a permanent list or absentee vote or postal vote. I could g 
into a great deal of detail on that but I do not think it is necessary. 
We do look after the chronic institutions, the paraplegic places and oth 
institutions for the treatment of chronic diseases, but for acute hospitals 
and I have studied this with the hospital associations who have made represen 
tions to me. One hospital association withdrew their recommendation becau 
they thought our act could not permit it. Then there is also this factor t 
while it is very difficult even under our present system of looking after chr 
patients, some of the hospitals find it very disruptive to their patients. Th 
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are two sides to this coin. So there is as much for as against this, and I think 
the only practical way to deal with it—and I am convinced of this—in acute 
hospitals is to provide for absentee or postal votes. 


Mr. STENSON: There are two big hospitals in Peterborough and there is 
a lot of criticism because of our election act. These people are deprived of 
the vote. 


Mr. Castoncuay: There would be more there than in urban areas because 
everyone in that hospital would be from the area. You would probably be 
looking at five or six constituencies. 

I do not want to leave the impression with the committee that the standing 
committee on privileges and elections have not done anything because, cer- 
tainly with advanced polls allowed to anyone absent, some of the patients who 


are going into hospital on a subsequent date to the advance polls have been 
taken care of. 


Mr. STENSON: There is also the difficulty that they must take an oath that 
they will not be in the polling division on the day of the election. Sometimes 
they do not know when the hospital bed will be ready and they cannot take 
that oath. One man wanted to vote but he would not take the oath because 
he was not sure when the bed would be ready. 


Mr. Castoncuay: There is a recommendation before that committee to 
allow people to vote at advanced polls for any reason. We have had the prob- 


lems of polling day falling on religious holidays. In some faiths people are 


. required to be at home on certain days. There is also the case you have brought 


f! 
I 


up. There is a recommendation, which I am sure the committee is prepared 
to accept, that people be allowed to vote at advance polls for any reason. 


Mr. Forspes: How many have you on your regular staff? 

Mr. Castonguay: Nineteen. 

Mr. ForsEs: During an election is this number increased? 

Mr. Castoncuay: You must remember that there are 70,000 enumerators. 

Mr. ForsEs: I meant in your head office. 

Mr. Castoncuay: It increases here, certainly. We have to tax over 200,000 
accounts, so we would increase our staff by about 100 or more for a period 
ranging from one month to six months. The bulk of the temporary staff are taken 
on for a period of employment lasting about three weeks. 

Mr. Fores: Has the preparation of the new electoral boundaries increased 
your staff? 

Mr. Castoncuay: This is a separate staff now. I have two offices now. I 
have my Chief Electoral Officer’s office and I have my Representational Com- 


-missioner’s office. 


Mr. Forses: How many staff have you on that? 
Mr. Castoncuay: On that staff there are 15. 
Mr. LEBLANC: My questions would be rather for the Auditor General, I 


You say, Mr. Henderson, that instances were noted where the descriptions 
of boundaries after revision were identical. Do you have anything in mind 
when you mention that nothing has been done but the returning officers have 
been paid for revision and they did not do any revision? 

Mr. HENDERSON: I do not think, Mr. Leblanc, I said they did not do any 
revision. The revisions were ordered at the three dates, and, as you see, the cost 
of each of the revisions was $150,000. I then go on to say that instances were 
noted where the descriptions of boundaries after revision were identical to the 
descriptions of the polling divisions. I am not saying that the revisions were 
2149823 


Al 


ty 
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not made, but it seemed a logical point at which to bring the matter to atten- y 
tion in view of the cost of those revisions. Perhaps Mr. Castonguay could | 


elaborate on that. 
Mr. Castoncuay: As I pointed out earlier, the mere fact that the polling © 
division descriptions came back to us without any change does not imply that 
the returning officer had not had considerable work to do because, when I give P 
my instruction, he is required to revise the polling division arrangements, he | 
is required to consult political organizations in the district and to get sugges- a 
tions and weigh them. He is required to study his polling division arrangements © 
to see what changes are necessary. If there were a condition that you would | 
only pay if a change were made, you would have changes for the sake of 
changes and this would be a very bad policy to follow. When these instructions — 
go out, needless to say there are a lot of conjectures made and the returning» 
officer has a lot of queries to answer. If a snap election takes place, then the — 
returning officer is in a position to start work overnight. Some of them can just 


copy, but they are in a minority. 


Mr. LEBLANC: I was worried because of the note that was put in there by 


fact, that even if they do not make a 
so they have to do some work on it. 


Now, regarding No. 4, the rental of furniture for ordinary polling stations : 
dit of the 1962 election accounts, addi- 


the amounts paid to the landlords. Would that 
ld it be only a small amount? 
Mr. Castoneuay: I can answer this question. The problem arose in cities 


where they had voting compartments, such as Edmonton, Calgary, and Regina. 
ments which are used at civic elections and they are 


involve a large amount, or wou 


these compartments are available w 
age deal because the cities deliver them and call for them 
50 cents. The arrangement is that they will not charge us for any repair of 
damages to these compartments. Prior to 1963 the tariff fee for the rental of 
space for polling stations included the polling screens. This is what the Auditor 
General referred to. The privileges and elections committee has approved card- 
3 board voting compartments which we had made, and they will now be sup- 
ye plied from our office here in Ottawa to each constituency. They are very simple 
SS in design and they are made by the inmates of Kingston penitentiary. They 
", cost around 54 cents a screen. They are a consumable item because the cost f 
| getting that screen back and storing it would certainly offset the cost of the 
screen. The committee agreed on this and this takes care of that problem. The 
city has the responsibility of delivering them to each polling station and calling 
for them afterwards. 

Mr. LepLuanc: I have another question, Mr. Chairman. In paragraph 7 on 
employment of constables, Mr. Henderson said “in two cases duplicate pay- 
ments were made when two deputy returning officers each certified that the 
same person had acted as constable at his polling station”. Did we get a refund 
for the duplicate payments? y 

Mr. Castoncuay: I did not do it for this reason. There is nothing specifically 
in the act that prevents a person from acting as a constable in polling stations 
‘ This is not an offence against the act. I do not tolerate this practice, but w 
have a pretty weak case for recovering this money. You have to say, of cours 
that it is not permissible under the act. The other thing is that you must ré 
member that to carry out a general election you need the services and tl 
co-operation of 200,000 people. Some of these people work for one day, som 


_ appear to me that I should take any actio 
_ because I saw that this was not an Cr 
_ omission, and I had a weak case in tr 


.! 


returning officers in both cases did thi 


iy s wi eaking any traffic laws or jumping any red lights I can go in 
x my car from the north boundary to the south boundary in seven to eight 
bs minutes and from the east boundary to the west boundary in seven or eight 
_ minutes. However, I have 137 polling stations in my riding. In a few cases some 
i abominable. In some cases they are almost inaccessible. 
have known I have had to jump into my car and hurry 

ing any secrecy. My question 
h as the one in my con- 
tations set up instead of the system used in local 
_ elections? In the provincial elections school auditoriums and halls are used as 


centralized voting stations. That used to be the practice and I have never had 

any complaints about it. Could I ask for comments from the electoral officer? 
‘Mr. Castoncuay: The act obliges the returning officer to establish a polling 

station for each polling division. Where the list of electors in a polling division 

exceeds 350, the returning officer is obliged by law to divide that poll and pro- 

vide two polling stations. 

Mr. WiNncH: Can you not combine them in some instances? 


Mr. Castoncuay: In some instances what we do find is the picture I am 
_ giving you. The second aspect is that I have noticed that suitable premises are 

becoming scarce. In many cities, for various reasons, the school board has 
co-operated with us. For instance, one province has put into its legislation 
hat schools should be placed at our disposal. That appears in both the federal 
and the provincial legislation. The province of Quebec has co-operated and they 
ve placed schools at our disposal. However, this presents a problem to the 


_ of them are positively 
In every election that I 


Invariably when this happens the school board is forced to give a whole day 

r this purpose and this affects their grants in some areas. 

3 In other provinces we have had the co-operation of school trustees and 
‘schools were placed at our disposal. The returning officer may place up to eight 

r nine polling divisions in a school. This practice has gradually come into the 
ore. The returning officer has the responsibility of selecting polling stations. 
t is his responsibility to find suitable premises. If he so wishes, he has the 
Power to put ten polling stations within a premise. If it exceeds ten, he needs 
my approval. It is also within the power of the returning officer to centralize 
ip to ten polling stations. 

q Mr. WincH: I would like consideration given to this, both as regards 
=xpense and convenience. 

_ There is one other reason. There are a few abominable and inaccessible 

polling stations and I would say they are there because political partners to a 
arty in power got together. The sooner we get away from that thing, the 
etter it is going to be. 
Mr, SoutTHAM: Mr. Chairman, returning to the subject raised a little while 
by Mr. Forbes relating to minimum salaries paid to returning officers, I 
note that under paragraph 49, subparagraph 8, the Auditor General has, under 
heading of duplicate charges, described that in the 1963 election payments 
€ to returning officers varied from a minimum of $1,500 to $8,600. 
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He goes on to say “Cases were noted in the audit of the election account 
where payments at the rate of $12 per day had been made to other persons, 
classed as election clerks and messengers, for selecting enumerators, deputy 
returning officers and polling stations. Normally these duties are considered 
to be part of the function of the returning officer”. There is quite a wide varia- 
tion between the two sums there. Are there any instances where you had such 
a wide variation? 

Mr. Castoncuay: In all the general elections in which I have been in- 
volved appointments of returning officers have never been made on the day 
of the dissolution or even in the next two days following the day of dissolution. 
So that this man who gets this appointment cannot possibly run his electoral 
district in the same way that a returning officer who was appointed six months 
before can. The latter man has had the time to organize his district and make 
his comments. This happens in rural areas, not in urban areas. The returning 
officers in these particular circumstances cannot possibly get around to selecting 
enumerators. They have to have messengers. For a person such as this it be- 
comes an organized chaos right up to polling day. He needs extra help and he 
needs messengers. Some returning officers’ health at the time of an election — 
is such that they cannot travel. I therefore authorize that in such cases. How- © 
ever, in most of these cases you will find that the returning officer has had to — 
jump head first into the election. 

Mr. SoutHaM: Would these cases be exceptional? 

Mr. CASTONGUAY: Yes, complete exceptions. 

Mr. SoutHAM: There is an interesting point here. I notice Mr. Henderson © 
pointed out, under duplicate charges that there are cases of duplication of — 
payments for services. ; 

Mr. Castoncuay: This is where it would happen. 

Mr. McMrituan: I would like a question answered on subparagraph 8. 1% 
think you have already answered it in part. Is every effort made to collect 
where there have been duplicate charges? 

Mr. CASTONGUAY: Yes. There was one returning officer at one election who 
appointed something like twenty deputy officers, and they were returning 
officers and poll clerks. This was inexcusable and I recovered $500 from them. 


Mr. McMriuian: I see under subparagraph 6 a comment about election 
clerks living in their electoral district. 


Mr. Castoncuay: This does not refer to the electoral district but to the 
same location as the one in which the returning officer resides. You see this 
in rural areas. For instance in the Northwest Territories the returning officer 
is responsible for 1,250,000 square miles, and we have to cover the four 
corners of that place. I therefore authorize the appointment of additional 
election clerks. In this instance the Auditor General points out that you may 
have two counties in a large electoral district and it may be advisable because 
of distances to have an election clerk in the other county from the returning 
officer. I therefore authorize it on that basis. Again let me say this is an 
exception. I do not encourage it because I think that in compact districts they 


should be in the same place. 
Mr. McMriiuan: Are these clerks payable under the act? 


Mr. Castoncuay: Yes, under the tariff of fees approved by the governot 
in council. 
Mr. Carpirr: Mr. Chairman, under subparagraph 5 I see that you have 
attributed almost double the number of ballots that is necessary for that particu: 
lar poll or district. Why is that? " 


Mr. Castoncuay: I think I explained it. 


ee 
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The CHAIRMAN: That was brought up and it will appear in the minutes. 
It was dealt with specifically. Are there any other questions at this time? If not, 
I am sure the committee will want me to thank Mr. Castonguay for appearing 
here and for being very patient in his answers which he has given to us and 
which I think leave us more informed not only as to what are the problems 
in the Election Act but as to his problems as well. We thank him for his 
attendance and we appreciate his presence here. 


Mr. WINcH: I hope I misinterpreted a statement a little while ago. I 
rather gathered an impression that in your two capacities, to do one job you 
have to get out of the other. I hope it is incorrect as I think all members would 
raise hell in the House of Commons if you did not carry on your excellent 
work as Chief Electoral Officer. 


Mr. Castonauay: There is a provision in the Representation Commissioner 
Act for hiring a new Chief Electoral Officer, but he is responsible to me in 
elections, and I am responsible to the house. 


Mr. WINCH: I would like to be able in the future to pick up the telephone 


and call you if I have any problems. 


Mr. Castoncuay: You can still call me. 
The CHAIRMAN: Gentlemen, it is a quarter to eleven. Would you like to 


Carry on with some of the paragraphs which we still have to deal with before 
we complete Mr. Henderson’s report? We might now proceed for about a 
half an hour more. 


Mr. HENDERSON: We completed paragraph 110, so now we will continue 


on page 70 and proceed with paragraph 111. It is headed liabilities. We have 
dealt with the assets on the statement of assets and liabilities, and we are now 
‘Moving to the liabilities section. It reads as follows: 


111. The following table lists the liabilities at March 31, 1963 by 
main headings in the statement of assets and liabilities in comparison 
with the corresponding balances at the close of the two previous fiscal 
years: 


March 31,1961 March 31,1962 March 31, 1963 


Current and demand liabil- 


| ibs: | ei, MR $ 1,147,561,000 $ 1,234,081,000 $ 1,631,338,000 

Deposit and trust accounts .. 239,667,000 266,624,000 225,203,000 
Annuity, insurance and pen- 

STOMMmACCOLMLS Ea meee ent: 3,955,510,000 4,245,942,000. 4,747,017,000 


Undisbursed balances of ap- 
propriations to special ac- 


“IOILIDUSE sie oat RAs eae ee 104,493,000 115,135,000 119,952,000 
| Deferred credits ........... 79,073,000 94,991,000 107,739,000 
| Suspense accounts ......... 8,618,000 5,305,000 6,055,000 
| Unmatured debt ........... 16,067,915,000  16,945,736,000 —17,961,836,000 


$ 21,602,837,000 $22,907,814,000 $ 24,799,140,000 


As you know, these sections are explanatory ones with respect to the 
liffrent items appearing on the statement of assets and liabilities. With your 
ermission I will go through them and you can stop me with any questions 
iS we move along. 

; ls Paragraph 111 lists the liabilities at the close of the last fiscal year by the 
main headings in this statement. 
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Paragraph 112 bre 
figures shown in the previous tabulation. 


113. Deposit and trust account 
balances included in this item at 
the corresponding balances at the c 
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112. Current 


item in the statement at March 31, 1963, 
sponding balances at the close of the two previous years, were: 


March 31,1961 March 31, 1962 March 3l, 1963 


Non-interest bearing notes 
payable to the International 
Monetary Fund and the In- 
ternational Development 
INSSOCIATION | cic. 5 sis tale fase © 

Accounts payable 

Outstanding Treasury cheques 

Interest accrued ......----+: 

Other balances 


ae eh, Oe Seo 


383,660,000 
221,396,000 
251,741,000 
154,016,000 
136,748,000 


$ 1,147,561,000 


years: 


Deposits by Crown corpora- 


PA ae es $ 


tions 
Indian trust funds 
Post Office Savings Bank .. 
Contractors’ holdbacks 
Korean operations pool .. 
Contractors’ security deposits 
Canadian Pension Commis- 
sion (Administration trust 
fund) 
Guarantee deposits 
Instalment purchase of bonds 
by public service employees 
Other balances 


+ ie ei aiea ad ete Ss 


hot smo de 16 Se Tee > eee 


Sans ee #8, MOL eee, © 


The accounts of the Korean operations pool are maintained by 
Australian government and record the expenditures incurred by th 
commonwealth countries which had participated in the Korean war, and 
the apportionment of these expenditures am 
to their respective shares. The balance of the accoun 
the amount available towards settling the re 
all other partich 


above table, represents 


mainder of Canada’s share of the expenditures when 
governments have submitted their billings to the pool and 


pating 
final accounting is made. 


The $55,750,000 shown for 
represents the total of 82 balance 


account, $7,635,000; veterans’ 
fund, $6,013,000; United States o 
of armed forces personnel, $3,196,0 


19,400,000 
28,516,000 
28,513,000 
15,365,000 
16,117,000 
21,804,000 


10,980,000 
13,758,000 


11,845,000 
73,369,000 


239,667,000 


$ 1,234,081,000 $ 1,631,338,000 


$ 


and demand liabilities. The balances comprising this 
in comparison with the corre- 


372,032,000 $ 
280,711,000 
265,658,000 
174,601,000 
141,079,000 


aks down the current and demand liabilities in the 


s. The following is a listing of the 
March 31, 1963 in comparison with 
lose of the two previous fiscal 
March 31,1961 March 31, 1962 March 31, 1963 


24,175,000 $ 


28,523,000 
27,365,000 
17,793,000 
16,117,000. 
18,003,000 


12,087,000: 
10,403,000 


12,416,000 
99,742,000 


———— 


$ 


266,624,000 $ 


ong the countries according 
t, as shown in th 


“other balances” at March 31, 
s, including: National Harbours B 
special accounts, $7,855,000; Canadian National Railways income de 
trust funds, $7,276,000; army benevolen 
f America, $5,902,000; deferred pa 
00; common school funds, $2,678,000 


and national research council special fund, $2,013,000. 


757,284,000. 
267,364,000 
266,409,000 
196,974,000 
143,307,000 


30,004,000 
28,877,000 
25,880,000 
17,724,000 
16,117,000 
13,025,000 


13,024,000 
12,505,000 


12,297,000 
55,750,000 


225,203,000 
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Paragraph 113 lists the deposit and trust accounts which are carried on 
the statement, and there is some explanatory data at the top of page 73 
regarding some of these. 


114. Annuity, insurance and pension. accounts. The balances making 
up this item at March 31, 1963, in comparison with the corresponding 
balances at the close of the two previous years, are given in the follow- 


ing table: 
March 31,1961 March 31,1962 March 31, 1963 
Government annuities ...... $ 1,199,123,000 $ 1,235,305,000 $ 1,264,436,000 
Public service superannuation 
MREACCOUNIE TS, yo yi iA ye aE 1 1,468,848 000 1,586,929,000 1,724,116,000 
Canadian forces superannua- 
PUOMACCOUNT \. 0. coe fee, 1,155,333,000 1,279,239,000 1,605,797,000 
cembalances i. os oy a Be 132,206,000 144,469,000 152,668,000 


$ 3,955,510,000 $ 4,245,942,.000 $ 4,747,017,000 


The following is a summary of the transactions in the government 
annuities account during the year under review: 


PeeCe PAD TUPU LHL 9G2 js ake ee 1 eos $ 1,235,305,000 
Add: 
PPCM: LECELVIER 4.55. ad 6 ss darnaldils nk $ 37,532,000 
PUGEROSTUCTOCUITS We hea CLP ee a al 47,415,000 
SS 84,947,000 
1,320,252,000 
Deduct: 
Vested annuity and commuted value pay- 
THOUCSANC UTeEMUNOS: teks hoes Sa ee 55,399,000 
Transfer to Revenue of the excess over Fund 
SEL EEEGTEL A055 lath hy aa Ra Se Be 417,000 
—_ 55,816,000 
Bor aicer arch Slt b96S\ a. 5 she eal eee $ 1,264,436,000 


A summary of the transactions in the public service superannuation 
account during the year ended March 31, 1963 is as follows: 


Dee Cera S OT Ae ln TOG Qin twelin.s) choke cts « eile $ 1,586,929,000 
Add: 

Ponitibutions by participants |.) s... +4 <.s6:. $ 68,401,000 

Contributions by government ............. 53,966,000 

PREG RECT COOLS) a ek alt 0) cineca nites sal SOR eerie 

OSS ie GER Ee VR Sy oor ara A a ; Tannen 


1,775,932,000 


Deduct: 
ENTIAL MEDAN ATICTICS me peeatiar te: 05 or oltcarenel ei sue va ehevesenels 43,586,000 
iWathodrawealshofscontributions. | acon. nea> ea a 
OPC TRCHACSOS Mer tars tie, © Mae ata ia the lets ln cnehen ames : ae 
olancemViarching tl) |196R" . ects sm erie esse +s $ 1,724,116,000 


A comment is made in paragraph 124 regarding the composition of the 
balance at credit of this Account. 


a_i oe 


1162 STANDING COMMITTEE 


The following is a summary of the transactions in the Canadian 
forces superannuation account during the year ended March 31, 1963: 


Balance, April 1, 1962... .---2ssseeee- sees? $ 1,279,239,000 
Add: 
Contributions by participants ......+-+-+--- $ 34,458,000 
Contributions by government ......---++--- 58,103,000 
TLOTOSE ) CLOGS. tary sevuoieco'e > «ake ere Sea ir epee 53,085,000 
Actuarial adjustment (contra, “deferred 
charges” account) .....-++eeeeeeeeereses 198,549,000 
Chere CEEGLIS) oui being acetone eee aaa 314,000 
——_——_—_—_—_—— 344,509,000 
1,623,748,000 
Deduct: 
Annuity payments .....-ssesseeeessrecees 9,915,000 
Gratuities and withdrawal allowances ..... 7,968,000 
MMNCT CHATEES 6a. le.s sy vcore shale <ielale Wie be siete 68,000 
——— 17,951,000 
Balance, March 31, VOGS Seino t alee ch orator sere eeetetens $ 1,605,797,000 


A comment is made in paragraph 125 regarding the actuarial adjustment 
in this Account during the year and the composition of the balance at 
credit of the Account at the year-end. j 

Included in the $152,668,000 shown for “other balances” at March . 
31, 1963 in the table given above with respect to the item “annuity, 
insurance and pension accounts”, is the $14,636,000 uninvested portion 
of the unemployment insurance fund on deposit with the receiver gen- 
eral. A summary of the transactions in the fund during the year under 
review, in comparison with the corresponding amounts for the two 
previous fiscal years, is given in paragraph 181. 


Paragraph 114 shows the composition of the liability figures shown for 
annuity, insurance and pension accounts, which you will recognize. This is 
followed by a summary of the changes during the year. You will see them 
set out on page 73 and page 74, that is to say the money that is taken in and 
the payments that are made out of the various superannuation accounts. 


115. Undisbursed balances of appropriations to special accounts. 
The following is a listing of the balances comprising this item in thes 
statement of assets and liabilities, compared with the corresponding © 
balances at the close of the two previous fiscal years: 


March 31,1961 March 31, 1962 March 31, 1963 4 


Colombo Plan Fund ........ $ 67,533,000 $ 77,626,000 $ 85,325,000 | 
Railway Grade Crossing Fund 34,050,000 33,754,000 26,703,000 
National Capital Fund ...... 2,810,000 3,660,000 6,776,000 
National Centennial Fund .. 1,000,000 


(OWMAVEIE, dls dp cee ai BO ORO rot 100,000 95,000 148,000 © 


eS 


$ 104,493,000 $ 115,135,000 $ 119,952,000 


During the year ended March 31, 1963 an amount of $41,500,000, 
provided by Department of External Affairs vote 55, was credited to 
the account for the Colombo plan, while expenditures totalling $33,800,000 
were charged to the account for aid given to countries in South and 
South-East Asia. 4 

Amounts totalling $5,833,000, provided under section 265 of the 
Railway Act, c. 234, R.S., and Department of Transport vote 212, were 


tos 
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credited to the account for the railway grade crossing fund during 
1962-63, while expenditures totalling $12,884,000 were incurred in aiding 
in the cost of installing protective devices at railway grade crossings, 
grade separations and reflective markings on the sides of railway cars. 

During the year ended March 31, 1963 an amount of $8,616,000, 
provided by Department of Public Works vote 220, was credited to the 
account for the national capital fund, while amounts totalling $5,500,000 
were charged to the account for payments to the National Capital Com- 
mission to finance the cost of capital projects approved by the governor 
in council. 

A comment regarding the $1,000,000 at the credit of the national 
centennial fund at March 31, 1963 is made in paragraph 151 of this 
Report. 


Paragraph 115 is a listing of the undisbursed balances of appropriations 
pecial accounts, and there is an explanation given regarding these. You will 


notice there the national centennial fund, appearing for the first time at March 
31, 1963. I deal with that further on in the report. 


116. Deferred credits. The following is an analysis of this item at 
the close of the 1962-63 fiscal year and the two previous years: 


March 31,1961 March 31,1962 March 31, 1963 


Deferred interest on loans to 

The St. Lawrence Seaway 

PE VEEMLONIVY* nr Aen Ahoy Ine $ 19,427,000 $ 33,716,000 $ 49,388,000 
Deferred interest on loans 

made under the United 

Kingdom Financial Agree- 

AMC TAC tM O46 seve ea 44,174,000 44,174,000 44,174,000 
Credits arising from the re- 

cording of agreements of 

sale of crown assets. .:.... 9,955,000 8,772,000 6,743,000: 
Equity in agency account of 

Crown Assets Disposal Cor- 


OLA TON Men iarsse Ps areas a) ys... 4,929,000 7,242,000 5,884,000 
Ofhermoalances (Aso 4 os 588,000 1,087,000 1,550,000 
$ 79,073,000 $ 94,991,000 $ 107,739,000 


The only significant change during the year was the increase of 
$15,672,000 in the deferred interest on loans to The St. Lawrence Sea- 
way Authority. This deferred interest is payable by the Authority over 
a 46-year period commencing in 1964, along with repayments of prin- 
cipal (see paragraph 158). 


Paragraph 116 gives an analysis of the item headed deferred credits. As 


FE say, the only significant change during the year was the increase of $15,672,000 
in the deferred interest on loans to the St. Lawrence Seaway Authority. This 
deferred interest is payable by the authority over a 46-year period commencing 
in 1964, along with repayments of the main portion of the debt, in other words 
they did not have the money to pay the interest so the interest was deferred, 
and to that extent capitalized with the principal amount of the debt. 


We deal of course with the St. Lawrence Seaway further on in the report 


under the heading of crown corporations. 


| 


117. Suspense accounts. There was no appreciable change in this 
item on the liabilities side of the statement during the year ended March 
31, 1963. The year-end figure of $6,055,000 included balances of $1,358,- 
000 for the unclaimed cheques account and $1,122,000 for the national 
defence replacement of materiel account. During the year, credits to 
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the latter account totalled $840,000 for the proceeds of sales to other 
countries, pursuant to section 11 of the National Defence Act, while an : 
amount of $1,114,000 was charged for the procurement of replacement 
materiel. 
118. Unmatured debt. A summary of the unmatured debt outstand- 
ing at March 31, 1963, in comparison with balances outstanding at the — 
close of the two previous years, is as follows: 
March 31,1961 March 31, 1962 March 31,1963 _ 


Bonds 
Payable in Canada ......- $ 14,002,751,000 $ 14,930,571,000 $ 15,385,847,000 
Payable in London ....... 31,989,000 31,990,000 34,584,000 
Payable in New York .... 98,175,000: 98,175,000 376,405,000 


14,132,915,000 15,060,736,000 15,796,836,000 — 


Treasury bills (not exceeding 
TO TOAN Sie ob ie uly ereein tice hen 1,935,000,000 1,885,000,000 2,165,000,000 


$ 16,067,915,000 $ 16,945,736,000 $17,961,836,000 — 


The increase of $455 million in the debt payable in Canada in the q 
amount by which new borrowings of $3,834 million during the year — 
exceeded redemptions of $3,379 million of prior issues. Canada savings — 
bonds accounted for $1,712 million of the new borrowings and $1,185 — 
million of the redemptions. 

The increase of $278,230,000 in the bond debt payable in New York | 
resulted from a new security issue in the principal amount of $270,000,- 
000 due October 15, 1987, with interest at 5%, together with a year-end — 
adjustment to the ruling rate of exchange. 4 

Issues payable in London were valued on the basis of £1 Sterling 
—$3.027 Canadian while those payable in New York were valued at 
$1 U.S.=$1.08108 Canadian. 

It has always been the practice to include treasury bills and bonds 
maturing within the ensuing fiscal year in the amount shown for “un-— 
matured debt” along with issues maturing at later dates. In addition to 
treasury bills of $2,165,000,000 shown in the above summary as maturing 
within 180 days, the following issues, all payable in Canada, fall due 
within the current fiscal year: wy 


Loan of 1960 due April 1, 1963 ........-..sceeeeceeenerecres $ 12,802,000 
Loans of 1961 and 1962 due April 1, 1963 ........---+++seee- 300,000,000 | 
Loans of 1961 due June 1, 1963 ........----ceceeeereececces 275,000,000 
Canada Savings Bonds of 1952 due August 1, 1963 .......----. 19,203,050 
Eighth Victory Loan due October 1, 1963 ......---++seeeeeres 223,020,200 | 
Loan of 1960 due December 15, 1963 .........--e seers eseeres 300,000,000 


% 
qh 


Loan of 1963 due February 1, 1964 ........--2+++s-se-seses 125,000,00 


Net Debt 5 

119. With the liabilities amounting to $24,799,140,000 (paragrap. 
111) and the assets to $10,879,370,000 (paragraph 100), the net debt 
at March 31, 1963 was $13,919,770,000. The following is an analysis of 
the net debt account for the year under review: tl 


Balance April 1, 1962/2 6 sate cosas aeWi ies ane $ 13,228,137,000 
Add—Deficit for the fiscal year 1962-63: " 
Expenditure oo eas tds Ses hae vac ble pte $ 6,570,342,000 
RRGVETALIOH Me cohen ci statatenehetelars dats he leleushetes «teks 5,878,709,000 
peed te ee 691,633,000 
Balance, March 31, 1963 .........-+seeee sees $ 13,919,77 


NETRA Pen Eon ERUPT a TG Yes en Dien Ci Ail i a a 


fo 4 
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Paragraph 119 shows 
_ to the contingent liabilities a 
Contingent Liabilities A 

120. A note on the liabilities side of the statement of assets and 

liabilities gives the totals of the several classes of contingent liabilities 
outstanding at the year-end and makes reference to the appendix to D: 

the public accounts (Volume I, page 180) where details are to be i 

found. 

The following is a summary of the main contingent liabilities with 

- determinate amounts which were outstanding at March 31, 1963, in / x 
comparison with the corresponding amounts at the close of the two i 
preceding years: ae 

March 31,1961 March 31,1962 March 31, 1963 als 


the net debt position, and then reference is made 


Insured loans made by ap- RY 
proved lenders under the ‘| 
National Housing Act, 1954$ 3,017,404,000 $ 3,640,000,000 $ 4,123,000,000 

Railway securities guaranteed 
as to principal and interest 1,672,634,000 1,636,100,000 1,381,361,000 


) Deposits maintained by char- es 
, tered banks in Bank of wil 
| Cla (stile i eo en 656,295,000 696,008,000 741,870,000 a 
Guarantees under Export ry, 
q Credits Insurance Act, Part 6, 
; HE, Aocgs Or OS DURE Oa a 109,934,000 291,700,000 333,646,000 my 
q Loans made by chartered aes 
: banks to Canadian Wheat 4 
a Bog dew LL ee ae 125,558,000 113,555,000 80,331,000 
4 Other contingent liabilities of ea 
: determinate amounts ..... 89,783,000 66,299,000 73,998,000 ON 

aS cl ot be 

$ 5,671,608,000 $ 6,443,662,000 $ 6,734,206,000 Mae 

Mel A ON ATE i 


Among the contingent liabilities of indeterminate amount is that 

in respect of loans made by approved lending institutions under mi 

national housing acts prior to the 1954 act. 

The main contingent liabilities would determine amounts that were out- di 

tanding. There are a number of guarantees existing all the time with respect 

© various loans, securities and deposits. A good example of the guarantees 
is shown under the Export Credits Insurance Wet; pani 


Comments on Assets and Liabilities 


121. Section 64 of the Financial Administration Act requires that 
there be included in the Public Accounts “a statement, certified by the 
Auditor General, of such of the assets and liabilities of Canada as in 
the opinion of the Minister [of Finance] are required to show the 
financial position of Canada as at the termination of the fiscal year”. 


We then turn to the comments I have on the assets and liabilities under 


122. The statement of assets and liabilities at March 31, 1963 was 
prepared by the Department of Finance on the same basis as in previous 
years, the following explanation concerning this basis being included in 
the introduction to the public accounts: ; 

. “With certain exceptions, taxes and revenues receivable, rev- 
enue and other asset accruals and inventories of materials, supplies 
and equipment are not recorded as assets (except when these are 
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nature of the statement of assets and liabilities which is often described as 
the balance sheet of Canada. I felt it was useful to do this because an in- 
creasing amount of interest is being shown as to the manner in which the 
statement of assets and liabilities is prepared. As I think we discussed 
an earlier meeting, it is prepared on the basis of the cash accounting prin- 
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held as charges against working capital accounts or revolving © 
funds) nor are public works and buildings or other fixed or capital 
assets. Following the principle that only realizable or interest- or 
revenue-producing assets should be offset against the gross liabili- 
ties, costs of capital works are charged to expenditures at the 
time of acquisition or construction. Consequently, government 
buildings, public works, national monuments, military assets (such 
as aircraft, naval vessels, and army equipment) and other capital | 
works and equipment are recorded on the statement of assets and © 
liabilities at a nominal value of $1 as the value is not considered as a 
proper offset to the gross liabilities in determining the net debt of 
Canada. 
“On the liabilities side, accrued liabilities (except for interest — 
accrued on the public debt) are not taken into account in determin- 
ing the obligations of the government. However, under section 35 of — 
the Financial Administration Act, liabilities under contracts and 
other accounts payable at March 31 if paid on or before April 30 may 
be charged to the accounts for the year. These are recorded as ac- — 
counts payable in the ‘Current and demand liabilities’ schedule to 
the statement of assets and liabilities.” } 
The comment was made in last year’s report (paragraph 139) that, — 
while the statement of assets and liabilities may seem to correspond — 
in appearance to the balance sheet of a large commercial undertaking, — 
it is important for the reader to understand that it is not a balance | 
sheet within the generally accepted meaning of the term. This is be- 
cause the statement in its present form omits a number of items which . 
would normally appear as assets on a commercial sheet, while at the 
same time including others which are of doubtful value. Similarly, 
certain items appear as liabilities which are not generally found as” 
such in commercial practice. The showing of the excess of liabilities 
over net assets as a “net debt” item on the assets side of the statement 
is confusing, and in our view the term would be more appropriately 
used to describe the net result shown by a statement exhibiting the 
gross debt, less recorded assets, at the termination of the fiscal year. — 
Over the years, as was mentioned in last year’s report, the audit 
office has subscribed to the view that little advantage would be gained 
by attempting to convert the central accounting system of the govern- 
ment from the cash basis to the accrual basis. It has recognized that 
the executive must know at all times what funds are required to be 
raised to meet expenditures expected to come in course of payment 
within the fiscal year. Parliament in turn must always be basically 
interested in examining the country’s financial needs in terms of cash 
required when considering budget proposals and estimates of proposed 
expenditures. 
However, as will be evident from some of the following comments 
in this section of the report, we believe that the statement and its cong 
tents could be improved from the standpoint of clarity and presentation 
so as to achieve maximum disclosure of information for the benefit of 
parliament and the public. . 


Under paragraph 122 I give a rather oversimplified explanation of the 
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ciple as distinct from the accrual accounting one which you find in the case 
of crown corporations. I believe it is probably unnecessary to go further at this 
time unless there are further questions. 


123. Accounts receivable. As explained in the quotation included 
in the preceding paragraph, taxes and other revenues receivable are 
not recorded as assets in the statement of assets and liabilities. 


Information regarding the total accounts receivable of each depart- 
ment at the year-end, in comparison with the corresponding total at 
the close of the preceding year (other than with respect to balances 
receivable by the taxation division of the Department of National 
Revenue) is given in the several departmental sections of Volume II of 
the public accounts. There is, however, no one place in the public ac- 
counts where information regarding the departmental totals and the 
substantial over-all total of accounts receivable is available. We sug- 
gested in last year’s report that it would be informative to parliament 
were an appendix giving this information included in the public ac- 
counts in future. 


The following summary of accounts receivable includes the totals 
given in the departmental sections of the public accounts at March 31, 1963 
together with totals of balances receivable as at February 28, 1963 by 
the taxation division, as provided to us by that Division: 


Previous Years 


Department Current year Collectable Uncollectable Total 
NEE RC ULE OM aie, Vek ea): $ 1,184,198 ¢ 736,331 $ 36,322 $ 1,956,851 
Citizenship and Immigra- 

ONG) co) arate os ORIEL 67,925 256,733 186,346 511,004 
Defence Production ..... 1,115 1,911 259,329: 262,355 
Miancemnr ret. Ve 100,104 8,495: 607 109,206 
TUISUICCMRS roy Nay, 203,401 129 18,841 222,301 
National Defence ....... 4,266,901 2,170,985 217,913 6,655,799 
National Health and Wel- 

EOP MMA eye Oe Ld Pre 698,189 344,815 193,051 1,236,055 


National Revenue— 
Customs and _ Excise 


ED UVASLOTI rage he: 7,923,513* 2,229,997 ~ 105153510 
Taxation Division .... 160,637,394* 21,640,427* 182,277,821 
Northern Affairs and Na- 
tional Resources ..... 99/333 298,870 25,055 423,258 
PUNO WOrkKs pars. c5/0. TLS IOIG 200,324 140,536 1,054,657 
Ee nS mae 311,405 10,904 24,489) 346,798 
Trade and Commerce ... 119,620 8,929 7,784 136,333 
“SEE NOS] 0X0) 4 a a a 3,791,841 3,734,192 30,526 7,556,559 
Veterans Affairs ........ 3,817,265. 2,420,500 800,216 7,037,981 
Other departments ..... 213,054 85,614 51,245 349,913 


$184,149,055 $ 10,278,732 $ 25,862,684 $220,290,471 


*These totals relate to both current and previous years. 


VA ie Wicte eee: : yA Ee * Se Te ee eae 
RAR Ny a) ¥ ; Ny Ah he OR ey Pe ee ee rae es 
f ! 4! ae) with Ant eee p 
4 v ay + 
: pete 3 
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The accounts receivable totals shown in the above table were after 
writing off the following uncollectable debts of $1,000 or less deleted — 
from the accounts during the year under the authority of section 23 of © 


the Financial Administration Act: 


Hxternal “Afalns wh Vases ee wy cee a pr pee Pk ere eee $ 14,511.59 
rational DELETES Os/..ciace 8 2» «etn ce ¥l pisos ORs Sig Oe eae. 22,313 4m 
National Revenue— 
Customs and Excise Division ........+sesesecertecerserererees 328,797 
Wascatioh DUVISION .cyies te dinples sree s eine werden ies eg eae 813,224 
EPADEDORE Wk cuts Lat siele goeoe <> #ia'm2 MA RUN tk npn Teer ete Se aa 15,655 
NV Atorans | ATTGITS «3 ses o's one Sainte thre resis wine lm, ent oun cee a 95,867 — 
16,568 © 


Oines departments \. 4 ss. cea: egies ieee a ees eee eh re 


$ 1,306,940 


It will be appreciated that whether accounts receivable are kept in — 
memorandum form or recorded as an asset in the statement of assets and 
liabilities, they are nonetheless debts due to the crown, and their accurate ~ 
recording and ultimate collection are primarily responsibilities of the 
departments concerned. While we have again found that most of the — 
departments having extensive accounts receivable keep their records | 
accurately and efficiently, this does not apply in the case of some depart-_ 
ments where accounts receivable as such are not an important factor. 
We continue to believe, as was mentioned in last year’s report, this 
situation to be largely due to the failure of these departments to main- 
tain controlling accounts:and to provide for an effective internal verifica- 
tion of the accounts by officers other than those responsible for keeping 
the accounts. Such weaknesses in internal control should be remedied in 
order to reduce the possibility of accounts being tampered with and col- 


lections misappropriated. 


Under paragraph 123 I listed the accounts receivable, and this is the second 
time I have shown this listing in my report largely because there is no one place 
in the public accounts where information regarding the individual departmental 
totals and the substantial, over-all total of accounts receivable, is available. I 
have made the suggestion, with which you concurred in your sixth report on 
October 20th of this year, that there should be an appendix or statement giving 
the over-all picture of the accounts receivable placed in the public accounts, and 
your recommendation here ties in with the consideration currently being given 
to this by Mr. Ryan’s subcommittee on the form and content of the public 
accounts. 4} 

This is something I suggest should be included as distinct from things you 
may decide to take out. The accounts receivable shown here disclose for the 
first time—actually the first time was in 1962 and it appears here for 1963 also— 
the unpaid accounts due to the income tax division. You will see that the figure 
is very substantial at $182,277,000. The income tax division is in the habit of 
taking its figures off at periodic intervals, for example February 28th rather 
than March 31st. With the adoption of your recommendation that some informa- 
tion be given on these accounts in an appendix, in the public accounts the posi- 


tion of the unpaid taxation division accounts receivable will thus appear in the 
public accounts each year in future. There are of course a number of write-olls, 
and a summary of these is given on page 80. You will see there the departments 
and the extent of the write-offs. You will also see the size of the write-offs Tol 
the Department of National Revenue. 

I then deal with the importance of improving the system of internal con- 
trol with regard to the supervision of these accounts receivable and particulal 
those that were kept on a memorandum basis. Again this was a point we als: 


© 124) Public Service 
_ last year’s report and al 


“deferred charge—unamortized 
rvice superannuation account i: 
956-57 portions of the 1951-52 
mounts of $98 million, $25 mil- ity 
were written off to expenditure, leav- 
ch 31, 1957. This was increased to $277 _ 
entry was made to the credit of the, 
nt following the actuarial valuation — 


lic service superannuation account should have been credited (in addition. He 
to amounts contributed by participants) only with amounts provided by 


statement of assets and liabilities. In his budget speech of June 13, 1963, 
the Minister of Finance indicated his concern at the magnitude of the 
actuarial deficiency. ae 

The amount of the actuarial deficiency is, in fact, considerably pa 
greater than the $277 million indicated on the statement of assets and 
liabilities. This amount continues to represent the estimated actuarial 
deficiency at December 31, 1957. However, in our 1961 report (para- 
graph 59) reference was made to the fact that, as mentioned in a 
note to the statement of assets and liabilities as at March 31, 1961, 
the balance was not adjusted to reflect the additional liability resulting 
from general salary and pay increases during 1960-61, estimated at 
$80,700,000. Moreover, as mentioned in paragraph 52 of this report, no 
account has been taken of the considerable (though not officially 
estimated) additional actuarial liabilities that arose between April 1, ; 
1961 and March 31, 1963 as a result of salary and pay increases granted 
from time to time to substantial groups of public service employees. a 

Section 33 of the Public Service Superannuation Act, 1952-53, reads 
as follows: 

“The Minister shall lay before parliament at least once in every 
five years an actuarial report on the state of the superannuation 
account, containing an estimate of the extent to which the assets 
of the said account are sufficient to meet the cost of the benefits — 
payable under this Act.” 

_ The Act is silent as to the remedy to be applied when a deficiency is 
found to exist, and no proposal for dealing with the actuarial deficiency 
_was made when the report on the last actuarial valuation was tabled 
‘in the house on June 20, 1960. We understand that a further actuarial 
valuation as at December 31, 1962 has been undertaken and is expected - 
_ to be completed by March 1964. 
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Paragraph 124 deals with the public service superannuation account. I 
suggest we need not spend much time on this nor on paragraph 125 which 
deals with the Canadian forces superannuation account. “oe 

125. Canadian Forces Superannuation Account. In the last three 
reports, references have been made to the non-cash or bookkeeping - 
entry of $326,300,000 which gave credit to this account in 1958-59, © 
with an offsetting amount being charged to the “asset” account entitled 
“deferred charge—unamortized portion of actuarial deficiency—Canadian — 
forces superannuation account”. “ 

In 1962-63, following an actuarial valuation as of December 31, 
1960, adjusted to March 31, 1963, a further bookkeeping credit of 
$198,549,000 was made, with an offsetting charge to the “asset” account 
referred to above, bringing the additional amounts thus included in the 
balance at credit of the account to a total of $524,849,000. 4 

The audit office view continues to be that amounts additional to- 
contributions by members of the forces should be credited to the accoun’ 
only as provided for by parliament—either under section 24 of the 
Canadian Forces Superannuation Act or by special appropriation. As 
in the case of the public service superannuation account (paragraph 124) 
our view is that the actuarial deficiency remaining after recording 
credits provided for by parliament should be explained each year by 
means of a note to the statement of assets and liabilities. : 


The treatment to be given to these accounts by the executive will follow 
the statements made by the Minister of Finance to the house on March 6th last 
when he indicated how he was going to deal with the deficiencies that exist 
in these two superannuation accounts, and you have instructed me to set out 
the action taken in my next report. That is currently receiving attention as 
we complete our examination of accounts for the year ended March 31, 1964. 

126. R.C.M.P. Benefit Trust Fund. Comments were made in last 
year’s report (paragraph 146) and in that of the preceding year (par- 
agraph 115) regarding the use made of this fund. oe 

The major outlay from the fund during the year under review again 
took the form of a distribution to each member of the force. Individual 
payments of $35, compared with $30 in the preceding year, accounted 
for a total of $214,000 out of the gross expenditure of $216,000. Although 
it had been expected that the fund would be utilized to a greater extent 
for the making of loans and grants in appropriate circumstances, little 
demand for them has materialized and only $315 was paid out on t 
basis during the year. 

The fund had a balance of $392,510 at March 31, 1963. In addit 
to cash resources of $240,230 on deposit with the receiver general, an 
$52,100 (par value) of Dominion of Canada bonds in like custody, assets 
included the $98,350 balance of a loan to a members’ recreational organ- 
ization and $1,830 in loans to individual members. ss 


Paragraph 126 deals with the R.C.M.P. benefit trust fund, and as you se 
the fund is not being utilized to the extent that had been expected. In fact 
there has been little demand for the making of loans and grants, and only $ 
was paid out of this fund in the year that we are reviewing. Paragraph 
deals with your own retiring allowances account. As I said, in 1962 disbur 
ments from this account exceeded receipts, resulting in a further reduction 
$133,000 in the balance of the account which amounted to $1,295,000 at Ma 
31, 1963. a 

However, substantial changes were made in this account in 1963-64, ant 
I believe you will find some further comment on this in my next report. — 
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Mr. CaRDIFF: What was the reason for the deficit there? 


a Mr. HENDERSON: During the year the receipts were $222,000 and the dis- 
_ bursements made from the account were $354,000. It may interest you to know 
5 that there was a swing the other way in 1963-64 when the receipts rose to 


Mr. Carpirr: I wondered if it was a case of the members failing to meet 

their responsibilities. 
Mr. HENDERSON: No, I do not think it is that, sir. 

4 Perhaps I should ask Mr. Chapman to explain this to you. He is my 

4 director in charge of this. 

tr Mr. CHAapmMan: I think the explanation is that during the last several 

years there have been frequent elections, and as a result of those elections 

_there has been a drain on the account with respect to pensions that became 

payable. 

| When the act was amended recently there was provision made that mem- 

bers contribute on the full amount of their indemnity, and in addition mem- 

_bers had the privilege of electing to pay additional contributions in respect of 

previous sessions. As a result, fairly large amounts of contributions in respect 

of previous sessions have been paid or the members have elected to pay them 

in instalments, and those amounts have been matched by the government 

immediately. 

i In 1963-64, as Mr. Henderson has said, there have been considerably in- 

‘creased contributions and there has been no great increase in respect of 

‘pensions. 

I think that sums up the situation. 

Mr. SoutHam: Would a greater number of members becoming deceased 

‘Cause these figures? 

| Mr. Cuapman: I do not think it is a matter of deceased members. After 

any general election if a number of members have not been re-elected there 

will be a proportionate increase in the amounts of pensions payable. 

| The CHAIRMAN: There will be casualties other than death. 

Fe Mr. SouTHaM: I should have said political decease! 

i Mr. HENDERSON: Let us now turn to the crown corporation section which 

will be found on page 82, starting at paragraph 128. In this part of the report 

I show what the auditor’s report is required to state; I set down all the cor- 

porations and the reporting ministers. ae 

| The Cuairman: Before we go on to that, Mr. Henderson, I would like to 

ask a question and bring something to the attention of the committee, not for 

ir mediate action but for your thought and consideration. 

fp. At my request Mr. Slack, the clerk of the committee, checked the files to 

find which crown corporations have had their affairs made the subject of dis- 

tussion in this committee since it became considerably active. According to 

n y inquiry I think I am correct in saying—and Mr. Henderson can corroborate 

‘his—that the Atomic Energy people, the Polymer Corporation, the Crown 

ssets Disposal Corporation and the Canadian Broadcasting Corporation com- 

rise the extent to which any of the crown corporations have had their ac- 

ts submitted for the consideration of this committee following the Auditor 


reneral’s report. 
Pet 
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If you will turn to the table of contents of this 1963 Auditor General’s 
report you will see a number of crown corporations and in addition the Auditor 
General deals with certain other funds and authorities and boards. This in- 
volves corporations with assets in some cases of many hundreds of millions of 
dollars. It involves the expenditure of large sums of money, and in many 
instances it involves payments made at the instance of the parliament iof® 
Canada to these crown corporations. . 
It is my view—and I just throw this out for your consideration—that this. 
committee might well give consideration not so much this year, because we 
are at the tag end of our deliberations, but certainly next year to having © 
several of these crown corporations come before the committee or, if not the 
committee if our time will not permit, we should give some consideration 
to setting up and establishing a strong subcommittee which will be charged 
each year with the responsibility of dealing with the accounts of some Ot 
these crown corporations so that no more than four or five or six years wil 
go by without each one of them having come before a committee or subcom- 
mittee. ais 
I just throw that out and ask for your comments on it, Mr. Henderson. If 
any members of the committee feel it is a matter they would like to discuss, 
then please do so. a 
Mr. Recan: I certainly agree with what you say, Mr. Chairman. I am of 

the opinion that perhaps we should, if time allows—and you are the best 
judge of that—have another opportunity to examine one or two of them this 
year. I will be particularly anxious to have the St. Lawrence Seaway Authority 
come before such a session. I would appreciate it if that opportunity pre- 
sented itself. ¥ 
The CHAIRMAN: The steering committee does propose in the next week 

or ten days to look at what work is left and what time we are likely to have. 
If time permits we certainly do hope that at least one of the crown corpora- 
tions will come before us. It is a question of time and a question of logistics. 
Mr. REGAN: This is one that has never been here, I believe. Y 

- The CHarrman: No, it has never been here. ag 
Mr. HENDERSON: You did ask for my corroboration, Mr. Chairman, and 

so may I say that you did mention that Atomic Energy of Canada has been be- 
fore this committee; that is not so. However, you omitted to remind the mem- 
bers that the Canada Council has been before you and that, of course, is the 
subject of a separate reference from the house. There has also been the Export 
Credits Insurance Corporation. a 
Mr. Fane: Mr. Chairman, in paragraph 133 it is said that the Auditor 
General is not responsible for the auditing of these seven crown corporations 
that are mentioned. Can the Auditor General tell us why? a 
Mr. HENDERSON: The reason why he is not responsible is that the govern- 
ment appoints other auditors and there is no requirement that the Auditor 
General shall be the auditor, or else he is not appointed under the legislation. 
The Financial Administration Act has a provision which states that the 
Auditor General may be appointed the joint auditor of such companies, but 
that was not followed in these cases. Accordingly, I do not have any responsi- 
bility for examining the accounts of these particular corporations. ae 
Mr. Fane: It seems to me that when the Auditor General is charged 
with the auditing of government business he should do it all. He should be 
responsible for all of it. Do we have the authority to call these other special 
auditors before this committee, Mr. Chairman? a 
‘The CHarrMAN: I would think if you called the crown corporation befo é 

you and questions came up which involved the auditor, our authority wo 
certainly be wide enough to extend to the auditors. (See 
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question of Mr. Hender- 


at is the practice in the commonwealth 


: countries of Australia—which  __ 
also has a large number of crown corpo 


rations—and India? Have you | 


ny inquiries? Does the national auditor general participate to any extent 
countries? ares Ga, 
does, Mr. Chairman. I am speaking from memory. 


did not bring those details with me, but substantial 


visit from the Comptroller and Auditor he it 


is responsible for all of the state cor- i: 

orations without exception, excepting that he May not carry out all the a 
audits. Where the government appoints outside auditors because for one reason i 

r another he cannot handle them, then that is done on recommendation and i ve 
with the concurrence of the Auditor General. The working papers of the audi- 7 

_ tors and their methods of verification are shown to him. In other words, he has Oy 
' access to their working papers and to that extent, you might Say, Shares the 
_ responsibility. ci ae 
In Australia, if I recollect rightly, it is rather more rigid than that. How-— Mi 
ever, I would want to have the precise facts before me to verify these i 
_ statements. pain! : 
_. The CHarirman: We might have a chance to ask you further questions _ & 


when we are going through some of the corporations later on. 


i Mr. HENDERSON: Yes. 
 -Mr. Rock: Mr. Chairman, I h 
now looked through the report. 

yi 

_ The CHarrman: 
aspect? . 
_ If we are to discuss crown corporations at another meeting perhaps we — 
-should give a chance to the members to examine them, bearing in mind that — 
we have already had the Canadian Broadcasting Corporation before us. Other’ 


crown corporations can be the subject of discussion and questioning when a. 
particular item does happen to come up. 


bi: Is it your wish that we adjourn now? I know some of you have to go 
to the Defence Committee. 


Agreed. 


ave no more reason to ask questions, having 


Gentlemen, is there any more discussion on this general 
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TUESDAY, November 10, 1964, ; 
(40) 


Sia vee 
The Standing Committee on Public Accounts met this day at 9.40 
Chairman, Mr. G. W. Baldwin, presided. A 
Members present: Messrs. Baldwin, Cardiff, Francis, Gray, ‘Harknes G 
f tie, Regan, Rock, Ryan, Stefanson, Stenson 
if, Tucker and Winch. (17 ) 


In attendance: Mr. A. M. Henderson, Auditor General of Ca 
B. Stokes, of the Auditor General’s office. 

The Committee resumed c 

eral. 


ers on the subcommittee on “Form of Public Accounts”, Mane 8 
F phe Committee agreed to the cancellation of its Thursday, November 12th 


e authorized to name replacement m - ah ee 


The Auditor General read into the record a comprehensive statem 
elating to crown corporations and other similar publ 

unts are not examined by the Auditor Gener 
procedure in the Commonwealth countries, 
ent, assisted by Mr. Stokes. 


_ After discussion on the advisability of calling officials from several Crow 
orporations, it was agreed that the Steering Subcommittee would consider th. 
er and report to the Main Committee. ee 


‘The questioning of Mr. Henderson still continuin 
om! nittee adjourned until 9.30 a.m. on Tuesday, Novem 


M. Slack, Bits 
Clerk of the Committee. 


EVIDENCE 


TUESDAY, November 10, 1964. 


The CHAIRMAN: Gentlemen, I see a quorum and the meeting will come to 
order. There are one or two matters which I want to bring up first. The first 
matter is with respect to the subcommittee on the form of public accounts. 
There are one or two members who will not be available for the completion of 
the proceedings. I attended the last meeting, and after a lot of hard work a 
-Teport is now in the process of being born. I think that probably we will be able 
to bring it here in the not too distant future, but as we will have to have a 
‘sufficient number of members on the committee I will ask for authority to be 
able to appoint either one or two additional members in the place of those 
who will not be there. I know Mr. Southam, for example, is going to the NATO 
Meeting and will be absent. I do not know who will be able to replace him but 
4 would ask for authority to appoint someone. 


Mr. WINCH: Yes, Mr. Chairman, it being understood that they will not make 
a complete review of all the work done in the committee. 


_ The CHarirMan: I can give you my undertaking to brief them and to bring 
them up to date on what the committee has done. I understand that this 
authority is granted to me. 


The other thing which has occurred to me is that as Wednesday is now a 
holiday, so far as the House of Commons is concerned, I am wondering if it is 
your wish that we might miss next Thursday’s meeting. The preparation of a lot 
of reports is now being undertaken. We only have the survey of the crown cor- 
porations to complete, at which time we will have done all that the House of 
Commons has laid upon us as the burden for this year. I feel reasonably confi- 
dent that even with the careful survey which we will see fit to make we will 
be able to do this a week from today, that is to complete our deliberations apart 
from the meetings in camera. Having in mind that a lot of members will be going 
to their homes on Wednesday, may I make the suggestion that we might perhaps 
Miss Thursday’s meeting? I assure you we will be drafting reports to present to 
you, but would you prefer to miss the Thursday meeting and come back a week 
Irom today to try to complete this? Has anyone any suggestions to make? [I 
understand it is agreed. 
Before we start with the crown corporations in specific terms, may I remind 
you that at the last meeting Mr. Fane posed a question to the Auditor General. 
e asked him why the Auditor General was not responsible for the audit of the 
€n crown corporations and other public instrumentalities which were listed 
his report. I added to that question by asking him what was the practice in 
other commonwealth countries with regard to the duties of the Auditor 
eneral on all crown corporations because, as I pointed out, this is a matter of 
me concern, having in mind the Auditor General’s function, his position vis- 
is the House of Commons and the extent to which parliament might, through 
office, have some control over these crown corporations. He has prepared a 
ly extensive memo. I am going to ask him, with your permission, to read this 
mo, and we might then have it put on the record as an appendix. Before we 
onclude our deliberations so far as this report is concerned, let me point out 
members might like to discuss it to a larger extent a week from today. Mr. 
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Henderson could give us the benefit of his views on this question which was 
brought up at the last meeting. ; 


Mr. HENDERSON: I would be glad to do so, Mr. Chairman. I do not think that | 
the notes are so voluminous that they need to go into the proceedings in the 
form of an appendix. With your permission I will read them to you as I have 
them, and perhaps they could appear as part of the testimony, depending on 
whatever decision the secretary would like to make. 


The CHAIRMAN: That is fine. 


Mr. HENDERSON: You asked me what the situation was in Australia and in ; 
India. I spoke very briefly about this but I stated that I did not have detailed | 
notes on this available as I did not come prepared to deal with this subject. 
I said that I would like to check my facts, which I have done. 


In the case of Australia: 


1. The audit of all wholly owned commonwealth authorities 1 t 
Australia, whether board, commissions, corporations or public companies 
is the responsibility of the Auditor General. These include the Reserve 
(or Central) Bank, the Commonwealth Banking Corporation, shipping, 
airlines, commodity boards, etc., and the Australian National University. 
No private auditing firms are engaged as the external auditors. 


2. Some of these authorities (e.g., Australian Coastal Shipping Com- 
mission, Coal Mines Insurance Limited and the Australian National 
University) engage private firms as internal auditors. In this capacity 
their responsibility is to the authority concerned to whom they report. 
However, in such cases the Auditor General is given the opportunity to 
comment on the program of internal audit which they follow and receives 
copies of the internal audit reports because, as explained under (1) above, 
he has the final responsibility for the audit. 


India 
1. The audit of government companies (joint stock companies where 
the states own at least 51 per cent of the capital stock) can only be carried 
out by private auditing firms selected and appointed by the government 
acting on the advice of the Auditor General. ; 
The Auditor General has the following powers in all such cases: 
(a) To give directions to the private auditors regarding the manner in 
which the audit is to be conducted and instruction regarding anj 
matters relating to the work. . 
(b) To have a supplementary or test audit of the accounts conducted by 
such person or persons as he may authorize on his behalf and his 
independent observations and comments on the private audito 
reports have to be placed before the general meeting of shareholders 
2. In the case of Statutory Corporations (i.e., those established 
act of parliament) such as Air India, Indian Airlines Corporation, Oil 
Natural Gas Commission, the Auditor General of India is the sole 
exclusive auditor. In certain exceptions, the audits are conducted 
private firms appointed by the government but always on the advice ©} 


the Auditor General. All of the audit reports in such cases are laid before 
both houses of parliament. i 


Ceylon 
1. The audit of all semi-government bodies is carried out by the 
Auditor General by statute. a 
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of parliament provide for the manner in which the audit is to be carried — 
out, viz.: 
Universities—by the Auditor General 
Nationalized Activities—by the Auditor General who may 

% employ the services of any qualified auditor or auditors to act under 
a his direction 

State Industrial Corporations—by auditors appointed by cae 

minister responsible on the advice of the Auditor General. Statutes 


: provide that the Auditor General has power to 
; (a) direct manner in which the corporation’s accounts shall be 
: audited and to give auditor instructions; ae, 
(b) conduct a supplementary or test audit by such persons as he may © 
authorize, to require such information as he wishes, ete. 
‘ In the United Kingdom the comptroller and Auditor General does not 


have any audit responsibility for the nationalized industries—national 
coal board, railways, gas industry, electricity industry, aircraft corpora- 
tions, etc. The acts setting up these bodies specify that the audits shall 
be carried out by auditors appointed by the minister. With respect to 
another class of undertaking (e.g., the sugar board and the legal aid 
fund) a dual system of audit is prescribed by the legislation. Commercial 
accountants are employed to audit these but they render their accounts 
to the comptroller and Auditor General and he is required to make 
whatever further examination he thinks fit and he himself is then 
required to certify and lay the accounts before parliament. 

In Malaysia the Auditor General must be expressly appointed by 
law to audit certain statutory bodies, for example the Central Bank of 
Malaysia, the Malayan railway administration and the employees 
provident fund. There are, however, several independent authorities such 
as the land development authority, the housing trust, the rubber replant- — 
ing board, the social and welfare services lotteries board, etc., where 
commercial auditors carry out the work. The Auditor General does review 
. the audited statements of bodies like these and stated that where he has 
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any query he raises it with the responsible ministry or department. 

, A somewhat similar situation exists in Jamaica. The audit provisions 
there relating to statutory organizations are not by any means uniform. 
- The Auditor General is by statute the auditor of the Bank of Jamaica. 

In Canada, different or varying arrangements apply to each of the 
seven exceptions listed in paragraph 133, so that in my answer to Mr. 
Fane’s question I should refer to them separately. 

As to the Bank of Canada, this is governed by the Bank of Canada 
Act, Chapter 13, R.S. 1952, as amended by Chapter 33, Statutes 1953-54. 
By section 25 (1) is is provided that the governor in council shall, on the 
recommendation of the Minister of Finance, not later than the 3lst 
January in each year, appoint two auditors eligible to be appointed as 
auditors of a chartered bank, but not being members of the same firm, to — 
audit the affairs of the bank, but if the same two persons or if members 
of the same two firms have been appointed under this section for two 
consecutive years, one such person or a member of his firm shall not be 
appointed for the period of two years next following the term for which 
he was last appointed. Thus the Bank of Canada’s practice is similar to 
_ that employed by the chartered banks under section 61 of the Bank Act, 

which spells out the qualifications auditors of chartered banks must have 

to be eligible for appointment. In this connection it is interesting to note 
that under section 61 (18) of the Bank Act it is stated that where a 
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chartered bank carries on any of its operations in the name of a corpora- 
tion controlled by the bank, the auditors of the bank shall be the auditor 
of the corporation and the bank must take all necessary steps to ensure 
that they are appointed auditors of that corporation. The purpose of this 
requirement is to ensure that the auditor of the bank has full knowledge 
of all of its operations wherever they may be, and it is therefore because 
of this that the auditors of the Bank of Canada are likewise the auditors 
of the Industrial Development Bank. i 

In the case of the Canadian National Railways, section 38 of th 
Canadian National Railways Act, Chapter 29, Statutes 1955, provides tha . 
a continuous audit of the accounts shall be made by independent auditor . 
appointed annually by parliament, that they shall report annually t 
parliament and call attention to any matters that in their opinion requir 
consideration or remedial action, and that they shall be paid by the 
railways such amounts as the governor in council approves. The auditors” 
of the railway are also the auditors of the Canadian National Railway 
Security Trust. They are also the auditors of Trans-Canada Air Lines 
because section 13 of the Trans-Canada Air Lines Act provides that the 
accounts and financial transactions of the corporation shall be audited 
by the auditor appointed by parliament to audit the accounts of the 
Canadian National Railways. ; 

The Canadian Wheat Board Act, Chapter 44, R.S. 1952, provide 
under section 7 (1) (b) that with the approval of the governor in counci 
there shall be appointed a responsible firm of chartered accountants for 
the purpose of auditing accounts and records and certifying reports of the 
board. é 
The Central Mortgage and Housing Corporation Act, Chapter 4 
R.S. 1952, provides under section 31 (1) that the minister, with th 
approval of the governor in council, shall appoint two auditors to hol 
office for a term not exceeding two years, to audit the affairs of th 
corporation. 

It is pursuant to the foregoing legislation that private firms have bee 
appointed the auditors of the seven institutions listed in paragraph 13: 

The Financial Administration Act, under Part VIII dealing wit 
crown corporations, provides as follows under section 77: 


“77, (1) Where, in respect of a crown corporation 
(a) no provision is made in any act for the appointment of an audito 
to audit the accounts and financial transactions of the corporation 
(b) the auditor is to be appointed pursuant to the Companies 
the governor in council shall designate a person to audit the account 
and financial transactions of the corporation. } 

(2) Notwithstanding any other act, the Auditor General i 
eligible to be appointed the auditor, or a joint auditor, of a crow 
corporation.” 


Although this provides that notwithstanding any other act the Aud 
General is eligible to be appointed the auditor or a joint auditor 0 
crown corporation, only two cases exist at the present time where 
Auditor General has been appointed the joint auditor of a cro 
corporation. . 

Members of the committee may recall that action was taken in 
regard on the recommendation of the public accounts committee in 1 
in regard to the wholly-owned European subsidiary companies of Poly1 
Corporation Limited. Because the financial and accounting record 
these subsidiaries are maintained at their offices in Switzerland, Fr 
; 
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Belgium and the Netherlands, a private firm of accountants with offices 
in these countries carries out the audit work, based on work programs 
developed with me as the other joint auditor, and reports thereon to me 
in detail at the time I am completing the audit of Polymer Corporation in 


Sarnia and we are consolidating the accounts of this corporation and its 
subsidiaries. 


As you know, Polymer accounts are submitted on a consolidated basis. 


This arrangement has the advantage of saving the travelling costs 
which would otherwise be entailed were it necessary for my officers to 
visit these countries on a regular audit schedule. After examining the 
report of my joint auditor in these countries, we both sign and take the 
joint responsibility for the accounts of each of the subsidiaries, and I 
accept these without qualification in rendering my final certificate on the 
consolidated accounts of the corporation and its subsidiaries, which are 
then laid before parliament each year in the same manner as the accounts 
of each of the other crown corporations. The certificate I place thereon is 
my Own and has always been unqualified. 

The second case where I am a joint auditor is Expo ’67. Unler the 
Canadian Corporation for the 1967 World Exhibition Act, Chapter 32, 

' Statutes 1963, section 17 requires that the accounts and financial trans- 
actions of the corporation are to be audited by the Auditor General of 
Canada and the Quebec provincial auditor, and the joint auditors are 
then required to report annually in a manner similar to that required by 
the Financial Administration Act in respect of other crown corporations. 
I am pleased to tell you that these joint auditing arrangements are 
operating very satisfactorily so far as I am concerned, and I am sure that 


were my joint auditors present they would have no hesitation in saying 
the same to you. 


The CHAIRMAN: Thank you, Mr. Henderson. 

Gentlemen, you are now perfectly free to ask any questions of Mr. 
‘Henderson. However, without inhibiting any discussion now I think, in fairness 
‘to members of the committee who will have a chance to read this as it appears 
in the record, an opportunity will be given to them at our next meeting to ask 
any questions they wish. It is a very important question, and whether or not we 
make any recommendations it is something that the committee might want to 
explore. 

| Mr. Francis: I would like to ask Mr. Henderson what is the theoretical 
justification for a private audit of a crown corporation in circumstances in which 
Mr. Henderson presumably does not have access to them. It bothers and con- 
serns me as a principle. 
Mr. HENDERSON: The justification for it? I suppose the proper answer to 
that would be that in view of the fact that it is permissible under the Financial 
Administration Act it has become the policy of successive governments to ap- 
point private auditors in these cases. 

. Mr. FRANCIS: What is the advantage of a private auditor over your own 
services? 

_ Mr. HENDERSON: That is a good question but perhaps one on which I should 
not express myself. j 
Mr. FRANCIS: I appreciate that you might hesitate but I want to go on 
ecord as saying that I do not think it is right as a principle. I think that any 
ublic institution or crown corporation should be accessible to the Auditor 
General, and I think that circumstances in which the Auditor General does not 
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examine books are wrong in principle. I think every public enterprise should — 
be accessible to the Auditor General. This is my personal opinion and I would — 
like to go on record as expressing it. “4 
Mr. Henperson: I would like to add something to what you have said in | 
this respect. Under the Financial Administration Act I am informed that I do — 
have access to the records of these companies notwithstanding the fact that | 
I am not the officially appointed auditor. However, in the accounting profession, — 
as in other professions, there are ethical standards, and it would be only under ~ 
direct instructions from you or from the Minister of Finance that I would feel — 
I could ask to have access to their records. I think that would be the proper ~ 
course to take. I enjoy long and happy relations with the private sector of my — 
profession. I feel that that would be the proper course for me to take. } 
Mr. Wrncu: There is just one question I would like to ask here. It has 
to do with the broad or general principle that the Auditor General is responsible 
to parliament, by statute or appointment for a crown corporation. This auto- — 
matically means, as I think he put it, a consolidated report. Let us take for 
example the Polymer Corporation where there are four or five subsidiaries — 
overseas. Can he then state, as he did, “I accept these without qualification”, 
that is what private auditors overseas report to the Auditor General? He then | 
added “thereby accepting full responsibility”. I would like a further explana- 
tion on this because you have the responsibility of reporting on the parent 
body, and yet that includes subsidiaries on which you do not make any audit 
at all as far as your department is concerned. You say that you accept the © 
reports from overseas on an unqualified basis and you accept the full re-— 
sponsibility. 
Mr. Rocx: The joint responsibility. 
Mr. HENDERSON: That is a very good question, and, as a matter of fact, at 
the time this arrangement was made in 1961 you may recall it was discussed 
at some length in the committee when the Polymer officials were before the 
committee. They had then established the subsidiaries abroad and had in 
fact proceeded to appoint an international firm of chartered accountants with 
offices in the various European capitals. Had that arrangement remained on that 
basis, leaving me as auditor for the parent company but not auditor for the 
subsidiaries, it would have, in accordance with accepted accounting practices, ” 
necessitated a reference by me to this fact in my certificate stating that the 
accounts of the subsidiary companies had been examined by other firms of 
auditors in these countries. However, by the same token it was felt, and I think 
the committee took the view and so did the officers of the corporation, that it 
would make for a smoother operation if the Auditor General were to share that 
responsibility with the private firm in the capacity of a joint auditor appointed 
under this provision of the Financial Administration Act because these are 
crown corporations whether they are in the Netherlands for example, or in 
Canada. I therefore take responsibility for their accounts, and delegate that 
responsibility to them to the extent that I see fit in my professional capacity 
because they are on the spot. It is a much more economical operation from the 
travelling standpoint to have them in these countries. They are more familiar 
than I with the tax and related law and legislation in these countries. As yo 
know from your studies of the Polymer Corporation, it is an operation which 
requires continuous study. ae 
And when they have completed their work, these joint auditors sub rit 
detailed reports directly to me as to how the work has been carried out, ; 
what in effect they have had to consider and suggest by way of recommendat 
Mr. Stokes is with me today. It is he who carries out the audit of Polymer C 
poration for me and it may be of interest to you to know that last year he 
I met with our joint auditors overseas in order to review their program fe) 


ivities in these countries. We may well, if occasion presents itself in the years 
ahead, be participating with them in some of the phases of this work. So it is 
not just a joint arrangement on paper. This is the type of judgment which many 
auditing firms have to be prepared to exercise in cases like this in adapting 
themselves to a particular situation. I am joint auditor of these firms in Europe, 
and I sign their statements as required by the authorities over there, and by 
the stockholders. I am, as you know, the sole auditor of the parent corporation. 


. Mr. WINCH: That is the very point. I do not question that this is done on a 
basis of efficiency and economy and so on. But what I cannot get through my 
head yet is that you sign as joint auditor. NP 
Mr. HENDERSON: We are jointly and severally responsible. 


Mr. WINcH: Yes, but the point is that you and your department do not 
actually make any audit. Yet you sign as auditors for operations of which you 
never make any audit. In so doing, according to your own terminology, you 
“accept it on an unqualified basis, so therefore you accept the responsibility, 
because as far as you are concerned, with parliament there is only one report 
and one responsibility, and that is yourself. 


Mr. HENDERSON: If there is anything in the accounts of these subsidiaries 
hich my joint auditors report to me, and about which I may have any 
reservations, or facts I feel that the house should know, it is understood between 
‘us that I tell the house about them in my own report to the House. There may 
be instances come along in their reports when perhaps the journal vouchers 


‘i 


ith at all. But this is how I have delegated the day to day audit work to the 
rms. I am perfectly satisfied with the competency of the firm in question, and 
with the program of work they follow, because we collaborate in preparing it. 
Their reports to Mr. Stokes, and to me are very detailed, Periodically, if we 
have occasion to be overseas, we will sit down and visit with them. This 
bout sums up the way we operate. The only alternative open to me would be 
to do the complete audit, and to dispatch teams to these countries twice a year. 
- The CHAIRMAN: Perhaps Mr. Stokes might care to make a comment. 


Mr. A. B. STOKES (Supervisor, Auditor General’s Office): In the course of 
the audits which may be performed by our colleagues overseas, questions may 
rise which they will direct to us in order to obtain our opinion as to certain 
ransactions. So we feel that we are kept informed throughout the audit itself 
rith respect to matters of principle which may arise. 

_ Mr. HENDERSON: These have been fairly frequent, I might say, because the 
perations of these companies in the various countries are involved, and we are 
s familiar with whatever situation they have under discussion with local 
nagement. They will correspond with us, and we in turn will talk to the 
sident and the vice presidents at Sarnia, as to the course of action to be 
ken, and we have been able to work together very satisfactorily on this basis. 
_ Mr. Rock: In other words, during the audit you have communication with 
nem. You do it out there. You do discuss the audit with them. 

Mr. HENDERSON: Oh, yes. 

_ Mr. Rock: They are your employees, indirectly? 
3 Mr. HENDERSON: You might put it that way. They are our employees in the 
nse that we have no difficulty in working out a program together—and we 
0 this in great detail, because since we are auditors of the parent corporation, 
1¢y must know what our standards are, and what we expect of them, and how 
ye apply them in our work at Sarnia; and we agree with them in the setting up 
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were not approved for one month, or small points arise concerning the system of — 
internal control needing overhaul which I may decide not to burden the house 
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of the work. I might cite for example, the large rubber plant at Strasbourg. We 
have looked into the system of internal control which they have set up very 
carefully. Mr. Stokes and I were there last summer, as I‘mentioned, and we met 
with the officers not only in their offices but also on the site, and with manage- 
ment in looking over these things. We went over there with a list of questions 
for checking. We do not propose to do this every year unless we should have | 
reason to believe that we have to be more active than we are at the present — 
time. This is a matter of judgment in the exercise of my own responsibility as d 
I see it. ; 
Mr. WincH: Just to use Polymer as an example, is my understanding - 
correct that when they report on the parent corporation in Sarnia, it is a con- 
solidated report of the parent company? 
Mr. HENDERSON: That is right. 
Mr. Wrincu: That leads me to this question. On the matter of policy, 
would you recommend any change in order that the House of Commons should 
have a complete understanding of the operations. That would end your cqn- 
solidated report. Should there be an indication of the operations of the sub- 
sidiaries, so that the House of Commons would know not only what the 
overall position of the parent company is, but also have a financial picture of 
the operations of the subsidiaries? Has any thought ever been given to that 
angle, or is there any reason why the House of Commons should receive only a 
consolidated report? 
Mr. HENDERSON: I think you have made a good point in that the house has 
every right to know the full and complete details of the operations of each o 
these subsidiary companies. I am speaking of financial reports as distinct fro n 
what the subsidiaries do, which I think is a matter of record in the annua a3 
report of the corporation; but to have the individual financial result of each 
subsidiary company listed there would not convey too much in the over-all 
picture, because it is a very complex one. These companies are little more than 
branch operations. 
Mr. WincH: Let us consider Mexico. 
Mr. HENDERSON: That is a different situation when compared to the one 
at Strasbourg. The only way to show the real picture of Polymer is ong 
consolidated basis, in my opinion. It would not be too difficult to give you ai 
explanation at any time as to how these subsidiaries interlock, and the reason 
for some of the arrangements which exist. But I would point out to you tha 
if you should require Polymer to spread this information out, you may in tu 
be doing it a disservice in its relations with the competition which it has t 
meet over there, because this competition is extremely formidable. There ar 
no mysteries about this. It is a standard type of operation which you find i 
any large business. a 
If Canada is going to compete in these markets, and to extend and 
strengthen its competitive position, then some regard should be given, it see 
to me, to the manner in which you ask the company to make its affairs pub: 
On the other hand, such a thing as an in camera meeting to explain ' 
interlocking arrangements would have a certain amount of merit. Bu 
think the proper way to assess Polymer’s progress from its financial point 
view is essentially on a consolidated basis. You know that they have to m 
very intense international competition from some of the largest complexes 
the world such as Standard Oil of New Jersey, Royal Dutch Shell, and so 
Mr. O’KEEFE: I am anxious to go on record as being opposed to ou s 
firms coming in. Would there be a saving to the taxpayer if that system wé 
changed? 
The CHAIRMAN: You may assess what saving might be acquired. a 
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it really would depend on how you approach it. 
é ent in such an arrangement would be one of com- 
ing an audit conducted by private firms as opposed to an audit conducted by 


3 Mr. O’KEEFE: So there would be no saving? 
Mr. HEenpEr 
treasury. I have not 


early in the new year. Therefore, I am very hopeful that the problems we have 
discussed here together in the past are going to be behind us very soon, and 
that I shall now have a staff adequate to meet the job. 


-The CHAIRMAN: I wonder if it would be possible for Mr. Henderson to 
refer the clerk to the particular reference in the Senate committee reports, so 
that it meets Mr. O’Keefe’s point, and that the committee might agree that it 
be included as part of our proceedings, so that it would be on record for the 
purpose? Would you agree? 

Mr. O’KEEFE: Yes, I would. 

_ Mr. HENDERSON: All right, I shall obtain it for you. 


; Mr. Rock: Mr. Francis and Mr. O’Keefe have already gone on record as 
being against the hiring of outside auditors without getting a full picture of the 
Situation in principle. Even so they are on record. But it is easy to go on record 


a little saving? 
] Mr. O’KEEFE: Thank you very much. 


Mr. Rock: Does this mean that even if you have your own men and send 
them over there every year, and bring them back, it would be a saving, or would 
you have to retain your men in Europe, and find homes so that they might live 
a ere? They might even receive an extra bonus, such as other people do when 
they go overseas. 


ation. The Auditor General does not, as a matter of practice, and out of 
urtesy and deference to his professional colleagues in the private sector, do 
€)job which I would like to see him do in respect of the corporations which 
10t use his service, but do use the services of private auditors. Thank you 
© your courtesy. 


Without getting all the facts. Would Mr. Henderson not say that there may be © 
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Mr. Rock: This is your opinion, but I do not see much reason for the syste se 7 
presently being used. I do not think in effect we would ever save any money 
according to Mr. O’Keefe’s proposition. And I think that the proof is submitted 
here. I will go along with the way it is being done right now. ij 

The CHAIRMAN: Gentlemen, may we perhaps close off the discussion now. 
without inhibiting a discussion again after we have had an opportunity to read 
what Mr. Henderson has said. I was very interested in the situations he has 
brought up, namely, that the Auditor General do it alone, or the Auditor Gen- 
eral’s office do it in joint combination or co-operation with members of the 
private sector; or that it be done by the private sector alone. These are the 
three choices set out. Perhaps after we have had a chance to read it carefully, 
it would be open to discussion at our next meeting with such additional informa- 
tion which Mr. Henderson will get for us as to the cost to the country. , 

Mr. Wrncu: Can we be sure of getting the transcript for the next meeting? 

The CHAIRMAN: Let us say that even if the transcript is not available, we 
might have copies run off for members of the committee. 

Mr. HENDERSON: You mean copies of the Senate figures? 


The CHAIRMAN: Yes. 
Mr. HENDERSON: Yes. Unfortunately I did not bring them to the meeting. 
But they are available in the Senate reports. A question was asked and an answer 
was tabled giving the names of the firms and the fees paid in respect of the 
audits. 4 
Mr. Wincu: Could we not have photostats run off of your brief for me 
bers of the committee, in case we cannot get the transcript before the next 
meeting? K 
The CHAIRMAN: Yes, I think so. When copies are made available to us, they 
will be made available to you. - 
Mr. HENDERSON: You mean concerning the arrangements in other common 
wealth countries? a 
The CHAIRMAN: Yes. They will be made available as well. Now, let us turn 
to paragraph 135, which has to do with the first of the crown corporations. _ 


135. Atomic Energy of Canada Limited. This company was incorpo- 
rated in 1952 under the Companies Act, 1934 pursuant to the authority 
contained in the Atomic Energy Control Act, R.S., c.11, to carry out 
research and development in nuclear power technology and allied fields 
and to promote uses of atomic energy. 

The head office of the company is in Ottawa. Nuclear reactors and 
major research and development laboratories are maintained at Chalk 
River, Ontario. A commercial products division, located in Ottawa, is 
responsible for the sale of beam therapy units, radio-active isotopes ana 
other allied products. A nuclear power plant division is situated in Toronta 
and has responsibility for the administration, design, engineering ane 


) 


eA 


procurement services for the Douglas Point nuclear power station locat 
on the shore of Lake Huron. In addition, this division co-ordinates all 
research and development contracts which the company places 
Canadian industry. At the year-end there were 162 of these contracts 
placed with 33 firms. “1a 

A nuclear power demonstration plant at Rolphton, Ontario, W 
completed and put into operation during the year. This plant was bui. 
a joint project of Atomic Energy of Canada Limited, the Hydro-Ele 
Power Commission of Ontario and Canadian General Electric Com 
Limited, and was built to demonstrate the Canadian type of n 
power reactor. The crown company’s share of the costs of this projec 


te 
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amounted to $25,537,000. This includes $724,000 spent on a design con- 


cept which was not used for the reactor, as constructed, and consequently | 


the company’s share of the plant is recorded in its accounts at a cost 
of $24,813,000. 


At the year-end the company had under construction a nuclear research us 


establishment in the Whiteshell area, near Winnipeg, and a nuclear power 


station at Douglas Point. The cost of the research establishment — 


($8,693,000) is being financed by parliamentary appropriations and the 
cost of the power station ($19,811,000) by government of Canada loans. 


The crown’s equity in the company at March 31, 1963 totalled 


$55,336,000, comprising: loans for housing, $5,667,000; loans for con- 
struction of Douglas Point generating station, $19,281,000; capital stock, 


$54,000,000; and retained earnings, $1,627,000—less the depreciated value 


of the N.R.U. reactor ( $25,239,000) which was written off during the year, 
as authorized by the Special Appropriation Act, 1963 (Atomic Energy 
Vote 16). 
A comparative summary of income and expense for the past two 
years follows: 
Year ended March 31 


Research Program—Operating 1963 1962 
Expense— 
esearch and development +0)... 000 05. Cee $ 8,792,000 $ 8,456,000 
Operation of research facilities ............... 1,795,000 1,597,000 
Maetneering Peervices twit Wie ey oa) UN uate 3,870,000 3,770,000 
Engineering design and applied development .. 1,497,000 1,393,000 
Nueleairmpow ers plan ty 2.f ocak ei: long cee 9,125,000 7,060,000 
POMUUMISHRAGOTIIN EMU wena Whi 10k OL Vasa 3,159,000 3,011,000 
OCS, Re SANA MIM ane OR ACR AERA CR AR 2 (08 2,289,000 1,886,000 


30,527,000 27,173,000 
Income: Gross income from housing, hospital, 


EME MSBOL UA LIONEL: tivities ) Lichen ala ty to Uneeeae 1,896,000 1,438,000 
Excess of expense over income ........... 02.) $28,631,000: $25,735,000 | 
Provided for by: 

Ratlamentary \appropriation). .\4u).)¢. 0 week $28,646,000 $25,756,000 
Less: Unexpended balance refundable to the 
SOVELOIMEIimOle CanaGantcutenis aati en alates 15,000 21,000 


$28,631,000 $25,735,000 


Ss 


Research Program—Capital 
Expense: Construction of buildings and acquisition 


Cipociipment jis er ek beat Nie Sen es SSR $ 9,349,000  $ 9,223,000 
Provided for by: 
Parliamentary appropriation’... i... ...c<8nd bocen $ 8,431,000 $ 8,198,000 
vera Med VCarnini ess is :cis auc sophie in Be heals ee 918,000 1,025,000 
$ 9,349,000 $ 9,223,000 


Commercial Operations 


Income— 
SCS A AAD gD ay ORM Ran AR ARRAS: $ 3,803,000 $ 3,878,000 
BERN ELC fre fain i Ws oc Wen rt a ORIG ee kt ern 159,000: 196,000 


3,962,000 4,074,000 


-_ 
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Year ended March 31 
Commereiial Operation (Concluded) 1963 1962 
Expense— ae 
Cost of sales, (GUGs. ia cite aise ae eee ae eirtatas ese 1,858,000 2,178,000 — 
Research and development ............-++---- 652,000 444,000 — 
DLT Neches wile way acd ot Se ae wall gues nar te are 863,000 760,000 — 
UNORTVEELI STR ALI Osh asm clone cuciete ca cals CoLoven eer ear telletan of tes 373,000 374,000 — 


3,746,000 3,756,000 


Excess of income over expense, credited to re- a 
PCC MOABLMEIS 0 ce arstc cc eteds ne any ther a © Tenis intel eaten $ 216,000 $ 318,000 


The sale of materials irradiated in the N.R.U. reactor and the related 
costs are subject to a classified international agreement and are, there-_ 
fore, not refiected in the above summary. 4 

The rise of $3,354,000 during 1962-63 in research operating expenses 
was largely due to increases in: salaries and wages, including welfare 
benefits, $766,000; materials and supplies, $1,221,000; professional and 
special services, $1,553,000; less a decrease of $897,000 in contractual 
expenditures. The increase in salaries and wages resulted from an increase 
in the number of personnel employed, together with increased remunera- 
tion granted under union contracts. The commissioning and putting into 
operation of the nuclear power demonstration plant at Rolphton neces= 
sitated materials and supplies not heretofore required, plus additional 
professional and other services resulting in the marked increase in the 
cost of these items. In previous years one of the contractual expenditures 
of the research operating program was a “grant” of $215,000 to the 
company’s commercial products division. This policy was discontinued 
during 1962-63 and the decrease in expenditures under contracts is partly 
due to discontinuation of this “grant”, as well as to the termination of 
payments under contracts upon completion of the nuclear power 
demonstration plant. 

The annual parliamentary appropriations for the research operating 
program take into consideration credits for income arising from housi 
hospital, transportation, etc. On the other hand, income incidental to th 
operation of research facilities and profits on disposal of plant, property, 
etc., is credited to retained earnings account instead of to the annual ap- 
propriations for the research capital program. However, the compan 
supplements these appropriations by funds from retained earnings, 
the amounts of the appropriations take into consideration undertakings 
the part of the company to provide such funds. The balance of the retained 
earnings account at March 31, 1963 amounted to $1,627,000 and the com- 
pany has undertaken to supplement the appropriations for the research 
capital program by this amount over the next two years. 


Mr. HENDERSON: Would it be satisfactory if we could just deal with each 
one of them as we go through, beginning with this paragraph 135? ze: 

The CHarrMAN: Yes, and if any member has a question, he may ask 
when Mr. Henderson has completed what he has to say concerning the paragr 
in question. : 

Mr. HENDERSON: Here you see set out the background of what the cr 
corporation does, how it operates, the size of the crown’s equity, and the re 
of its operations. So on page 86 you will see it done on a comparative basis 
previous years, followed by an explanation as to the increase in expend 
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in which the operations are carried out is usually made at the conclusion of the 
_ commentary. And in the case of Atomic Energy of Canada Limited we do not 


have any remarks of that type to make here. Now, paragraph 136 which deals 
_ with Canadian Arsenals Limited: 


a 136. Canadian Arsenals Limited. This company was incorporated in 
a 1945 under the Companies Act, 1934, pursuant to authority contained in 
i the department of reconstruction act, 1944, c. 18. The main objects of 
the company are the operation, maintenance and supervision of arsenals 
and other plants for the production of military stores and equipment, 
including the maintenance of physical facilities and manufacturing skills 
so that the operations could be expanded on short notice. 

At the year-end the company, with its head office in Ottawa, was the 
custodian of nine crown-owned plants constructed at a cost in excess of 
$100 million. Eight of these plants were maintained in partially stand-by 
condition and one was idle. 

Funds totalling $392,000 were provided by the Department of Defence 
Production under authority of parliamentary appropriations and Governor 
General’s special warrants towards construction, improvements and 
equipment acquired by the company during 1962-63. Actual capital 
expenditures during the year amounted to $383,000 and the unexpended 
balance of $9,000 has been refunded. 

At March 31, 1963 the company’s operations were financed by 
advances of $1,150,000 from the Department of National Defence in 
respect of orders placed (reduced from $4,648,000 at March 31, 1962), 
advances of $2,250,000 from the Department of Defence Production 
revolving fund (reduced from $5,000,000 at March 31, 1962) and advances 
of $7,500,000 from the Minister of Finance for working capital (unchanged 
from March 31, 1962). 


The following is a comparative summary of the results of operations for the 
‘past two years: 
Ih 


4 Year ended March 31 
1963 1962 
i Income— 
W SALEM at Piya as othe asa cia a aes We atuke ais 4s had, aa a $16,975,000 $22,936,000 
f BMSCCMANRGOUSE oo. ssh ede eel ake a) eo ae ae 815,000 503,000 
i, —_—____. 
; 17,790,000 23,439,000 
i pL SEN hes 
ir Expense— 
“ Cost of sales, including indirect labour and other 
4 overhead expenses absorbed ................ 15,310,000 20,250,000 
q Indirect labour and other overhead expenses not : 
absorbeciiint cost. Of) Sales) toad ss. Means 5,863,000 5,318,000 
PUI StBALLVG/OXDCNSes (ast). s ares os dec uk te ad 818,000 911,000 
21,991,000 26,479,000 
Excess of expense over income .....se..secsecn $ 4,201,000 $ 3,040,000 


Except for a minor increase in 1961-62 over 1960-61, there has been 

a steady decline in sales over the past eight years, from $81 million for 

' the year ended March 31, 1955 to $17 million for the year ended March 
31, 1963. The reduced level of sales, coupled with the company’s obliga- 


tion to maintain the crown-owned plants in partial stand-by condition, 
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os hits rile ial — nina! 


has necessitated funds being appropriated by Parliament towards the 
cost of administration and operation of the company. During the year 
under review a total of $4,216,000 was provided by the Department of © 
Defence Production for this purpose through parliamentary appropria- — 
tions and Governor General’s special warrants. Since the excess of ex- 
pense over income for the year ended March 31, 1963 amounted to 
$4,201,000, a balance of $15,000 remained at the year-end and was re- 
funded in May 1963. | 
Indirect labour and overhead expenses for the year totalled $10,-— 
853,000 (compared with $11,238,000 for the previous year) of which 
$4,990,000 was included in cost of sales. It has been the company’s practice © 
to calculate this portion of overhead expenses on direct labour costs at 
rates which theoretically would have absorbed all overhead expenses if 
all plants had been operating on a normal one-shift basis. The extent to - 
which these rates were not sufficient to recover overhead costs, $5,863,000, — 
shown in the above table as indirect labour and other overhead expenses 
not absorbed in cost of sales, can be largely attributed to idle capacity of 
production facilities. ; 
Inventories of raw materials, work in process and finished goods 
were reduced by $5,027,000 or 48% from their level at March 31, 1962. 
The inventory reduction includes write-offs of $334,000, of which $32,000 
was for products rejected in the previous year. 
Reference was made in last year’s Report to the fact that a firm of 


management consultants, engaged in November 1960 by the ton of thal 


@ —e" > -_ —_ 


h 


of Defence Production to undertake a study of the organization of the 

company, the efficiency and cost of its manufacturing operations and 
other aspects of its activities, had submitted its report and that this was 
under review by the management. During the year under review a num- 
ber of the recommendations made by the consultants were implemented, 
while others were still under study. 


The same practice is followed here. On page 88 you see a comparative sum- 
mary of the results of operations for the past two years, and then the explanation 
follows as to the reason for the increase or change in the various income and 
expenditure categories. You will notice reference at the conclusion here to a 
firm of management consultants which has been engaged in November, 1960, 
by the Department of Defence Production to undertake a study of the organiza-_ 
tion of the company, the efficiency and costs of its manufacturing operations 
and other aspects of its activities. It has submitted its report which is under 
review by management. We take an interest in these studies as we must, becaus e 
the facts disclosed by them often are reflected in the operations which we audit, 
and the changes that they are proposing to employ might affect the delicate 
balance of the system of internal financial control. This is of great importance 
to us in our audit program as you know. 


Now, paragraph 137: 
137. Canadian Broadcasting Corporation. The Canadian Broadcasting © 
Corporation, established by the Canadian broadcasting corporation act, 
1936, c. 24, superseded by the Broadcasting Act, 1958, c. 22, operates the 
national television and radio broadcasting services and also administers 
an international shortwave service on behalf of the government ot 
Canada. The head office of the corporation is in Ottawa, with regional 
offices in St. John’s, Halifax, Montreal, Ottawa, Toronto, Winnipeg and | 
Vancouver and an engineering headquarters in Montreal. ‘ 
The Corporation derives its funds for operating requirements i 
excess of advertising revenue and also funds for its capital requirements 
from grants provided through parliamentary appropriations. 
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At March 31, 1963 the crown’s equity in the corporation amounted 


to $42,798,000, an increase of 


at the close of the preceding year. 


$1,772,000 over the equity of $41,026,000 


The following is a comparative summary of the results of operations 


for the last two financial years: 


Year ended March 31 


1963 1962 
Expense— 
Cost of production and distribution 
Pos OeDEOgT anise. hater peyt oh al 2 ee $70,005,000 $63,361,000 
Bich works distribution’. 2. aw wc 0 uh re ea 10,146,000 10,062,000 
Sia uongiransmiission, asides. fa. ok ee 4,030,000 3,893,000 
Payments to private stations .................. 4,335,000 4,851,000 
Commissions to agencies and HLCUWOr ks ape 3,872,000 4,620,000 
92,388,000 91,787,000 
Operational supervision and SELVICCSM ita hone 8,427,000 8,843,000 
Selling and general AGMAUINSEEAR OND ae sues 7,269,000 6,968,000 
Emergency Broadcasting t= lata ok: ta) ates 282,000 13,000 
Total expense (including depreciation) ........ 108,366,000 107,611,000 
Income— 
Boe MeGUSt er eventcl <7 Wwilcl nae be a) eee 31,403,000 33,320,000 
eimexDeHccwmar Seo ein Wal na | ade $76,963,000 $74,291,000 


The “grant in respect of the net operating amount required to dis- 


charge the responsibilities 


of the national broadcasting service’, 


$72,655,000, comprising net expense of $76,963,000 shown above, less 
depreciation of $4,308,000 charged for cost ascertainment purposes, was 
provided by parliamentary appropriations to the extent of $61,661,000 
and by Governor General’s special warrants to the extent of $11,583,000. 


The unexpended portion 
General in May 1963. 


of $589,000 was refunded to the Receiver 


The net expense for the year under review increased by $2,672,000 


i 


- 21500—23 
ei 
for. 


iy 


over the net expense for the preceding year, $1,917,000 of the increase 
being attributable to decreased advertising revenue and $755,000 to in- 
creased expense. Continuing competition from independent television 
stations and increased competition from a private television network were 
the main reasons for the decrease in advertising revenue. An increase of 
$2,362,000 in salaries and wages, which more than accounted for the 
overall increase in expense, was mainly due to salary increases required 
by collective bargaining agreements. An increase in the number of 
employees during the first four months of the fiscal year was more than 
offset by subsequent reductions and at March 31, 1963 the corporation 
had 179 fewer employees than at the end of the preceding year. 

The following inventory balances at March 31, 1963 are compared 
with the corresponding balances at March af, 1962: 


March 31 

1963 1962 Increase 

Engineering and production supplies ..$ 1,646,000 $ 1,569,000 $ 77,000 
Programs completed and in process of 

RE EOCMUCEION AN: «Nathanael ee 3,589,000 3,341,000 248,000 

Beretta TIPDES os. ip ace cae 1,705,000 1,514,000 191,000 

Bepaid. eSeript Lights: 2 ).5 56 da tio ake ae 172,000 143,000 29,000 

$ 7,112,000 $ 6,567,000 $ 545,000. 
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The bulk of the inventory of programs completed and in process 
of production continued to be in Toronto and Montreal, for the English 
and French networks respectively, and included programs recorded in 
advance of broadcast on videotape ($2,277,000) and film ($1,176,000). 
Of the $1,705,000 of prepaid film rights, $1,363,000 or 80% was in the 
Quebec region, where the limited supply of French language film avail- 
able in Canada necessitated the acquisition of rights in advance of 
normal requirements. } 

The inventory balances shown in the above tabulation are after. 
giving effect to the following write-offs: 
Programs completed and in process of production abandoned and 

cancelled because of performer or technical deficiencies or y 
changes in Programming. 2... 22... seen cece et ee ee nes snes ms $ 115,008 


Film rights expired and not telecast because of changes in program- 4 
ming or unsuitable because of program content ..........+.++++- 73,000 
Script rights expired or unsuitable ............eeed eee ee eee 64,000 
Engineering and production supplies unusable and obsolete .... 3,000 
$ 255,000 


The comparable write-offs in the previous year totalled $1,159,000 which 
included $701,000 of stationery, technical and production supplies on 
hand and which were charged directly as expense at March 31, 1962 in 
keeping with the corporation’s decision to charge these classes of supplies 
as expense when purchased rather than when used, as had been the 
previous practice. . 
The capital requirements of the corporation, amounting to $6,600,000, 
were provided to the extent of $6,050,000 by parliamentary appropria- 
tions and $550,000 by Governor General’s special warrant. With capital 
expenditure during the year amounting to $6,390,000 the unexpended bal- 
ance of $210,000 was refunded to the Receiver General in May, 1963. — 
During the last four years, $3,802,000 was spent in connection with 
the consolidation of facilities in Toronto, Montreal and Ottawa. A note to 
the financial statements at March 31, 1963 sets out that the present e st 
mate of the cost of consolidation of facilities at these locations would b 
$83,058,000 of which, subject to the provision by parliament of ann 
appropriations for the purpose, $1,597,000 would be expended during 
year ending March 31, 1964 and the balance during the four years endi 
March 31, 1968. ; 
In the reports for the past two years we drew attention to a recom- 
mendation contained in our report to the board of directors for the ys 
ended March 31, 1960 that a useful purpose might be served by havi 
the corporation’s organizational structure in terms of its present 
complexity and cost made the subject of a study by independent mana 
ment consultants working in co-operation with the audit office. AX 
along these lines was made by the Royal Commission on Govern 
Organization, and the results were contained in report 19, volume 4 
reports released on April 17, 1963. The commissioners stated that, wh 
they had not undertaken the detailed investigation and appraisal wh 
may have been contemplated, their report was proposing guid 
and criteria which, subject to government decisions on policy, she 
permit the corporation to adjust its internal organization and operat 
to management and performance needs. Several of thé commissio 
comments, particularly those relating to financial administration 
with matters which had been the subject of critical comment in o 
report, and we found that a number of these matters had, in the m 
time, been remedied. These comments made by the commissioners © 
been reviewed with the president and senior officers of the corpor 
who have stated that further remedial action would be undertaken. 


4 
bl 5 
«& 
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Now, paragraph 138: 


138. Canadian Commercial Corporation. This corporation, which was 
established in 1946 under the Canadian Commercial Corporation Act, 
now R.S., c. 35, provides procurement services in Canada for the govern- 
ments of other countries and for international organizations. The corpora- 
tion’s main customer is the United States government, although a con- 
siderable volume of purchasing of Canadian-made goods is carried out 
on behalf of the Department of External Affairs’ external aid office for 
Colombo plan projects. Some $153 million of suppliers’ invoices were 
processed by the Corporation on behalf of its customers, during the year 
under review, in comparison with $107 million in the preceding year. 

At the year-end the equity of the government of Canada in the cor- 
poration was $9,899,177 represented by a $9.5 million working capital 
advance and an accumulated surplus of $399,177. 

The corporation’s operating budget for 1963-64 estimates a loss of 
$390,000; therefore, it is assumed that by the end of the 1963-64 fiscal 
year the surplus will be almost depleted. A board of directors’ minute of 
March 19, 1963, noted that the operating deficit for the financial year 
1964-65 should be covered by a Department of Defence Production vote 
and that the department will be asked to provide an amount for this 
purpose in its estimates for that year. 

The following is a comparative summary of the operations of the cor- 
poration for the past two years: 


Year ended March 31 


1963 1962 
Expense— 
Salaries and: living expenses 2.0: .)...2 0202.40. $ 381,000 $ 331,000 
CLG Oy GBR) SR CITC et RRO, RR eR AE RAE KTR S 110,000 87,000 
491,000 418,000 
Income— 
POC RASe TSUTCHAT Pes | 22) Ma OE RMN lin Wea 127,000 108,000 
MECHSE SEALUEL. Msc ke a dete oho hee NG 119,000 66,000 
Ewch MOC SATIN AR RLN) Gis Vash fates hs ete Get es Cte eee 8,000 62,000 
OT eT CONG he Rik og resin ld yoo deals Bon oe a 1,000 6,000 
255,000 242,000 
Oy GSS 5 AR SOR Bn ie en SUaOAeRa ie pan AL Oh $ 236,000 $ 176,000 


The increase in salaries and living expenses was due to the cost of addi- 
tional staff required to process the increased volume of business and to 
a general salary increase retroactive to October 1, 1961. The increase 
in interest resulted from an increase in funds ewailable for short-term 
investment while the decrease in exchange gain resulted from the 
fact that in the previous year a substantial gain resulted from the sale 
of United States funds. 

In last year’s report it was noted that the Department of Defence 
Production had been providing purchasing and accounting services free 
of charge to the corporation since 1951. This arrangement was continued 


m. etiys 2 PV 2 AS Wi Rieter coed Nip 
L wieh oe ae ™ s Mae \ i wats as i 
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which is reaching the conclusion of its activities as it collects the final balan 
due from the sale of its ships. Be 


That is a fairly straightforward operation, I think. 
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in the year under review. In addition, as a result of a reorganization | 
during the year for the purpose of improving the services rendered 
on export contracts, 31 engineers and purchasing officers were loaned 
to the company without charge by the Department of Defence Production — 
and Defence Construction (1951) Limited. 


Now paragraph 139: 


139. Canadian National (West Indies) Steamships, Limited. The 
active operations of this company ceased in 1958 on the sale of its fleet 
of eight vessels to Cuban interests, and its activities are now confined 
to the winding-up of its affairs. The head office of the company is ing 
Ottawa and its residual functions are being performed by staff of the 
Canadian Maritime Commission. , 

During the year, by supplementary letters patent, 16,390 of the 
company’s 16,400 outstanding shares were cancelled. Paid-up capital 
represented by the cancelled stock amounted to $1,599,000. Payments 
to the government of Canada, by the transfer of the Minister of Fi- 
nance of $725,000 on deposit with the Receiver General and a remittan 
of $550,000, reduced the undistributed capital to $324,000 at December 
31, 1962. ; 

The sum of $60,000 was received in war claims during the yea 3: 
and $42,000 of interest was earned on deposits and agreements of sale. 
Expenditures, comprising settlement of claims and legal expenses with 
respect to these claims, amounted to $5,000. 

The crown’s equity in the company at December 31, 1962 amounted 
to $468,000 represented by the following: ; 


NASIR ar oie nisin, Oe hala "eats say auetbes et htun’ aod toe Tore Agen? « vole feletota teh Cele Aaaeas 
Balance due under agreement of sale of vessels including accrued 
TPE OSES sien ores oie as Ota ousiao Os Neleene ea bbel shadeke Tare ieuotetsts yeke Reh none tad eke 


Less: Matured bonds, unclaimed ......-.....ccseseeseeececcees 


An outstanding claim of $59,000, filed with the War Claims Com- 
mission in respect of a loss due to enemy action, was not recorded 
the balance sheet of the company as a receivable at the year-end since 
the amount of any further recovery is dependent on the adequacy of the 
war claims fund. On the other hand, no provision was made for a pos- 
sible liability, estimated at approximately $50,000, in respect of legal 
claims filed or pending for damages resulting from the company’s oper- 
ations in past years. { 


This deals with the Canadian National (West Indies) Steamships, Limite 


Now, paragraph 140: 
140. Canadian Overseas Telecommunication Corporation. The objects 

of this corporation, established in 1949 by the Canadian Overseas Te 
communication Corporation Act, now R.S., c. 42, are: to establish, main- 
tain and operate external telecommunication services for the cond 
of public communications; to carry on the business of public co 
munications; to improve the efficiency of telecommunication servi 
generally; and to co-ordinate Canada’s external telecommunicat: 
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services with those of other parts of the commonwealth. To these ends 
the corporation, in 1950, acquired the external telecommunication 
facilities in Canada of Cable and Wireless Limited and Canadian Marconi 
Company Limited. The acquisition of these facilities provided cable and 
radio-telegraph circuits between Canada, Britain, Australia, New Zea- 
land, New York and St. Pierre and Miquelon, and radio-telphone 
services with Britain and the West Indies. The more recent of many 
major subsequent developments include the following: the bringing 
into service in January 1963 of the cable system between Canada, 
Greenland and Iceland, with extensions to Britain and Europe; the 
acquisition of the right of use of an appropriate number of circuits in 
a cable between the United States and Jamaica and an extension to 
Montreal to provide service between Canada and Jamaica, beginning 
in February 1963; and the joint agreement with Britain, Australia and 
New Zealand to construct the Commonwealth Pacific Cable System 
between Canada and Australia and New Zealand which is to be brought 
into service in December 1963. 

The equity of the crown in the corporation amounted to $56,947,000 
at March 31, 1963, an increase of $13,411,000 over the equity at the end 
of the previous year, and comprised $49,321,000 of advances for capital 
purposes and $7,626,000 of accumulated surplus. 

Loans to finance, in part, the capital requirements of the corporation 
are provided by parliamentary appropriations. Capital additions during 
the year amounted to $17,781,000 towards which $13,000,000 was 
advanced by the crown and $4,781,000 was provided out of accumulated 
earnings. At March 31, 1963 the estimated cost of completing approved 
capital projects was approximately $23,400,000 of which $14,400,000 
related to the year ending March 31, 1964. 

The following is a summary of the income and expense of the cor- 
poration for the last two years: 


Year ended March 31 
1963 1962 


Income— 
Telephone, telegraph, telex, circuit rentals, etc. .$12,321,000 $ 9,484,000 


Expense— 


Salaries, wages and employee benefits .......... 2,591,000 2,304,000 
MVC DECCLATMION crane eifcees Mecie Syed Ais Rie tateae Meee 2,376,000 1,709,000 
Vena We OLECIFCUITS melCH me rninn sia. coite ieee kin oe 1,377,000 1,135,000 
TALC ECS Uae trsne rest aca ne uaa Ata PS SNE AL Id Clo. okt ne a ge Oe 1,339,000 921,000 
Operation, maintenance and _ repairs—buildings, 

plantwand MeCQUIDMEN sas cetykree ke ee ee ee 1,051,000 789,000 
COOLEY cr st ares eintet's le saeeReh tit sal ila & Sasa siaea wen RA LR 517,000 373,000 


9,251,000 7,231,000 
Less: Estimated amount recoverable from Com- 
LOO ONY SeMday INOMVKOS Saonoauognodoones Gun 66 odd 1,025,000 1,164,000 


8,226,000 6,067,000 


4,095,000 3,417,000 


Deduct: Cost of additional pension benefits ........ 116,000 94,000 
3,979,000 3,323,000 


EOE Deronres Income. taxi 2.5. (Merck os nance 
OCUMCt UIC OMG + LAX shai tie cao. Ae ial IE ne 


BRO LONER. Ny Crs oc ole ancie nlc an Sider Raeiolhias Geforce $ 2,008,000 $ 1,665,000 


1,971,000 1,658,000 


- Yar. - ) iar) Pe A os re We P ths =_ ow se ~ , 
: pa ee MESHES eh a TPR IE Nn ne 
: } ‘ 
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Income increased by $2,837,000 or approximately 30% over tha’ 
of the previous year, the same percentage of increase as was recorded 
last year. The increase for the year under review is largely the resul 
of greater revenue from circuit rentals, although revenue realized from > 
telegraph, telephone and telex services also increased substantially. 

The $1,040,000 of cash and investments which was formerly held 
in trust for actuarial deficiencies in pension funds for employees partici- 
pating in pension plans of a predecessor company was distributed during 
the year. Following payment of $499,000 into the pension fund of the 
predecessor company in respect of former employees who are in receipt 
of pensions and those employees who elected to continue under the. 
predecessor company’s pension plan, the balance of $541,000 was trans- 
ferred to the public service superannuation account of the government 0 
Canada, in accordance with the regulations respecting the transfer of 
pensions of employees of the Canadian Overseas Telecommunication | 
Corporation as set forth in order in council P.C. 1961-1556 of October 
26, 1961. 


This deals with Canadian Overseas Telecommunication Corporation 
operating out of Montreal, and as you will see, it is a profitable operation. I 
is well run, and we have seldom had occasion to criticize any of its operatio 


Now, paragraph 141: 
141. Canadian Patents and Development Limited. Section 17 of the 
Research Council Act, R.S., c. 239, provdes for the incorporation of one 
or more companies by the national research council for the purpose of 
exercising certain of the powers conferred upon the council. Under this 
authority Canadian Patents and Development Limited was incorporated 
in 1947 under the Companies Act, 1934, for the purpose of making avail- 
able to industry, through licensing arrangements, the inventions and 
new processes developed by the council. The services of the company, 
which is located in Ottawa, are available to government departments, 
publicly supported institutions and universities. é 
The following summary shows the results of the company’s opera-= 
tions for the year ended March 31, 1963 compared with the preceding 


year: 

Year ended March 31 

1963 1962 

Income— Z 
Royalties, licensing fees, etc. ...........0.e00s $ 554,000 $ 277,000 
Less: Costs of licensing rights and related . 
technical assistance, ete. ....+...-.--.- 63,000 12,00€ 
491,000 265,000 
CPE OIE 22 5 onc cS iss Os oo nice ae eee 24,000 14,000 
515,000 279,000 

Expense— E 
aamiCsee Ry foo ott. aaa kt nate eek eee 29,000 27,000 
Services provided by National Research Council.. 36,000 30,000 
Patent attorneys’ fees and other patent expense.. 55,000 33,000 
Beards sto aventors *-. chevasce ses Coes ease aete 19,000 14,00 


OtTHer Sex DEHSeS* oi b.cca's bv es nse ela eieceiape ees Gee aw 10,000 33,000 
149,000 137,00 


Net profit for the year ....... seieiee hatin tocteeten ane, $ 366,000 $ 142,00 
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The net profit of $366,000 for the year resulted in a corresponding 
increase in the crown’s equity in the company which, at March 31, 1963, 
was $820,000, comprising capital stock of $296,000 and surplus of 


When approving the company’s 1962-63 operating budget, the Min- 
ister of Finance, while recognizing the value of grants to persons carry- 
ing out applied research at universities in fields from which the company 
had or might derive patent rights, expressed the opinion that for 1962-63 
and future years “more emphasis should be placed on the development 
of products and techniques that the company is already in a position to 
lease on a royalty basis to private industry’. As a result, during the year 
under review no grants were made for the carrying out of applied 
research at universities. However, the company initiated a program 
of assistance to Canadian industry in establishing new processes and 
at March 31, 1963 there were outstanding commitments of approximately 
$32,000 in connection with this program. 


basis to private industry. As a result, during the year under review, no grants 
Were made for the carrying out of applied research at universities. 


Now, paragraph 142: 


142. Cornwall International Bridge Company Limited. This company 
q Was incorporated in 1949 under the Companies Act, 1934, by private 
j shareholders, for the purpose of operating a toll highway over the 
h St. Lawrence River between Cornwall, Ontario, and Rooseveltown, New 
4 York, on railway bridges leased from two railway companies. These 
a railway bridges were acquired by The St. Lawrence Seaway Authority 
and the Saint Lawrence Seaway Development Corporation (a wholly- 
owned United States corporation) in connection with the construction 
of the seaway. In 1957, all of the outstanding stock of the bridge com- 
pany was purchased jointly by the seaway entities for $480,000, of 
which $200,000 was paid by the authority. 

This international bridge system now uses new facilities con- 
structed by the seaway entities. The low-level railway bridges were 
replaced by a high-level south channel span in 1958 and by a high- 
level north channel span in 1962. 

In June 1962, the seaway entities agreed to discontinue the operation 
of the toll bridge by the bridge company and to assign the operating: 
responsibility to a wholly-owned subsidiary of the authority to be in-: 
corporated under section 24A of the St. Lawrence Seaway Authority 
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This covers the operations of the Cornwall International Bridge Company 
Limited. This is operated jointly by the St. Lawrence Seaway Authority and 
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Act. On July 3, 1962, pending incorporation of the subsidiary, the bridge 
division of the authority took over the operation of the bridge system 
and on January 1, 1963 The Seaway International Bridge Corporation, 
Ltd. took over operations on the same terms as were in effect for the 
Cornwall International Bridge Company Limited which is now in the 
process of winding up its affairs. 

By agreement between the seaway entities the annual revenues of 
the company have been applied in the following order of priority: 
(i) in payment of all operating, administrative and general expenses 

of the bridge company; 
(ii) in amortization of the costs of constructing the North Channel bridge — 

by the Authority, plus interest, over a period of fifty years; and 
(iii) the balance distributed on a fifty-fifty basis between the Authority 

and the Corporation. 

A summary of the operations of the company for its past two finan- 
cial years follows: 


ll i a a tal wd 


Year ended September 30 


1962 1961 
Income— ; 
WTA ee LOUIS Hi aio 0th, sicre ys w was punta acer Boon, g'o sh wre enema $ 210,000 $ 348,000 
CCT ee is eats one shale wisaieelevelote ote smrehers 2,000 3,000 | 
212,000 351,000 
Expense— 
Golaries and WARES ... cscs ccc n ated veerecescrece 36,000 49,000 — 
Maintenance and repairs ......- eee e eee eee eres 31,000 , 
Rental of toll collection machines ..........---- 10,000 
PAVOTESING ysis nadine Soda bdin ee eee cease O18 Fis sie 25,000 
TTC TMP IER NS ei rik GWE elena ie ie lace eee ain! siailey Mis .euals: e(ere moral 4 35,000 
137,000 
Provision for amortization of cost of North Channel 
bridge owned by The St. Lawrence Seaway 
DAT RE OTLEY iio wigan e's s)a:catiese'a Saks sia: eae e sainpn ig @ 9)S2) #uahe 75,000 
212,000 


Fee for management, use of right-of-way over 
bridges, etc., payable to The St. Lawrence Seaway 
Authority (50% in trust for the Saint Lawrence 
Seaway Development Gorporation)e aceite te — 


As the company ceased operations on July 2, 1962 the figures show ¥ 
for the year ended September 30, 1962 cover an operating period of only 
nine months, in comparison with a full period of twelve months in the 
previous year. 

Prior to or in the course of the winding up process, the company 
disposed of land, buildings and equipment at a loss of $10,000 and made 
provision in the accounts for a loss of $52,000 expected to be realized 
from the proposed conveyance to municipalities of title to a bridge and 
roads. } 

After giving effect to these adjustments, which involved charges to 
surplus account, the shareholders’ equity in the company at September 
30, 1962 amounted to $48,000, comprising $50,000 of capital stock less a 


deficit of $2,000. 
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paragraph. 
Now, paragraph 143: 

143. Crown Assets Disposal Corporation. In 1944 the Surplus Crown 
Assets Act established the war assets corporation, which, by a 1949 
amendment to the act, became the Crown Assets Disposal Corporation. 
With certain specified exceptions, the corporation is responsible for the 
disposal of the surplus assets of all government departments and most 
of the crown corporations and agencies. Also, the corporation has entered 
into agreements with Britain and the United States whereby it disposes 
of surplus property of these countries located in Canada. The Corpora- 
tion’s head office is located in Ottawa and sales offices are maintained 
in a number of other cities throughout Canada. 

As in the preceding year, the corporation was ‘authorized by the 
governor in council to retain 4% of the net proceeds of sales and other 
moneys received from sales of lands and buildings, and 10% of the net 
proceeds of all other sales, to meet its administrative and other expenses. 
A summary of the income and expense of the corporation for the year 
ended March 31, 1963, together with the comparable figures for the 
previous year, follows: 


Year ended March 31 
1963 1962 
Income— 
Percentage of net proceeds of sales made and of 
ether gneome earned; etc. ..... 6.5002. $ 755,000 $ 955,000 
Expense— 
SOL2G SS be as. Soe ake See a anit ee eT pnl. i ' 450,000 427,000 
Employees’ welfare benefits .................... 44.000 44.000 
bans see ss aha hafta e Nonstcas lst sie Shs 53,000 51,000 
Telephone, telegrams and DOStage’® juno ek Sec ee 27,000 28,000 
Printing, stationery and office supplies .......... 22,000 26,000 
LE Aya re ce al Og eee ki eS 14,000 12,000 
PeeREeXDCNSE Se oo vl to ot Oo RS eee 10,000 12,000 
620,000 600,000 
Excess of income over expense .................. $ 135,000 $ 355,000 


The $200,000 decrease in income is largely explained by the fact 
that during the previous year there were several exceptional sales at 
substantial prices—to which reference is made below—from which the 
corporation derived considerable income through the retention of the 
usual percentage of net proceeds of sales. 

The $23,000 increase in salaries was due to adjustments in the 
salaries of certain employees commensurate with increases granted 
to comparable classes in the civil service. There were 99 employees at 
March 31, 1963, the same number as at the close of the preceding year. 

Pursuant to section 81 of the Financial Administration Act, the 
corporation was directed to pay to the Receiver General, as of March 
31, 1959, and from time to time thereafter but at intervals of not 
longer than six months, all of its surplus in excess of $100,000. The 
$135,000 excess of income over expense for the year under review was, 


i A 
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down the basis of its operations during the year compared with the previous 
year. 
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in consequence, paid to the Receiver General, leaving the surplus bal- — 
ance unchanged at $100,000. ' > 

The equity of the Crown at March 31, 1963 in the Corporation’s | 
agency account was $5,884,000, compared with $7,242,000 at the end | 
of the preceding year, and was largely represented by amounts re- 
ceivable under long-term interest-bearing sales agreements totalling © 
$5,764,000. = 

The transactions in the agency account during the year ended — 
March 31, 1963, compared with the previous year, are summarized as — 
follows: ‘a 


Year ended March 31 

1963 1962 
Proceeds from sales, etc. i 
Government wot vCaNAdA civil stale silo’ wteieslotats ole mere $ 7,790,000 $12,355,000 © 
OOTREP A DEINCIBAIS |i. oleh veri oie 9 be neline mip winnie 823,000 631,000 — 
TE TOSE MCATIVEC teil giasais ei cie ele ele irie Tete loncudieceie §: geil epereierets 268,000 243,000 — 


8,881,000 13,229,000 - 
Less: Direct costs relating to sales .............--- 29,000 39,000 


8,852,000 13,190,000 _ 


Deduct: 
Percentage of net proceeds from sales, etc., ae 
retained by the Corporation .........-++++e+ee- 755,000 955,000 
Remittances to Receiver General of Canada .... 8,715,000 9,355,000 
GSS LOITOLTOVICES | 5 habs sik e\ctalwera aie fy Bok ae eis ine 745,000 556,000 


10,215,000 10,866,000 


Increase (decrease) in equity: 
Government’ of Canada ©........-ccsseccesrccnns ( 1,358,000) 2,313,000 
PE ete crests oS dias Lic pb hb alee eltid eae SE See Mia ( 5,000) 11,000 


($1,363,000) $ 2,324,000 


During the year ended March 31, 1962, as previously mentioned, there 
were several exceptional sales of surplus assets at substantial prices. 
These sales included the former gun plant at Longueuil, $1,400,000, 
and a former R.C.A.F. station at Lachine, $2,300,000. The absence of such 
exceptional sales during the year under review accounts for a substantial 
part of the decrease of $4,565,000 in proceeds from sales on behalf of t 1e 
government of Canada. 4 
We examined this corporation in 1961. And here again you will find set 
Now paragraph 144: es 

144. Defence Construction (1951) Limited. This crown-ownt 
agency was incorporated in 1951 under the Companies Act, 1934, p 
suant to the authority in section 7 of the Defence Production Act, now 
R.S., c. 62. The company is responsible for the awarding and supervis: on 
of contracts for defence construction projects, for which funds are 
vided by the department initiating a project, or by the United Stat 
government for projects undertaken on its behalf. During the yea 
ended March 31, 1963 approximately $72 million was spent on su 
projects, compared with some $86 million during the preceding year 

Funds to cover the company’s operating expenses are provide 
nually by means of a Department of Defence Production appropri 
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és ‘The following is a com 


parative summary of the operating results for the 
past two years: 


_————_______, 


Ae alaholletela\eii sheen tobe RM gala) gh Walla Mains ult aM eR $ 3,221,000 $ 3,460,000 


Year ended March 31 
1963 1962 
Expense— 
Salaries and living allowanicesi hol lange ney $ 2,575,000 $ 2,683,000 
Pea endy removal. 4) fee cule i am my ngtiney 246,000 302,000 
; Employees’ welfare hosel senhcsi we Ale Daum Inco MA 4 181,000 | 190,000 
CMC RD ER SCS 05.) 0 Ute UE Nr CaN 265,000 315,000 
f 3,267,000 3,490,000 
14 _—_—_——— _—_—_—_—_—_——__ 
Income— 
4 Reimbursement for engineering and administrative 
i SSN CSE AA A plc ASO LEU Sam SU Cn A 45,000 27,000 
y pe ERR COLLE NL id nies Vie NaN mond wu i arr (eh 1,000: 3,000 
: _—_——— ——____, 
4 46,000 30,000 
LN EU 


Net expense 


The completion of several major projects during the year and a 
decrease in the number of new contracts awarded, accompanied by a 
reduction in staff, accounted for the decrease in expense. 
¢ This corporation deals with defence construction and it is responsible for 
the awarding and supervision of contracts for defence construction projects 
_for which funds are provided by the department initiating a project, or byw 
_the United States government. 


; Now, paragraph 145: 


1 


ae 


145. Eldorado Aviation Limited. This company, which is a wholly- 
owned subsidiary of Eldorado Mining and Refining Limited, was in- 
i corporated in 1953 under the companies Act. Operating from headquar- 


i 


ters in Edmonton, the company provides air transportation services on 
i behalf of the parent company and Northern Transportation Company 
Limited, another subsidiary of Eldorado Mining and Refining Limited. 


These two companies share the cost of operations of Eldorado Aviation 
Limited on a “cost per ton-mile” basis. 

The equity of Eldorado Mining and Refining Limited at December 
31, 1962 amounted to $256,000 comprising capital stock of $28,000 and 
surplus of $228,000. 

The following is a comparative summary of the net expenses of the 
company for its last two financial years: 


Year ended December 31 


1962 1961 
Salaries, wages and contributions to employees’ 
DemeOmmeDlerie oy ssi Mie Pea hah oe Sen ORE $ 251,000 $ 263,000 
j BD Neem ys) Moen hy Re ae ee oe Re 2) 134,000 180,000 
CTE 1 Teen ALU Mie Sr gaan Ren EN OR ag El 81,000 88,000 
y eC OMe. Tait ra Wr aaie e oh, Sonos Dali eie nel, 59,000 92,000 
p EET OS UN Ae ee RR We 50,000 63,000 
SERN Sie o Ny abs, s\sin see ee ns es 64,000 63,000 
F Meee DenGESt Mek yaks. SRO e ee 639,000 749,000 
ese Miscellaneous income ..Wedei.cicsc dednec sd: 30,000 10,000 
q — ee ee Pesaro aeeeeree 
| PURDON SOS 950. 1S, <bound sv cela vwb RP cence bred $ 609,000 $ 739,000 
d 
; The net expenses for 1962 were recovered from Eldorado Mining 


and Refining Limited to the extent of $494,000 and from Northern 
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Transportation Company Limited to the extent of $115,000. The de- 
creased expenses in 1962 result from a substantially reduced volume of 
service provided. Traffic in southbound air-freight, which was reduced 
in 1961 due to the shut-down of the Port Radium mine of Eldorado Min- — 
ing and Refining Limited in 1960, was further reduced in 1962 when — 
deliveries from the Beaverlodge mine near Uranium City, Saskatchewan 
also fell significantly. 


Eldorado Aviation Limited is a wholly owned subsidiary of Eldorado 
Mining and Refining Limited. Its expenses each year are recovered from El- — 
dorado Mining and Refining Limited. 4 


Now, paragraph 146: 
146. Eldorado Mining and Refining Limited. This company was — 
incorporated in 1945 under the Companies Act, 1934, following expropri- © 
ation by the government of Canada in 1944 of the shares of a privately- 
owned company incorporated in 1927. The head office of the company is 
in Ottawa, the Beaverlodge mine near Uranium City, and the refinery | 
and administrative offices in Port Hope, Ontario. The principal functions — 
of the company are to produce, refine and sell uranium and allied 
products. A 
Since 1948 the company has also been charged with the responsibility oe 
for the purchase and disposal of all uranium produced in Canada, 
although in recent years private producers have been free, under certain 
circumstances, to sell uranium without reference to the company. Ura- 
nium concentrates are purchased by the company, as the uranium pro- 
curement agent for the crown, at various prices determined by separate — 
agreements with each producer. In some cases the purchase prices are 
higher, and in other cases lower, than the prices at which the concen-— 
trates are sold to the United States Atomic Energy Commission and the 
United Kingdom Atomic Energy Authority. Although all purchase costs — 
will be fully recovered before the contracts with the commission and the 
authority are completed, there are periods within the life of individual | 
contracts when cumulative costs of concentrates sold exceed revenue — 
from sales. During these periods, temporary financing is provided, as 
required, by the company. Charges are applied against the contract | 
revenue for the company’s services in administering and financing the 
ore procurement program. | 
During 1962 the cost of purchased concentrates delivered to the 
commission and the authority of $153,444,000 exceeded the revenue from 
sales of $151,964,000 by $1,480,000. Administrative expenses and financial 
charges for the period amounted to $308,000. The resultant excess Ot 
costs and expenses over sales of $1,788,000 will be offset in future periods 
when sales will be made at prices exceeding the costs of acquisition. 
A contract dated July 30, 1962 between the company and the United 
Kingdom Atomic Energy Authority for the sale of 12,000 tons of uranium ~ 
in concentrates provides for certain deliveries on which payments do 
not become due until later years of the contract period. The account 
receivable thus deferred at December 31, 1962, and amounting to 
$3,988,000, will increase to a maximum of almost $32,000,000 in 1965 and 
decline thereafter until it is fully paid at the end of the contract in 1973. 
The equity of the crown in the company at December 31, 1962 


amounted to $50,268,000, consisting of capital stock of $6,586,000 and 
surplus of $43,682,000. Dividends of $3,000,000 were paid to the Receiver 
General during the year, compared with $5,000,000 paid in the preceding 


year. : a 
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The following is a summary of income and expense for the financial 


year 1962, in comparison with the preceding year: 


Year ended December 31 


1962 1961 
Income— 
Sales of uranium concentrates, uranium metal and 
related products, and revenue from refining 
ECCS Ma si. vias sot st hcre, Mee et he $26,695,000 $29,607,000 
Expense— 
Mining, refining and other CX DCISCSi anya eet ee 12,511,000 16,032,000 
pee CaO aN Aca eas mete To Gg, tetas ee 3,952,000 3,900,000 
Amortization of cost of acquiring rights to deliver 
concentrates on cancellation of contract with 
aC UN CUBDCOOMCEDY,. ci hee ee nae ott ae 3,234,000 4,178,000 
Amortization of pre-production, mine development 
and other deferred expenditures. co. “pee 836,000 1,102,000 
Reduction in valuation of Inventories 447 ae 785,000 
20,533,000 25,997,000 
Net income trom operations ...............s00... 6,162,000 3,610,000 
ALOE? AXES UNE) SI ae ee a Ne ee dD 1,648,000 728,000 
7,810,000 4,338,000 
Beam tOTe INCOME tax yeu oes at ee ee 3,600,000 2,125,000 
INSU HEGISIINGS SSS eas ge Oe ees as Me RC) $ 4,210,000 $ 2,213,000 


Notwithstanding the continuing decline in sales of uranium concen- 
trates—amounting to $3,068,000 in 1962—offset to a small degree by 
increased revenue of $156,000 from refining services and sales of special 
products, the reduction in expense was such that net income from opera- 
tions increased by $2,552,000 for the year. 

In 1960 the company acquired, at a cost of $19 million, the rights 
of another uranium producer to deliver concentrates to the United 
States Atomic Energy Commission. This cost is being written off on a pro 
rata basis against the production remaining to be supplied out of the 
Beaverlodge mine. After amortizing $3,234,000 in 1962, the sum of 
$6,589,000 remained to be written off by 1965. 


Following the shut-down of the Port Radium mine in 1960, substan- 
tial losses on disposal of general, leach plant and commissary stores 
were considered inevitable by management and accordingly this inven- 
tory was reduced to a nominal value of one dollar by write-offs of 
$639,000 in 1960 and $85,000 in 1961. The inventory valuation of uranium 
metal and related products at Port Hope was reduced by write-offs of 
$927,000 in 1960 and $700,000 in 1961 to revalue these products in 
accordance with current market conditions. No further reduction was 
made in the value of uranium metal and related products inventories 


in 1962. 
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This deals with the expenditures and changes during the year and the 
present state of its operations. You will notice in the last paragraph on page 
102 that there have been, following the shutdown of the Port Radium mine 
in 1960, substantial losses which were considered inevitable by management, 
and accordingly this inventory was reduced to a nominal value. The inventory 
valuation of uranium metal and related products at Port Hope was reduced 
by write-offs of $927,000, in 1960, and $700,000 in 1961 to revalue these 
products in accordance with current market conditions. This is a type of write- 
off which all companies, crown corporations included, are bound to face when 
they deal with strategic materials having market value. if 


Now, paragraph 147: 
147. Export Credits Insurance Corporation. This corporation was 
established in 1944 by the Export Credits Insurance Act, R.S., c. 105% 
to provide insurance to Canadian exporters of goods and services against 
the risk of non-payment by foreign buyers. The corporation is intended 
to operate on a self-sustaining basis from premiums charged on contracts” 
of insurance. Where the corporation is of the opinion that a proposed’ 
contract of insurance would impose upon it a liability for a term or in 
an amount in excess of that which it would normally undertake, the 
governor in council may, pursuant to section 21 of the act, authorize 
the corporation to enter into the proposed contract of insurance. I 
the event of a loss under this section (there has been none) the moneys 
required to discharge the liability are payable from unappropriated 
moneys in the consolidated revenue fund. A 1959 amendment to the 
act introduced section 21A under which the corporation may, with the 
authority of the governor in council, provide financing for long term 
export sales of capital goods with funds available out of the consolidated 
revenue fund. The corporation’s head office is in Ottawa with branches 
in Montreal and Toronto. 
The crown’s equity in the corporation at December 31, 1962 was 
$40,520,000, consistng of share capital of $5,000,000, capital surplus 
$5,000,000, earned surplus of $2,390,000 and an underwriting reserve 
of $5,000,000, together with advances and accrued interest totalling 
$23,130,000 in respect of long term financing of sales agreements undetl 
section 21A of the act. The corporation held government of Canada 
bonds having a par value of $18,550,000. a 
Export sales insured by the corporation on its own account du ing 
1962 totalled $96,000,000 and premiums earned amounted to $679,000 
Export sales insured under section 21 of the act totalled $49,000 
and premiums amounted to $748,000 of which $561,000 was remitte 
the Receiver General and $187,000 was retained by the corpora 
in respect of expenses and overhead, in accordance with a b 
authorized by the Minister of Finance. At December 31, 1962 the liabi 
of the corporation under contracts of insurance issued and outstandit 
totalled $268,106,000 of which $196,354,000 was for contracts enter 
into under section 21 of the act. 
At December 31, 1962, after two years of operation in the fiel 
direct financing of long term export sales of capital goods under 
authority of section 21A of the act, the corporation had signed a 
ments to finance export sales amounting to $57,000,000, of wl 
$23,000,000 had been disbursed. In addition, the corporation had ag! 
in principle to finance $100,000,000 of prospective sales and had un 
taken to guarantee negotiable instruments totalling $21,220,000 1 
respect to completed sales. tM 
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The following is a comparative summary of operations for the 


corporation’s past two financial years: 


Year ended December 31 


1962 
Income— 
a uins and, fees, earned s.0 0 Weg $ 921,000 
Expense— 
Be mernand: benefits, 1.) uur atti iw. ln extn 316,000 
A hc PUI ae ae an ARS) El Na ate 33,000 
SIONS | IR HEA 0 Og Av i eg a eT 21,000 
Communications expense and ereditireports) 40) 19,000 
Stationery, printing and office SXVOMISCS ies mien 16,000 
UES” § SA LO Le ae Ra Rama I AEs 34,000 
439,000 
482,000 


1961 


$ 744,000 


221,000 
17,000 
15,000 
16,000 
18,000 
42,000 


329,000 
415,000 


ey 


Year ended December 31 


1962 
Policy holders’ claims— 
eSB eAi sry categ Wn ae WMS aN lle al a A 687,000 
{SELES Se Ge Tee Oa ROG Rs Ra MRA TLRS 164,000 
523,000 
Excess of income and net recovery on policyholders’ 
SP OVC EX Den seule riety ait Mig. i le sunt ye 1,005,000 
Add. Interest on investments .........../.......,.. 719,000 
1,724,000 
Deduct: Provision for income tax .................. 828,000 
SHUG OUIESS RCTS Coy TS MN UM in Ue Aa A a $ 896,000 


1961 


558,000 
163,000 
395,000 


—____, 


810,000 
678,000 
1,488,000 
741,000 


$ 747,000 


The cost of additional staff for the export finance division, formed 
in 1961, and for insurance and general administration, together with 
the cost for a full year of larger quarters occupied in September 1961, 
was largely responsible for the increase of $110,000 in the corporation’s 


expenses during the 1962 financial year. 
The following isa summary of transactions 
respect of payments of policyholders’ claims for losses: 


during the year in 


Type Outstanding Claims Amounts Written Outstanding 

of claim Jan. 1, 1962 paid recoverd off Dec. 31, 1962 
Insolvency ..$ 268,000 $ 8,000 $ 2,000 $ 76,000 198,000 
Default ...... 354,000 150,000 129,000 76,000 299,000 

Exchange 

transfer 1,482,000 556,000 (56,000) 982,000 
CS ee 1,000 6,000 6,000 1,000 
$ 2,105,000 $ 164,000 $ 687,000 $ 102,000 $ 1,480,000 


Of the amount of $1,480,000 in claim payments shown above as out- 
standing at December 31, 1962, the corporation anticipates making sub- 


stantial recoveries, particularly in respect of the claims amounting 


to $982,000, which were paid because of exchange transfer difficulties 
in the buyers’ countries. The amounts to be recovered will be added 
to income in the years in which the recoveries are effected. 
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Members are probably very familiar with this corporation, because of 
the changes introduced in the house to increase its lending powers. There is 
a summary of its operations given on page 103 where you will see that its 
expenditures have substantially increased because it is undertaking more 
work. And there is included a summary of transactions on page 104 which 
shows the picture in respect of payments of policyholders’ claims for losses. 
We watch this carefully because it gives us a very good idea concerning pos- 
sible bad debts. I think it was the year or two previous when we had a 
case we were successful in unearthing in the course of our work, whereby 
the corporation had been defrauded out of a substantial sum of money in a 
foreign country, due to the behaviour of some of its agents and subagents. 
The management went right after it, and I think I am correct in saying that 
they were successful in collecting. 

Now, paragraph 148: 

148. Farm Credit Corporation. This corporation was established in 
1959 by the Farm Credit Act, 1959, c. 43, to succeed the Canadian Farm 
Loan Board which had operated since 1929. The purpose of the corpo- 
ration is to make, administer and supervise long term mortgage loans 
to farmers. The head office is in Ottawa and there are seven branches 
and 127 field offices throughout Canada. 

During the year under review the government of Canada paid the 
corporation $2,250,000 to increase its capital investment, and advanced a 
further $56,747,000 (net) by way of loans. At March 31, 1963 the 
equity of the government in the corporation amounted to $278,158,000, 
comprising: capital, $10,350,000; loans, $258,618,000; accrued interest 
on loans, $7,519,000; and reserve for losses, $1,671,000. : 

During the year, 6453 loans (6,027) in 1961-62) were disbursed to 
farmers to a total of $78,428,000 ($68,887,000 in 1961-62) and repay- 
ments amounted to $20,287,000 ($15,197,000 in 1961-62). Loans out- 
standing at the year-end, including accrued interest, amounted to 
$277,485,000 compared with $217,898,000 at the end of the previous year. 

The following is a comparative summary of the income and expense 


of the corporation for the past two years: 
Year ended March 31 


1963 1962 

Income— j 

Interest CarningS ......-.-2 ee cece e cere re reereees $11,806,000 $ 9,152,000 

Deduct: Interest on loans from the Government iy 

PaO EIoEEE AO A AS oe Te OtrG honor ol ree Oa 10,200,000 7,867,000 

SA A i ee nee 

1,606,000 1,285,000 

Appraisal, supervision and legal fees ........+-- 500,000 406,000 

2,106,000 1,691,000 

Expense— i; 

Salaries and employee benefits ......+-+++++++++: 2,427,000 1,817,00€ 

Eanes ERMA Ca SL Eek cc tus rd Ua wie ng a cgronmpmeniedel reese 277,000 216,000 

Office accommodation ..........ccceeeeeerercees 212,000 129,00( 

Printing, stationery and office SUP DIMESian ie isetee ise 80,000 } 
Postage, express, telephone and telegraph e-:..c1.'2a1 78,000 
Fees and expenses of part-time appraisers ....... 21,000 
IME PRECLAtIOIN ys er a 0.2 hicin Sp eyeiris pian it ey re pee ine 36,000 


OE OT eee Se Oe PES eee eny alel is seg svt) alot nev ens eaenets 55,000 
3,186,000 


Net loss carried to reserve for losses .......+-+++-- $ 1,080,000 
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The increase of $719,000 in expense for the year ended March m0 le 
1963 resulted largely from the continued growth in lending activity and 
the consequent expansion of the corporation which has resulted invan 


Section 15 of the Farm Credit Act requires the corporation to es- 
tablish a reserve out of Which may be paid “any losses sustained by the 
corporation in the conduct of its business’. The section further provides 
that the corporation shall credit its net e rnings each year to this re- 
serve until the amount of the Teserve equals the capital of the corpora- 
tion, which amounted to $10,350,000 at March 31, 1963. In the years 
up to March 31, 1960, the reserve for losses had been built up to an 
amount of $3,749,000, including $3,486,000 accumulatd by the predecessor 
corporation (Canadian Farm Loan Board) to March 31, 1959. 

The operations of the corporation over the past three years have 
resulted in net losses agsregating $2,078,000 which have reduced the 

_ balance of the reserve to $1,671,000 at March 31, 1963. These losses are 


interest on $42,300,000 borrowed from the government of Canada than 
the rate of 5% charged, under section 16 of the act, on loans to farmers. 

An amount of $11,500,000 borrowed at 53% during the year brings 
to $107,800,000 the total of amounts which have been borrowed at 
interest rates of 9% ($65,500,000), 92% ($11,500,000) and 53% 
($30,800,000) since April 1, 1959 and loaned to farmers at the statutory 
interest rate of 5%. In addition to a direct interest loss in excess of 
$3,000,000 during the repayment period, on the $42,300,000 borrowed at 
53% and 52%, these interest rates provide no margin to cover admin- 
istrative expenses and losses on loans. 

Since further annual operating losses appear to be in prospect, con- 
sideration should be given to means whereby these losses may be 
covered without further depleting the reserve, as well as to the manner 
in which the reserve can be brought up to the equivalent of the capital 
of the corporation as contemplated by section 15 of the act. 


mT might make reference to page 105 here and to the qualification which I 
ve made in my statutory report. I quote it. It deals with the reduction in 
le reserve for losses due in part to the statutory obligation placed on the 
Orporation to lend money at a fixed rate. This presents a difficult situation. 
ut as you can see, there is little that can be done about it at this stage. 


Now, paragraph 149: 
eh 149. The National Battlefields Commission. This commission, which 
Was constituted by the National Battlefields at Quebec Act, 1908, c. c. 57 
and 58, with the object of acquiring and preserving the historic battle- 
. fields at Quebec, comprises nine members, seven of whom are appointed 
_ by the governor in council and one by the governments of each of the 
o Provinces of Ontario and Quebec. 
\ Prior to 1958 the commission was financed by statutory grants made 
from time to time under the constituting act but, since then, the com-= 
9 mission has been financed by annual parliamentary appropriations. At 
_ March 31, 1963 the proprietary equity of the crown in the commission 
1500—33 
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The picture is given there as to how this agency is progressing. 


Now, paragraph 150: 


ae hae thay Wb TA nL Ag ae ele Pe _ Yoween e a = alg 4 \akh 2" ie ol __ 
Reto age fevhn sf ea 37). RELA Meet ip WN 
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amounted to $1,482,000 represented by an investment of $1,465,000 in 
capital assets and $17,000 in working capital. The increase of $21,000 
over the equity at March 31, 1962 is accounted for by increases of 
$20,000 in capital assets and $1,000 in working capital during the year. 

The following is a summary of the expenses for the year under 


review compared with those of the preceding year: oe 
Year ended March 31 


1963 1962 
Salaries, wages and related expenses ......+++++++: $77 9151000 $ 151,000 
Repairs of roads and driveways ....--+++++esreeeee 21,000 — 
Policing SETVICES .... 0. ceca wren er cee sense resweees 14,000 10 
Operating supplies and nursery SEOCK at hore ates chess 10,000 
Heat, light and power ......-.--.eeeeeeeeereereeeee 10,000 
Other EXPENSES ...... ce cec cer ccceseccerveeeesces 6,000 ;000 

212,000 190,000 
Capital outlays 2... selec cessaceen ea seemegnmetee s 21,000 24,000 


$ 233,000 $ 214,000 
es ane on —~ 


The expenditure of $21,000 for repairs of roads and driveways 
represents the cost of patching and paving sections of the avenues with- 
in the park. No repairs of this nature had been undertaken since 1949. 

The expenses of the commission during the year under review, 
shown above in the amount of $233,000, were financed to the extent of 
$214,000 by parliamentary appropriations and $19,000 by Governor 
General’s special warrant. a 

Funds contributed by provincial governments, municipalities | 
others in the years following the establishment of the commission 
1908, which may be used only for the acquisition of land, with pri 
parliamentary approval, amounted to $29,000 at March 31, 1963. 
only change in the balance of this account over the past thirty years has 
been the increase arising out of investment earnings. 


150. National Capital Commission. This commission was establi 
by the National Capital Act, 1958, c. 37, to succeed the Federal Distr 
Commission which had been established in 1927 as the successor to the 
Ottawa Improvement Commission, 1899. q 

The objects and purposes of the commission under the act are “t 
prepare plans for and assist in the development, conservation and 
provement of the national capital region in order that the nature 
character of the seat of the government of Canada may be in accord 
with its national significance’. Subject to the control exercised by 
governor in council, the commission has wide powers including 
relating to: acquisition and development of property; construction a 
maintenance of parks, roads, bridges, buildings and other works; un 
taking joint projects with municipalities or making grants to muni 
ties; construction and operation of concessions; and the administr 
of historic buildings and sites. The commission consists of 20 mem 
appointed by the governor in council from across Canada. i 

The proprietary interest of the government of Canada in the” 
mission, including loans, at March 31, 1963 totalled $83,084,000 
sented by: cash, $1,230,000; inventories of tools, equipment and su 
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_ $243,000; payments for land purchases under negotiation 


and cost of capital assets, $75,595,000. 


The commission’s activities are finance 
appropriations, drawings from the national 
the government of Canada, along with incid 


two years is as follows: 


£20970 4 


, $6,016,000; 


d by annual parliamentary ict 
capital fund and loans from 


ental revenues from rentals, | 
etc. A summary of the expenditure and other transactions for the’pastiii! 


Year ended March 31 


1963 
Operation and maintenance of parks, parkways and 
' grounds adjoining Government buildings at Ottawa 
and Hull and general administration 
EAST OS UNC ANTS ot AR TALENTS ARO LDN $ 3,131,000 
Provided for by: 
Perhamentary appropriations el, yy 0) wed $ 2,905,000 
ACN EEOC Te NSE OER SD nA RAE AST ROEM EN a 226,000 


$ 3,131,000 


National Capital Fund 
Balance of Fund in hands of Commission at begin- 


PULP OE MICO NR Pla | Lie Nuarahie Gh nN LAY WN vlc Na Ni (RGD $ 302,000 
Add: 
Amounts drawn from Fund provided by parlia- 
Mensa vy a DOTODrIAtOns Hun ssuiee. lie puraien ns 5,500,000 
Proceeds from sales of PEODESL Tyee Ta banned 120,000 
5,620,000 
5,922,000 
Deduct: 
Capital outlays for parks, parkways, railway 
MMeShaNG Structures) Vo jt, vec yh ats On 3,367,000 
Repayment of loans to acquire property now in 
ti SGre COCO S Wel ye yodh ih): me men. LVN Myst) OR MA — 
Maintenance of land and rehabilitation works .. 81,000 
Contributions to the City of Ottawa and other 
municipalities towards the cost of constructing 
FOaCS LOrid ges) Sewers, ETCH cis, Wicd hota’ 2,732,000 
6,180,000 
Balance of Fund in hands of Commission at March 
Slop UG PA Sieh ee AAU Me cog SR A SIR eT NN 
Amount due from National Capital Fund at March 
Ships LOE OS BM te ie SAN te ae aD ab Pe SERN Rp $ 258,000 
Acquisition of property in the national capital region 
through loans provided by the government of 
Canada cary 
Unexpended balance of loans at beginning of year .$ 901,000 
Add: 
Government of Canada loans (net) ............ 9,428,000 
Proceeds from sales of property ..............- 372,000 
9,800,000 
10,701,000 


1962 


$ 2,579,000 


— 


$ 2,317,000 
262,000. 


$ 2,579,000 | 


—_——————______. 


$ 1,000 


4,250,000 
682,000 
4,932,000 


4,933,000 


2,968,000 
345,000 
112,000 

1,206,000 


4,631,000 


$ 302,000. 


$ 684,000 


6,247,000 
3,553,000 
9,800,000 


10,484,000 
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The financing of the National Capital Commission was the subject of @ 
recommendation by this committee in, I think, its sixth report of 1964, havin, 
to do with the loan interest paid by the commission out of funds provided m 
means of annual parliamentary appropriations. A 
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Deduct: 
Expenditures for acquisition of property ...... 9,471,000 
Unexpended balance of loans at end of year ...... $ 1,230,000 
Interest charges on outstanding government of Can- 
ada loans 
Tniperest, On. LOATIS mets echt cit Seen ee Gleie terete sistelete ae $ 1,776,000 
Provided for by: 
Parliamentary appropriation ...............+ $ 1,475,000 
Net revenue from rentals of property and interest 
SATIN GS Bee cil we ae Re ere DER oie eee teen oie es 301,000 


$ 1,776,000 


The expenditures incurred in the various activities of the com=- 
mission, as summarized above, totalled $20,558,000 during the year 
compared with $18,289,000 in the preceding year and were financed as 
follows: 

Year ended March 31 


1963 1962 
PaLrtamentary sADPLropriaviOns Wy a\.0'+.0.2.6e sheets tate $10,440,000 $ 7,570,00 
odospte thes Commission. nosiktettoe caret ci eee 9,099,000 6,030,000 
Proceeds from: Sales'ef property ..25..5..26-2--00> 492,000 4,235,000 
mevenues of the Commission 2.50.5 .%2k ss 226 ce esis 527,000 463,000 


$20,558,000 $18,298,000 


In paragraph 59 of this report, reference is made to loan intere 
paid by the commission out of funds provided by means of ann 
parliamentary appropriations. 


151. National Centennial Administration. The National Centennial 
Administration was established by the National Centennial Act, 1961 
c. 60, the objects being to promote interest in, and to plan and implemen 
programs and projects relating to, the centennial of confederation 1 
Canada. The administration consists of a commissioner, a deputy com- 
missioner and eight directors, all appointed by the governor in counc. 
and operations are conducted from a head office in Ottawa. 

Section 10 of the act directs that there shall be a special account in 
the consolidated revenue fund, to be known as the national centennl 
fund, to which there shall be credited the amounts appropriated by 
parliament for the purposes of the fund. The Minister of Finance may, 
on the recommendation of the President of the Queen’s Privy Council | 
Canada, pay to the administration out of the consolidated revenue fund 
“such amounts as are from time to time required for the purpose a 
making grants to any province, or to any organization the objects of 
which are similar to the objects of the administration, for the observa 
of the centennial of confederation in Canada’. The amounts paid 
the Minister of Finance are to be charged to the fund but a payment 0 
of the consolidated revenue fund may not exceed the balance standu 
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to the credit of the fund. With Privy Council vote 55 providing for a 
payment of $833,333 to the national centennial fund and no payment 
having been made out of the fund, a balance of $833,333 was carried 
at the credit of the national centennial fund at March 31, 1963. Special 
appropriation act, 1963, which was given royal assent on July 22, 1963, 
provided for the payment of $1,000,000 to the fund in respect of the 
year ended March 31, 1963. Accordingly, an additional $166,667 was 
charged to Privy Council vote 55 and credited to the fund as at March 
31, 1963. 

Section 11 of the act provides that all expenditures of the adminis- 
tration, other than grants made out of the national centennial fund, shall 
be made out of moneys appropriated by parliament therefor. The ex- 
penses for the period from the establishment of the administration on 
September 29, 1961 to March 31, 1963 comprised $275,000 for two grants 
and $22,000 for administrative expenses. The grants were made pursuant 
to the provisions of section 9 of the act which provides that the adminis- 
tration may, subject to the approval of the governor in council, engage 
in joint projects with, or make grants to, any province or organization 
with objects similar to those of the administration. The administrative 
expenses did not include the value of office accommodation and account- 
ing services provided by government departments. 


‘Here you will see the manner in which this administration operates and 
what it costs. However, as pointed out at the top of page 110, the administrative 
expenses did not include the value of office accommodation and accounting 
services provided by government departments. This is a point we are discussing 
in the subcommittee on the form of public accounts. 


Now, paragraph 152: 

152. National Harbours Board. This board was established in 1936 
by the National Harbours Board Act, now R.S., c. 187, and has jurisdic- 
tion over the harbours of Halifax, Saint J ohn, Chicoutimi, Quebec, Three 
Rivers, Montreal (including the Jacques Cartier and Champlain bridges), 
Vancouver and Churchill, together with the grain elevators at Prescott 
and Port Colborne. The head office of the board is in Ottawa. 

The proprietary equity of the government of Canada at December 
31, 1962, as shown on the board’s balance sheet, totalled $463,766,000, 
made up of: assets transferred to the board on its establishment and sub- 
sequently, $56,917,000; loans and advances, $308,882,000; interest in 
arrears on loans and advances, $71,290,000; and reserves, $100,037,000; 
less the accumulated deficit of $73,360,000. 

There was a net increase of $17,945,000 during the year in the out- 
standing loans and advances. The following summary shows the changes 
in this account: 

ACG, SAUL Ys Tal OOM. ciao: eye odie ee bhaloininte AAs $ 290,937,000 


Add: 


Loans during year, secured by certificates of 
TNE SHLEUNESS& Sys 2 se egeerh acs ses che veer ey eae $ 18,816,000 
PNG ICOS Smee te tar hat Riayat S551 .eehhy oa apeerenaret ine 150,000 18,966,000 
309,903,000 
1,021,000 


bess: Repayments during year ....0...606..<05 


' Eamuce, December 315-1962. 452k. es aa Se coe $ 308,882,000 
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The interest in arrears on loans increased by $6,504,000 during the e 
year, representing credits to the proprietary equity of $10,059,000 (with 
offsetting charges to expenditure) less payments to the Receiver Gen- 
eral of $3,555,000. There has been a steady increase over the past five 
years in the outstanding interest in arrears on loans, as follows: 


eresiber. 31, IUER Lost solv ice e eel Oro ae Osan ae $49,315,000 
Peecinber SA, 150 cre Lee Pies cies pee ae eee 54,011,000 
Specter ST) 196) . oon. up chien 1k kaka y oes Reo Nee ee 59,008,000 
DWereuiper, SI TDG oii nc le bec pa cS es cece oes Ke os ee eas See 64,786,0 00 
eieeatther SY SORE... x hc dae se sce room ale he cok pee ae 71,290,000 


In previous reports it was observed that there appears little pros- 
pect of the board being in a position to meet its principal and interest 
obligations and it was recommended that consideration be given to re- 
constituting the board’s financial structure on a more realistic basis. 

Amounts receivable by the board at the year-end included $112, 000 
due from the Quebec Natural Gas Corporation for rental charges by th 2 
board for an easement for a 20-inch natural gas pipeline on the Jacque 
Cartier bridge. The amount represents the sum of $56,000 which w as 
outstanding on December 31, 1961 plus a charge of the same amou t 
for 1962, no payment having been received during the year. Autho i 
for installation of the pipeline was granted by the board on May 
1959 subject to later negotiation of the annual rental rate, but aftel 
installation of the pipeline the corporation would not agree to the ren al 
rate proposed by the board and requested the board to consider a rental 
rate that would be little more than nominal. No agreement was reached 
during the year under review with respect to the rate to be charged. 


The Jacques Cartier bridge was operated, until revocation of tolls 
on June 1, 1962, under a tri-partite agreement, a provision of which 
required the city of Montreal and the province of Quebec each to 
to the Board one-third of any annual deficit arising from the operations 
of the bridge, to a maximum of $150,000. In 1944 the province refused 
to make its required contribution and as of the end of 1949 its accu- 
mulated indebtedness amounted to $744,425. The bridge has not ine : 
an operating deficit since 1949 and the accounts of the board continue t tc 
show this sum as the amount due from the province. The settleme 
this claim and the transfer of the bridge to the province have been 
jects of recent negotiation between the board and the province. s) 

As observed in previous reports, the board has been involved in 
dispute with the Canadian Pacific Railway regarding the ownership ¢ 
certain areas at Coal Harbour, Vancouver, since the board’s establish 
ment in 1936 (being a continuation of a dispute between the boa! rd’ 
predecessor and the railway company since 1880. Pending settlemen t of 
the matter, the Canadian Pacific Railway collects rental and othe 
revenue from certain areas in possession of the company, while the 
harbour authorities do likewise in respect of certain areas which t 
board has occupied. At December 31, 1962 the board was holdir 
$139,800 in cash and securities in a special account, while the Can 
Pacific Railway was holding $220,000 in an escrow account. No progres 
was made towards setlement of the dispute during the year. ee 
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The following is a summary of the operations of the board for its 
past two financial years: 


Year ended December 31 


1962 1961 
Operating income— 
Ss SCLIN AS) Neg AMR sn SNM ny Tat ab es LY $ 3,184,000 $ 3,243,000 
paeat yes atid: DICKS Ws") ye hater ky he oe 9,267,000 9,366,000 
ey oiecievator. systems) .oo.sais.. ko ago ee 7,539,000 7,739,000 
Solemnoraset Systems) Seis eeuoes ese ce. Uae 1,130,000 1,172,000 
Pet mrametie SHOMS visu Sieh iaae elena. ot) Os Mean Bane 2,023,000 1,843,000 
eee SV SLOLIG. .. eed) ghee ss lis Maem lene 705,000 731,000 
pecaues Cartier Bridges sys -)80 Sor SR 1,494,000 3,498,000 
RWeamiplany Bridge tetas me a.) el, tHe aR eee 163,000 —_ 
Peace HOOUSUSETVICES 7 oUt viele, ss ken ee i 1,213,000 1,426,000 


26,718,000 29,018,000 


Operating and administrative expenses— 


LEYS ESETRSNY SP a ae na Hi LO a eRe Ti Uae Oc 3,870,000 3,775,000 
Breoiveccand, piers 100 Mee, ic. hei Lys ce 1,186,000 871,000 
erasmmelevaton systerisi cou. s,s oes dae el ee 5,239,000 5,416,000 
Bold Storaee SYSLEMGH Woe. 8. 65s Ye ds ibe kee ee 1,173,000 1,141,000 
Bech alent SHEUSM on Dyce occu a eek aL Me oe 1,485,000 1,378,000 
UST ELIGINTA AS Sth eras ot Ae ee Net ey eal 8 1,103,000 1,119,000. 
DaCUUCCHOArtiEn Bridge yh. sity). ty yi lal okt a 426,000 694,000 
Baamploiin Bridge rae ti Wb OS Sante ee 155,000 — 
Rmee MAO OUS USETVICCE Woy dul. wid oti d coe ae 1,460,000 1,645,000 
maministrative CXpenses fy. vss. esc cce endo: 2,259,000 2,004,000 


18,352,000 


PISMO VCEAUIM A IN COMECH. cls omy) ke here wea Sie a Se ee 8,366,000 

Other income— ; 
Premne trom investments) Wee ocd verbo eee 2,475,000 2,520,000 
Br CCTLATICOUSi nat ailn deen ccc HANS vu) Sel Dalen Same Ree 202,000 170,000 


11,043,000 


Special charges— 


18,043,000 


10,975,000 


13,665,000 


Provision for interest on loans and advances ..... 9,464,000 8,759,000 
Provision for replacement of capital assets ...... - 4,493,000 4,349,000 
Creere speciale charges ¥ jis cs Ab liste woes atta we 664,000 555,000 
14,621,000 13,663,000 

See MOSO PEAT OLE) uk nis.2 ba tie sees eee No eee she ole ORS $ 3,578,000 ($ 2,000) 


As previously noted, all tolls and charges assessable in respect of 
the passage of vehicles over the Jacques Cartier bridge were revoked, 
effective June 1, 1962 in accordance with order in council P.C. 1962-792 
of May 28, 1962, and this accounts for the decrease in revenue of 
$2,004,000 from this source. The Champlain bridge was opened to traffic 
on June 29, 1962 and is being operated as a toll bridge. 

The increases in operating expenses for harbours and wharves and 
piers are largely explained by repairs of a nature which do not normally 
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occur annually. At Quebec, major repairs and reconstruction of a quay 
wall amounted to $144,000 and, at Montreal, repairs to a wharf amounted 
to $156,000. 

Prevailing rate employees of the board, after a period of satisfactory 
service, become eligible to be contributors under the Public Service y 
Superannuation Act, retroactive to date of commencement of employ- 
ment. In such cases it becomes necessary for the board to contribute to — 
the public service superannuation account an amount equal to the sum } 
contributed by relevant employees for service prior to the date of elig- 4 
ibility. A large number of prevailing rate employees at Montreal will — 
become eligible to so contribute during 1963 and, accordingly, the sum ~ 
of $111,000 was charged in the accounts as a provision for the estimated 
liabilty for contributions which will then be required to be made by q 
the Board in respect of prior service. This provision, plus an upward i 
adjustment in salaries of permanent employees, largely explains the 
increase in administrative expenses during the year ended December 31, a 
1962 


This is a very substantial operation of long standing, which is reflected — 
by the size of its outstanding loans and advances. As you will see on page 110, 
there is a summary showing the size of its loans and advances, which are in 
excess of $308 million, along with substantial interest arrears on loans. You 
will note we say that as there appears to be very little prospect of the board 
being in a position to meet its principal and interest obligations, consideration 
might be given to reconstituting the board’s financial structure on a more> 
realistic basis. I think it would be a good idea if this could be more closely — 
examined, because there seems to be an enormous conglomeration of debt that d 
should be sorted out. : 


Mr. Francis: I wonder if Mr. Henderson would explain this a little further. { f 
I do not quite know what he is getting at. 


Mr. HENDERSON: The harbours board has jurisdiction over the harbours — 
which are named, Halifax, Saint John, Chicoutimi, Quebec, Three Rivers, Mont- — 
real, including the Jacques Cartier and Champlain bridges, Vancouver, and 
Churchill together with the grain elevators at Prescott and Port Colborne. 


It has been the practice of the government to finance its operations by — 
means of continued loans which the board is not in a position not only to repay, ‘ 
but not even to meet the interest upon. You will see from the summary of ~ 
operations for the past two years, that while it broke even in 1961, it was 
in a loss position in 1962. Tolls have been lifted on the Jacques Carter bridge, 
and that alone accounted for a decrease of over $2 million in the year we are 
looking at. At the same time it has had some difficulty in collecting certain 
accounts. There has been a lengthy areument going on also with the Quebec 
Natural Gas Corporation. 


Mr. Francis: Would you mind explaining that? It seems to me that surel 7 
a private corporation, which has a contract of this nature, must have open to ity 
procedures by which it can collect its accounts. The Quebec Natural Gas Cor- 
poration, while it may have been in a very difficult situation at one time, now 
seems to be doing quite well. Why should it not pay its debts? f 


Mr. HENDERSON: That is the position the board has been taking as I under- 
stand it. I have no doubt that its officers are seeking to improve their posi- 
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tion vis-a-vis the Quebec Natural Gas Corporation in Montreal perhaps by 
extending them further time. 

Mr. Francis: I wonder if the officers of the harbours board should not 
be called before this committee so that we might consider this recommendation? 

The CHAIRMAN: The point was raised before. I suggest that before we 
leave the question of crown corporations, the committee might care to give 
consideration to this or to any other crown corporation, in the hope that while 
we might not do this while closing off our formal deliberations on the Auditor 
General’s report. We can make a report, nevertheless, and we could provide 
a full opportunity to call such officials from this or any other crown corpora- 
tion subject to time being available. In other words, we could write our report, 
and still conduct an examination of the affairs of any of these crown cor- 
porations if we have the time to do it, and if it be the wish of the committee 
to call such officials before us. I think the steering committee might consider 
the matter before the next meeting, and that the members might indicate their 
preference or desire as to this or any other corporation that they might wish 
to have made the subject of discussion. 

Mr. Recan: I had some conversation with you on this matter the other 
day, following our last meeting. I think it is true that some of the crown cor- 
porations have never been called to appear before this committee. 

The CHarRMAN: Most of them. 

Mr. Recan: I understand that the St. Lawrence seaway authority has never 
appeared here. I would like to see them here, and also the national harbours 
board, which conducts vast operations in this country’s economy. And I would 
hope that next year we might have an opportunity to examine two or three 
other crown corporations. 

Mr. FRANCIS: Possibly one or two of the ones that the Auditor General 
does not himself audit. I would like to see Canadian Mortgage and Housing 
Corporation brought here, for example. 

Mr. Rock: I believe that the hon. member wishes to have the St. Lawrence 
seaway authority brought here in order to protect his harbour at Halifax. 

Mr. REGAN: You have given me a motive, in any event. 

Mr. STENSon: Atomic Energy of Canada Limited has never been before the 
committee. 

The CHAIRMAN: No, it has not. And this brings up a question I raised 
at the last meeting. I think there are some 35 crown corporations, and that 
in eight years only five have come before the public accounts committee. So 
on that basis it would appear to be a very long time before they all do so. 
We might give some thought to making a recommendation for next year to 
set up a strong and active working subcommittee to deal with the affairs of 
some of the smaller corporations, without our having to take up the time 
of the main committee in its plenary sessions. I simply throw that out as a 
suggestion. We might consider it before we adjourn. The steering committee 
will be meeting before too long, and we perhaps might give consideration to the 
suggestion before our next meeting. May we now proceed for a little longer 
so that perhaps by the next meeting we might conclude our official discussion. 

Mr. HENpERSON: I think it would be very useful to examine the national 
harbours board with a view to studying its heavy debt position, and to see 
whether or not it would be possible to come up with some recommendation 
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about it. Mr. Francis will probably notice on page 111 how the board has — 
been involved in a dispute with the Canadian Pacific Railway since 1880, which 
is not yet settled. . 


Mr. Francis: That is what worries me, and about the Quebec natural gas © 
matter. I would like to see something resolved. a 


Mr. HEeNpEeRSonN: Mr. Stokes informs me that no agreement has been r 
reached yet on the Quebec natural gas matter. ; 


153. Northern Canada Power Commission. This commission, which — 
was established in 1948 and operates under the Northern Canada Power ~ 
Commission Act, 1956, c. 44, consists of three members appointed by the © 
governor in council and has its head office in Ottawa. The objects of the 
commission are to construct and operate electric power plants and to — 
supply power to mines and other users in the Northwest Territories and 
the Yukon Territory and, with the approval of the governor in council, 
in any other part of Canada. Hydro-electric plants are operated at Snare © 
river, Northwest Territories and at Mayo river and Whitehorse rapids, — 
Yukon Territory and thermal-electric stations are in operation at Fort — 
Resolution, Fort Smith, Fort Simpson, Inuvik, Fort McPherson and Fro- | 
bisher Bay Northwest Territories and at Field, British Columbia. 


The proprietary equity of the government of Canada, as shown on 


the commission’s balance sheet at March 31, 1963 was as follows: F 
March 31 
1963 1962 
Advances: , 
Under section 14 of the Act—for investigation of ; 
DRAPES GS i en's go Gece hein cote hems sabre cae $ 50,000 $ 50,000 
Under section 15 of the Act—for capital expendi- Ss 
tures, including accrued interest .............. 18,960,000 19,104,000, 
Equity represented by depreciated value of public 
utilities at Inuvik N.W.T., financed by advances 
under section 15 of the Act recoverable from funds 
to be appropriated by Parliament according to ‘ 
Order in Council P.C. 1957-36/626 of May 3, 1957 . 6,513,000 6,759,000 
Reserve for contingencies pursuant to section 10 of iy 
POU NCURLE Ss Aisi oabtsicy che phen gs ie be Chel hetoktica @ Se hinvene ae phe folie e 1,601,000 1,611,000 
Reserve for extension, expansion and improvements, ar 
equivalent to expenditures incurred on acquisition 
of capital assets, as permitted under section 22 of A 
LORE WANE ey 218 SU diy MAIN oH RANG REDE PLAC nee RPA Sahe hae BS 242,000 228,000 
Surplus, per Statement of Surplus ................ 856,000 913,000 


$28,222,000 $28,665,000 


Subsequent to the fiscal year-end, special appropriation act, 1963 
(Vote 119) authorized the write-off of the advances made to the commis- 
sion for the construction and installation of the public utilities at Inuvik, 
Northwest Territories, thus permitting a corresponding elimination from 
proprietary equity in the commission’s accounts. “he 

The commission acts as agent for the government of Canada in 
respect of loans made under the Atlantic Provinces Power Development 
Act, 1957-58, c. 25, and, in this capacity, advances are made to the pro- 
vincial power commissions of Nova Scotia, New Brunswick and New- 
foundland. As of March 31, 1963 these outstanding loans totalled 
$23,170,000, of which $5,861,000 was added during 1962-63. 
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A summary of the income and expenses of the commission for the 
past two years follows: 


Year ended March 31 


1963 1962 
| Income— 
¥ Bare SIOUDOWEr Ry. Uk. ste oe ewe A $ 2,798,000 $ 3,036,000 
. Income arising from construction, maintenance and 
: operation of facilities for government depart- , 
. SUS SSIWES ae aR oh sox eg oo seeut em LLM) She Wy dd 568,000 471,000 
Sale of steam and water heat .................... 365,000 375,000 
pe see ll COUS J 0) Ney eth s © \oege sea Mire Od ag 123,000 106,000 
| 3,854,000 3,988,000 
h Expense— 
‘ Operating and maintenance ..................... 2,135,000 1,823,000 
peastuativesl Sie uaa veal | WRN de age 236,000 227,000 
Interest on advances from the Government of 
OETA ISIN EAN Ue ARN eMac NO ER, SP 1S, 757,000 775,000 
Provision for depreciation (equivalent to repayment 
of principal of advances from the Government 
Bara aah ae. efor <u cupt ener a ata ena ee 498,000 494,000 


3,626,000 3,319,000 


—_—— 


Soke ef edwin dele) soled ol Vicl Sale scien Aisirairch ha hsire | yah MOMS $ 228,000 $ 669,000 


Net income 


During the year the rates charged for electric power were reduced 
and there was a decrease of approximately $484,000 from the preceding 
year in the revenue from sales of power attributable to the lower rates. 
However, consumer demand for electric power continued to rise and the 
decline in revenue resulting from the lower rates was offset to the 
extent of $247,000 by revenue from increased consumption. 


The operations of this commission are quite interesting, and at the same 
time rather involved. We do not have any adverse comment to make in this 
note. 

Now, paragraph 154: 


154. Northern Ontario Pipe Line Crown Corporation. This corpora- 
P . tion was established by the Northern Ontario Pipe Line Crown Corpora- 
tion Act, 1956, c. 10, for the purpose of constructing the northern Ontario 
: section of the all-Canadian gas pipe line and leasing it (subject to ap- 


proval by the governor in council) to Trans-Canada Pipe Lines Limited, 
‘ with an option to purchase. 
f In October 1958 the corporation entered into an agreement to lease 


the northern Ontario section to Trans-Canada Pipe Lines Limited for a 
period of 25 years; with an option to purchase the facilities, exercisable 
within the period of the lease agreement. Under the terms of the lease, 
all expenses of operation, repairs and maintenance, taxes and other 
expenses of upkeep were borne by the lessee. 

b Section 6 of the act enabled the corporation to borrow, from the 
k government of Canada or otherwise, the funds necessary for the con- 
struction of the facilities, provided that the borrowings outstanding at 
any time did not exceed $130 million. Borrowings under this section 
were solely from the government and were covered by demand notes 
bearing interest at the rate of 34% per annum. At December 31, 1962, 
$113,137,000 was outstanding, a decrease of $7,843,000 from the pre- 
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ceding year, being the net result of additional loans of $1,545,000 and 
repayments of $9,388,000. 

The capital cost of the northern Ontario section at December 31, 
1962 amounted to $129,866,000, comprising assets acquired of $119,873,- 
000 and engineering, administrative and financing expenses of $9,993,000. 

The corporation’s accumulated surplus increased by $118,000, from 
$365,000 at January 1, 1962 to $483,000 at December 31, 1962. This 
increase was accounted for by the excess of interest earned in accordance 
with the lease agreement, $4,205,000, over the interest of $4,087,000 paid — 
on borrowings from the government of Canada. 

A footnote to the corporation’s balance sheet at December 31, 1962 
stated that Trans-Canada Pipe Lines Limited had indicated its intent to — 
exercise the option to purchase the northern Ontario section in 1963. 
This option has since been exercised and the purchase was completed on 
May 29, 1963 whereupon the corporation discharged its liability for the ~ 
amount then due to the government of Canada for outstanding loans and : 
interest accrued thereon. In accordance with the terms of sale, Trans- ; 
Canada Pipe Lines Limited assumed responsibility for the negotiation ; 
and settlement of all claims then outstanding and any other claims which 
may arise in the future. 


SS Se Te oe 


on page 115. This was completed on May 29, 1963, when the corporation dis- 
charged its liability for the amount then due to the government of Canada for 
outstanding loans and interest accrued thereon. In accordance with the terms ; 
of sale, Trans-Canada Pipe Lines Limited assumed responsibility for the negotia- ; 


tion and settlement of all claims then outstanding and any other claims which 
may arise in the future. 


Now, paragraph 155: 


155. Northern Transportation Company Limited. This company is we 
a wholly-owned subsidiary of Eldorado Mining and Refining Limited. 
Northern Transportation (1947) Limited was incorporated under the 
Companies Act, 1934, to take over the business and undertaking of a £ 
predecessor company which had been incorporated under a province of oi 
Alberta charter in 1935 and whose shares had been acquired when the ; 
capital stock of Eldorado Mining and Refining Limited was expropriated 
by the government in 1944. The corporate name was changed to Northern — 
Transportation Company Limited in 1952. Although the company is 
authorized by its letters patent to carry on a general transportation ~ 
business by land and water throughout Canada and elsewhere, its activi- ~ 
ties, directed from administrative headquarters in Edmonton, have been ~ 
almost wholly confined to the Mackenzie river water system and the 
adjacent area of the Arctic ocean. 

The equity of Eldorado Mining and Refining Limited at December 
31, 1962 was $6,159,000, comprising capital stock of $152,000, surplus % 
of $4,757,000 and a reserve for insurance of $1,250,000. The reserve ~ 
for insurance was increased by $750,000 during the year under review — 
by a transfer of this amount from surplus in accordance with a resolu-_ 
tion of the board of directors to discontinue all physical damage insurance — 
coverage with commercial companies by June 30, 1962. The reserve is 
fully invested in short-term bank deposits. 4 
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The following is a comparative summary of the operating results of 
the company for its last two financial years: 


Year ended December 31 


1962 1961 

: Income— 

BECIE Mmrearnin gs 1) hi, hes. du eae Nee a On $ 2,233,000 $ 2,583,000 
Expense— 

CUES SELOUAYES 5 si SAR VO ar ReaD ARR OR TIN UE 1,265,000 1,361,000 

We Cela viOnh eget. (fv. kiN eau! Maton, Mocs MOR at tg) 488,000 527,000 

AGS TRONS NON ARG TS Sepals OS rei NAN) 240,000 222,000 

‘ 

f 1,993,000 2,110,000 
Net income from Operations te mrt sutra Meu tue eee! 240,000 473,000 
EecceMancous income tise Me ess Tk ae Nee 142,000 93,000 

382,000 566,000 
EBeviclourtorh incomes tax: 22.758.) ead 2 al 250,000 312,000 
VG LOGAN Har ham cad Nain LEP eT mM ER aE gh A $ 132,000 $ 254,000 


The decline in freight earnings which began in 1959 continued during 
the year ended December 31, 1962 with a decrease of $350,000, mainly 
due to reduced traffic caused by the curtailment of uranium production 
at the Beaverlodge mine of Eldorado Mining and Refining Limited. The 
reduction of $96,000 in operating expenses reflected the decreased level 
of operating activity, as well as a continuation of the cost reduction 
policy put into effect last year. 


There is an explanation given on page 166 for the reason for the drop in 
income arising largely from the depletion in freight earnings due to reduced 
traffic caused by the curtailment of uranium production. 


Now, paragraph 156: 


156. Park Steamship Company Limited. This company, incorporated 
in 1942 under the Companies Act, 1934 for the purpose of supervising 
the operation of crown-owned cargo vessels, ceased operations when the 
“park” fleet was sold in 1946-47. Its current activities are limited to the 
settlement of occasional claims for compensation by seamen for injuries 
that had been sustained during the operating period, and these activities 
are attended to by staff of the Canadian Maritime Commission. 


This is practically inactive at the present time. I have recommended to 
the minister that consideration be given to winding it up and surrendering its 
charter, since it had done its work. 


Now, paragraph 157: 

157. Polymer Corporation Limited and Subsidiary companies. Poly- 
mer Corporation Limited was incorporated in 1942 under the Companies 
Act, 1934 pursuant to the provisions of section 6 of the department of 
munitions and supply act, 1939, c. 3 as amended by 1940, c. 31. At Decem- 
ber 31, 1962 there were three wholly-owned subsidiary companies: 


q Polysar Belgium S.A., Polysar Nederland N.V., and Polysar Interna- 
Y tional S.A., as well as one subsidiary, Polymer Corporation (SAF) in 
. which Polymer held a 95% equity and the Banque de Paris et des Pays- 


Bas the remaining 5%. Polymer Corporation (SAF) was incorporated 
under the laws of France in January 1961 and in the fall of 1962. its 
¥ special purpose rubber plant located near Strasbourg commenced opera- 
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tions, aihouEh output to the end of the year was nominal. Polysara 
Belgium S.A. was formed under the laws of Belgium in December 1961 — 
and construction of a butyl rubber plant near Antwerp began in 1962. 
Polysar Nederland N.V., which is a holding company, was incorporated 
in accordance with the laws of Holland in May 1962. Polysar International | 
S.A., with headquarters in Fribourg, Switzerland and branch offices in 
Vienna, London, Tokyo and Mexico City, was incorporated under Swiss | 
law in June 1962 for the purpose of marketing all Polymer products out- 
side of North America. The parent company produces synthetic rubbers — 
and chemicals at Sarnia where the head office is also situated. 
The equity of the crown in Polymer Corporation Limited and its 
subsidiary companies at the year-end amounted to $79,105,000, consist- 
ing of capital stock of $30,000,000 and retained earnings of $49, 105,000. 
During the year under review dividends of $3,000,000 were paid to. 
the Receiver General, the same amount as in the previous year. 
The results of operations for the past two years are set out in the 
summary which follows. Since none of the subsidiary companies had 
commenced operations by December 31, 1961 and only one had begun 
full-scale operations by December 31, 1962, the amounts shown in 1961 
are with respect to the operations of the parent company only, and 
the amounts shown for 1962 include, in addition, only the operating 
results of the one subsidiary for the period from September 1 to Decem- 
ber 31, 1962. | 


Year ended December 314 


1962 1961 
REINCEP UN ARE ite tea eeu. T MNS yl btext ecu Me bah iee' aria daaehel elie Rel eMohe rs $87,022,000 $87,679,000 
MOV HEVESTMAT CORE Ede oe oh chose feo ea ed hee weiter atte ass tele te 435,000 835,000 


87,457,000 88,514,000 
PPR ete och hc, Se Om yy hc heey aN 63,634,000 64,308,000 
4,144,000 


Selling, administrative and research expenses ...... 4,774,000 
68,408,000 68,452,000 


Net income before provision for income tax ...... 19,049,000 20,062,000 
SCORELONINOT, ANCOINEG LAX) y's ni seh tnisen Soles eens - 8,765,000 9,842,000 


$10,220,000 


_ 


PETRI TICOTINGL MMA Ne he cic larancich c Unets, re tencpate omens teats ahahokereneuatatetia $10,284,000 


Additions to fixed assets during the year, amounting to $23,517,000, 
were almost equally divided between the costs of the capital develop- 
ment program of the subsidiary companies and the costs of the expansion 
of the parent company plant at Sarnia. The managements of the several 
companies estimate that continuation of the capital development progra m 
will involve expenditures totalling $21,000,000 during the year end 
December 31, 1963. 

In computing taxable income for the years 1961 and 1962 the cor 
pany took advantage of capital cost allowances permitted under the e 
Income Tax Act which were in excess of depreciation charged in the 
accounts. The effect of this procedure was to defer payment of inco 
tax totalling $3,460,000 until future years when depreciation charges 
may be in excess of capital cost allowances. 

To finance construction of their plants in France and Belgium, Poly- 
mer Corporation (SAF) borrowed NF 35.600.000 ($7,817,200) repe y- 
able 1965-71, and Polysar Belgium S.A. negotiated a loan of BF 
450.000.000 (39, 729,729), repayable 1969-77. No funds were drawn 


oni 


exception of NF 15.280.000 ($3,354,900), the loans are guaranteed by 


the parent company and all are repayable in the currency in which they 
were obtained. 


This has to do with Polymer Corporation Limited and its subsidiary 
companies which we were discussing earlier. I see that Mr. Winch is no 
longer present, but there is an explanation here dealing with the manner in 
_which the corporation operates. On page 118 particulars are given as to how 
construction of the plants were arranged in France and Belgium. You might 
wonder why these borrowings would be undertaken by a crown corporation 
in this manner. I might add that this has been done very largely as part of 
the arrangements under which the Polymer Corporation enjoys excellent re- 
_lationships in the countries concerned. And as you know, in setting up plants 
in these countries, you have a considerable number of permits and the like 
to obtain, and when this is done the hope is sometimes expressed that 
you like to borrow some money in those countries. 


4 Now, paragraph 158: 
; 158. The St. Lawrence Seaway Authority. Established by the St. 
Lawrence Seaway Authority Act, R.S., c. 242 (proclaimed July 1, 1954) 
the authority maintains and operates the Canadian section of the 27 
‘foot waterway between the port of Montreal and Lake Erie. The section of 
the seaway in the United States is operated by the Saint Lawrence Sea- 
way Development Corporation. In accordance with an agreement made 
in 1959 between Canada and the United States, revenues from tolls 
are divided between the two Seaway entities in proportion to their annual 
costs of operation and maintenance, interest charges and repayment 
of loans. The authority also operates non-toll canals at Lachine, Cornwall 
and Sault Ste. Marie, the net operating cost being provided for by annual 
parliamentary appropriations. 
The authority is a corporation consisting of a president and two 
i other members as provided by the Act. Its head office is at Ottawa, 


; 


A ee a ey ee 


a. . 


a 


! Lambert, Cornwall and St. Catharines. 
The crown’s equity at December 31, 1962 is shown on the Author- 
4 ity’s balance sheet as follows: 
Capital assets transferred from Department of Transport, April 1, 
1959 (including Welland Ship Canal at a value of $130,717,000) $180,483,000 


\ Moanseunderse section: 25: Of /theyAct cic. tials send OAS ea 334,500,000 
; interest on’ loans—deterred.y yi. pec ale 4 bases oo Bale p anneal ee eee 49,388,000 
{ 564,371,000 
; 


BPO TR TI OTICUE NeieAe vcenS ersials RiaRee sible a 6 a Mice Oe ae eRe ak nh a ee mn 37,934,000 
$526,437,000 
The following is a summary of the income and expense of the 


Authority for its past two financial years: 
Year ended December 31 


1962 1961 
Income— 
TRGTDISS am gy URE ee Al a ree RIS ee Mae apis” $ 9,556,000 $ 9,548,000 
Net income from operation of Cornwall-Roosevel- 

towne baternational sBrid geen chiscs sates crders 121,000 —— 
CHIBI G3 Wee aa AORMEA een Se eae he Or a NALS musta ara 1,015,000 899,000 
10,692,000 10,447,000 

21500—4 
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down by Polysar Belgium S.A. under its loan during 1962. With the | 


with operating headquarters at Cornwall and regional headquarters at St. 


1222 STANDING COMMITTEE 


Year ended December 31 


1962 1961 
Expense— 
Operating GEXPeENse’ Wetec esqertoinsseds cutee! eases etoile tole 2,592,000 2,602,000 — 
Maintenatice expense 22... cana Seite fies 2,087,000 1,728,000 — 
Operating and maintenance supervision .......... 1,232,000 1,071,000 ; 
A GIN Is trative! ex PENS Garin cue siens elerel ene netetenens ohne 1,760,000 1,617,000 
7,671,000 7,018,000 — 
Deduct: Portion of supervision and administrative 7 
expense applicable to non-toll canals ........ 324,000 288,000 
7,347,000 6,730,000 . 
Net operating income before providing for interest : 
and for replacement of machinery and equipment 3,545,000 3,717,000 
Interest on loans from the Government of i 
CSAIL aE ee. ais eb aa ate ASU SRAGIS lojioaet stag ictaten ore Rored ote twat 15,397,000 13,793,000 — 
Interest on contractors’ claims and other accounts . 164,000 —_— 
Provision for replacement of machinery and : 
(Bic uil olga velar Seaman TE te RA Wee) OE a ier Ne OE ol ch ert 888,000 200,000 — 
16,449,000 13,993,000 | 
DS CMOS Sg tartren Nov Pa cM re mols cosa Paks dal iaarns ere car Men eee eae eel oe $13,104,000 $10,276,000 — 


Income for the year was adversely affected by the government’s — 
decision to suspend tolls for the transit of the Welland canal, effective — 
July 18, 1962. According to statistical records, this suspension of tolls 
resulted in a loss of revenue of $953,000 during the remainder of the year. — 

The extent by which revenues in 1962 fell short of meeting expenses ~ 
in each of the two sections of the waterway and of the North Channel — 
Bridge is shown in the following summary: 


St. Lawrence North 
River Welland Channel 
Section Canal Bridge Total 5 
DINO US Mee ny Sct) atic cevtetrePakar sob oe, ft $ 8,914,000 $ 642,000 $ — $ 9,556,000 — 
Other) income... <-).... 217,000 798,000 121,000* 1,136,000 
9,131,000 1,440,000 121,000 10,692,000 — 


Expenses of operation, 
maintenance and ad- 4 
AMIMISTC ALON s\siseiee ie 2,931,000 4,416,000 — 7,347,000 


Net operating profit 


Me A 6,200,000  ¢ 2,976,000) 121,000 3,345,000 
Interest on loans ... 13,397,000 1,795,000 205,000 15,397,000 
Interest—other ...... 153,000 11,000 — i 
Provision for replace- 

ment of machinery 

and equipment .... 503,000 379,000 6,000 

14,053,000 2,185,000 211,000 
INGLRIOSS teh. aera, aK .$ 7,853,000 $ 5,161,000 $ 90,000 


* Excess of income over operating expense for the period from July 3 
to December 31, 1962. 


: 
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On the St. Lawrence river section the net operating profit of $6,200,000 
compares with profits of $5,893,000 in 1961, $5,178,000 in 1960 and $5,- 
894,000 in 1959. On the Welland canal, the net operating loss of $2,976,000 
compares with losses of $2,176,000 in 1961, $1,726,000 in 1960 and 
$633,000 in 1959. 

Toll revenues for four full navigation seasons have been substantially 
less than had been anticipated by the Canadian and United States toll 
committees in 1958, as shown below: 


St. Lawrence River Welland Canal 
Estimated Actual Estimated Actual 
AO 5 Se $ 9,301,000 $ 7,105,000 $ 2,060,000  $ 1,224,000 
ANS GXO)" yc ae es eae 10,789,000 7,156,000 2,215,000 1,326,000 
HO Giieeeret eek oY 12,277,000 8,086,000 2,369,000 1,462,000: 
TEKS A A os ees a 13,765,000 8,914,000 2,575,000 642,000* 
$46,132,000 $31,261,000 $ 9,219,000  $ 4,654,000 


* Tolls for the transit of the Welland Canal were suspended as of July 18, 
1962. 


The authority and the Saint Lawrence Seaway Development Cor- 
poration are to report to their respective Governments in 1964 on the 
adequacy of the toll structure to provide sufficient revenue to meet their 
operating costs and financial obligations. In this connection, it has been 
estimated that, beginning with 1964, the authority will require revenues 
of about $30 million each year for 46 years to meet operating costs and 
debt payments under the present financial arrangements. Tolls and other 
income in 1962 amounted to only $10.7 million including $642,000 of 
Welland canal tolls which, as noted above, were suspended in 1962. 

Section 25 of the St. Lawrence Seaway Authority Act provides that 
the Minister of Finance, with the approval of the governor in council, 
may from time to time make loans to the authority. Section 13 of the 
act, as amended, states that the aggregate of the amounts so borrowed 
under the Act and outstanding shall not at any time exceed $345,000,000. | 
At December 31, 1962 the authority was indebted to the government 
of Canada in respect of loans and deferred interest in the total amount 
of $383,888,000, made up as follows: 


Mommenuncer section, 25. of the Act... sdk fone oe ee $ 334,500,000 
dateteste ton Decempber,,.31,/1959--deferred 30 (uke wera oe 19,427,000 
interest, for the-year 1961—deferred 4. .450:.h. a os eee 14,289,000 
incerest for the year '1962—deferred’ ..-...0.)..9. Ge 15,672,000 


$ 383,888,000 


Section 16 of the St. Lawrence Seaway Authority Act requires 
that the tolls shall be fair and reasonable and designed to provide a 
revenue sufficient to defray the cost to the Authority of its operations, 
which costs shall include (a) payments in respect of interest on amounts 
borrowed by the authority, (b) amounts sufficient to amortize the 
principal of amounts so borrowed over a period not exceeding fifty years, 
and (c) the cost of operating and maintaining the canals and works 
under the administration of the authority, including all operating costs 
of the authority and such reserves as may be approved by the minister. 
Pursuant to these provisions, the original conditions under which loans 
were made to the authority under section 25 of the act required the pay- 
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ment of interest only in the first three full years of operation (through — 
the year ending December 31, 1962) and thereafter payment of annual > 
amounts sufficient to amortize over a period of 47 years (or by Decem- 
ber 31, 2009) all loans and interest thereon. 

The terms of the authority’s financing arrangements were oem 
by order in council P.C. 1961-1863 of December 29, 1961 and the prin-— 
cipal amount of loans received to finance construction of the Seaway, 
together with interest previously deferred and all other interest now 
accrued or accruing up to December 31, 1963, is now to be repaid, 
together with current interest thereon, in 46 equal annual instalmentag 
commencing December 31, 1964. 

In accordance with these financial arrangements, the operations for 
1962 have been charged with interest amounting to $15,397,000 (an_ 
additional amount of $275,000 was included in construction costs). but 
this interest has not been paid and is included in the balance sheet as” 
part of the proprietary equity. There was no charge to the year Ss 
operations with respect to amortization of the principal of the amounts 
borrowed. § 

The costs of operating and maintaining the canals and works under | 
the administration of the authority are defined under paragraph (c)_ 
of section 16 as including all operating costs of the authority and such 
reserves as may be approved by the Minister. The authority is of the 
opinion that it is not necessary to include depreciation as an element 
of operating and maintenance costs and that the amortization over the 
50 year period of the principal of the amounts borrowed, together with: 
interest as required by subsections (a) and (6), and provision for 
replacement of machinery and equipment as mentioned below, meets. 
the requirements of the act. Accordingly no provision for depreciation 
has been included in the costs for the year under review. ‘ 

Provision has been made during the year toward the cost of re- 
placing machinery and equipment, including lock, bridge and building 
machinery and equipment, in the amount of $2,710,000, of which $1,822,. 
000 was charged to deficit account, being additional provision required for! 
the years 1959 to 1961, and $888,000 was charged to expense in respect 
of the year ended December 31, 1962. The reserve for replacement of 
machinery and equipment, as thus augmented, amounted to $3,348, 000 
at December 31, 1962. No provision has been made in the accounts fol 
the replacement of buildings, lock gates and lock and bridge structures 
The authority considers that these seaway works can be maintained 
working condition at all times under its maintenance program. 

The governor in council, by order in council P.C. 1963-572 of April 
11, 1963 and pursuant to a 1956 agreement between the Canadi 
National Railway Company and The St. Lawrence Seaway Authori 
has determined that responsibility rests with The St. Lawrence Seaw: 
Authority for the cost of installing a lift span in the Victoria bridge 
at Montreal and of constructing an alternative bridge, containing a move 
able span, to carry rail as well as highway traffic over the St. Lawren 
seaway. The order accordingly provided that the Authority sh 
reimburse the Canadian National Railway Company for its outlay 
$11,753,000 on these works, together with interest thereon comput 
December 31, 1962 in the amount of $2,228,000 and interest on the s 
amount of $11, 753,000 from December 31, 1962 to the date of reimbig e- 
ment. Be 

Because the borrowing powers of the authority were close to th 
statutory limits of $345 million and could not cover the above-m 


"or. was Te 7: y vals Ane : i. ‘ Worle Via ome ni Fh 
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1140 of July 30, 1963, directed that the payment of the said amount be 
made from parliamentary appropriations for 1963-64 and that the matter 
of reimbursement by the authority be reserved for later decision. The 
above order in council also provided that the interest payment to the 
railway company should be made from parliamentary appropriations but 
should not be recovered from the authority as the lengthy delay in 
settlement of the matter could not be blamed on the Authority since, 
a: under the 1956 agreement, this was a matter for action by the governor 
SS in council. 

: The following table summarizes the expense and income and shows 
the remedial works and capital expenditure relating to the non-toll canals 
operated or administered by the authority for the past two years: 


E. i { Year ended December 31 


DUG IROOM AT Oe ua NU eda iens 76,000  $ 1,811,000 


Operating deficit, remedial works and capital ex- 
penditures (recovered from parliamentary 
SLOLIETALIOINS MAUR ie, by), Shean IAM alee Uc ee $ 2,336,000. $ 1,811,000 


The increase of $502,000 in operating expense during 1962 is more 
than accounted for by increased grants in lieu of municipal taxes, which 
amounted to $700,000 compared with $128,000 in 1961. 


Mr. Ryan: Might I ask Mr. Henderson why it is that Polymer pays 
Income tax, whereas the Northern Power Commission, paragraph 153 on page 
113, does not seem to do so? According to the net income figures set out, 
and shown on page 144, there is a suggestion Northern Canada Power Commis- 
sion pays no income tax. 


Mr. SToKEs: Agency corporations do not pay income tax. Northern Canada 
Power is one of these. But proprietary corporations do so if they have income, 
and Polymer Corporation is a proprietary corporation. But Northern Power 
Commission operates or provides a service to the municipalities in the north 
country and is not supposed to make a profit. The rates that they charge for 
power provided to the area are supposed to be just sufficient to cover the cost 
of operation, repayment of principal of loans, with interest thereon. If you should 
add an income tax charge on top of all that, you would be overburdening the 
cost of power in that particular area. 

; Mr. Francis: May I ask if Polymer Corporation pays municipal business 
taxes? 
Mr. SToKEs: It does not pay municipal business taxes as such, but it 
Pays a grant in lieu of local taxes, in an amount which otherwise would be 
payable as taxes. 


1962 1961 
Expense— 

Petamiie nex Dense ya Neild mala $ 1,086,000 $ 584,000: 
Piaubenancemexpensel ni suig ial os a Meu Mle ae 940,000 749,000 
Operating and maintenance SUpeEVASIONN Won anian eee 181,000 204,000 

Portion of Authority’s supervision and administra- 
tive expense applicable to non-toll canals .. 324,000 288,000 
Be ODievec Wenen ts el NL) Ode ae Nea ted 107,000 111,000 
2,638,000 1,936,000 
Income from rentals, Wier fa SeyWiebe sas ae ay ian 378,000 515,000 
Pe OT MO GTCIEN Mio ante ge eg oa LN ee eae 2,260,000 1,421,000 
Remedial works—municipal properties ............ — 72,000 


Wi 
way 


ay 
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Mr. Francis: Canadian Mortgage and Housing Corporation pays the city 
of Ottawa property taxes, but it refuses to pay a business tax. It does not © 
pay a grant, yet it is in the same position as a private company. Is it true™ 
that Polymer pays its grant in lieu of both business tax and property tax in © 
the county in which it operates? 

Mr. StoKEs: Yes, I believe it does, but I shall check on it and get you F 
the information. 

Mr. Rock: Do you not think that Polymer Corporation should be on g 
the same basis as any incorporated business, and therefore it should pay all — 
taxes, and pay no grant whatsoever? I think there is something wrong with — 
this outlook. If Canada is going to organize certain companies as businesses, — 
where private enterprise cannot enter into the field, then it should be an — 
incorporation, and I think it would only be fair that it be placed on exactly © 
the same business basis as any other corporation which manufactures a com- — 
modity, and therefore it should pay taxation in its municipality and act like — 
other corporations, and not give out grants in lieu of taxation. I think there ~ 
is something wrong, and I think it should be investigated. q 

Mr. HENDERSON: You have made a good point. But from our standpoint 
it is a matter of government policy; that is, the payment of a grant in lieu of © 
taxes. We consider it a matter of government policy and I do not think we ; 
should express an opinion on it. . 


fr 


a 

The St. Lawrence seaway authority picture is set out in paragraph 158. ° 
Perhaps it is not necessary to go into it in much detail in view of the fact that : 
you propose to call them before the committee in due course. I do not need — 
to remind you of the difficulty it is having in meeting its obligations. The — 
interest has been deferred again for another year. You will see from the — 
statement at the bottom of page 120 the size of its debt, and how the interest | 
has had to be deferred. There is a great deal of detail given here regarding © 
the authority, and perhaps it would be better to leave it unless the members — 


have some questions, until it comes before the committee. 
The CHAIRMAN: Are there any questions? 


Mr. Rock: I would like to ask a question or two. As I understand matters — 
at the bottom of page 120 and the top of page 121, is it your feeling that section © 
16 of the St. Lawrence Seaway Authority Act is not at present being com-— 
plied with? Is that accurate? 

Mr. HENpDERSON: I do not think I said that. 

Mr. Rock: You point out that the rates do not provide a fair and reason- 
able revenue sufficient to defray the cost to the authority of its operation. In- 
other words, at the present time these rates are not providing adequate 
revenues, and that they are not likely to be adequate for some period of time — 
to come. Yet the authority has not taken any action to increase the rate 
Would that not indicate that they are going beyond or outside the responsibili 
ties as laid down by section 16? . 

Mr. HENDERSON: That is a very nice point, and you are making it well. 
It is not easy to interpret section 16, because it is not too specific as to what 
cost shall include. This is just the sort of question which I think might very 
usefully be discussed when the authority appears before the committee. = 

Mr. Regan: The only problem about that again is that I gather that if 
we are to have them appear, it would be after our report is drafted. Is that 


KS /)4 


correct? i 

Mr. HENDERSON: I think you would want to make a very positive study, 
and that it would take up a complete meeting, one at which these things 
could be explored in detail. I would like to have the officials here to discu 3S 
their interpretation of section 16. ‘. 


PUBLIC ACCOUNTS 1227 


_The CHAIRMAN: I think that this is a subject which the committee must 
: decide upon ultimately, and that we might draft a report. But I suppose it 
; would depend on what happens, whether there be a recess at Christmas or 
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an additional report to include this or any other corporation. But we could 
close our books on his report, leaving us free to bring in a subsequent report 
regarding these corporations, which we are in fact standing. 


B 
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_And that perhaps is essentially your question. I am giving you an inter- 
pretation placed on it by the authority, but at the same time it does not in- 
clude depreciation which is usually regarded as an element of cost. 

Mr. REGAN: Yes. 

Mr. HENDERSON: This involves an interpretation placed on it by officials, 
and it is something which I think would be useful to discuss with them when 
they are before us. 

The St. Lawrence Seaway Development Corporation in the United States 
did not include depreciation in its costs. Their accounts were qualified by the 
comptroller general in Washington, and the whole matter has been the subject 
of very intense discussion there. And they have since been directed to take 
‘it up, and to include it. I take rather more of a middle-of-the-road view of 
the matter, and I have been prepared to accept the explanation given or placed 
on it by the officers of the corporation bearing in mind that they are amortizing 
the cost. 

4 Mr. Recan: Aside from depreciation, they are not fully meeting their 
Operating costs. 

Mr. HENDERSON: The tolls are not adequate to meet the cost. That is all 
too obvious from the figures shown here. 

Mr. Recan: As the figures indicate, they are actually possibly produced 
in two ways: One by not including depreciation, and even if they are correct 
in that view, they still do not comply with the act; they need to increase the 
tolls because they still have inadequate operating revenue to meet their 
operating costs. 

Mr. HENDERSON: You are asking me to give a legal opinion. 


; Mr. REGAN: They still have inadequate income to meet their operating 
0sts. 

_ Mr. Henperson: That is clearly indicated from the figures given here. It 
S a point on which I have not yet had the benefit of legal advice. But being 
n a position now to obtain some, I hope to take steps to secure an opinion, be- 


‘ause it is an important point. 


Fn 


let us adjourn now with the hope that a week from today we may conclud 


our formal inquiry, leaving the question of crown corporations 
us at a future time. The meeting is now adjourned. 
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MINUTES OF PROCEEDINGS 


TurEspAy November 17, 1964. 
(41) 


The Standing Committee on Public Accounts met this day at 9.40 a.m. 
_ The Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cardiff, Fane, Francis, Frenette, Hark- 
' ness, Leblanc, Legault, Lessard (Saint-Henri), Loiselle, McMillan, Pilon, 
a Prittie, Regan, Rock, Ryan, Stefanson, Stenson, Tucker, Wahn and Winch. (21) 


4 In attendance: Mr. A. M. Henderson, Auditor General of Canada, and 
_ Mr. A. B. Stokes, of the Auditor General’s office. 


, The Committee resumed consideration of the 1963 Report of the Auditor 
_ General. 


The Chairman tabled a return relating to Crown companies, Auditing of 
_ Accounts, which was ordered printed as an Appendix to the record of this 
_ day. (See Appendix 1). 


The Auditor General tabled a return from the External Aid Office supply- 
_ ing answers to questions by Messrs. McLean (Charlotte) and McMillan at the 
_ sitting of October 22nd; this return was ordered printed as an Appendix to 
_ the record of this day. (See Appendix ON i 


Mr. Stokes read into the record an answer to a question by Mr. Francis 
_ of November 10th relating to Polymer Corporation. 


Mr. Henderson was further examined on his statement of November 10th 
_ relating to Crown Corporations and other similar public instrumentalities 
_ whose accounts are not examined by the Auditor General. 


‘ The Auditor General reviewed paragraphs 159 to 182 inclusive of his 1963 
" Report and was examined thereon. 


ti The Committee, having completed its examination of the 1963 Report, 
_ the Chairman thanked the members of the Committee and also thanked Mr. 
_ Henderson and his staff. 

ry 


i The Chairman announced that the Committee would meet later in camera 
_ to consider “draft” reports to the House. 


At 11.00 a.m., the Committee adjourned to the call of the Chair. 


M. Slack, 
Clerk of the Committee. 


1229 
 21570—13 


ae ae 


EVIDENCE 


TUESDAY, November 17, 1964. 


The CHarrRMan: I think probably we had better come to order now. There 
are five committee meetings this morning and I know that some of you gentle- 
men have to go elsewhere later on, so I will call the meeting to order. 


Possibly, since you have this material before you, we might deal with the 
question asked by Mr. Francis at the last meeting of the committee, whether 
Polymer Corporation Limited pay municipal business taxes. I think we might 
do that before we finish the last few items which are in the Auditor General’s 


report for 1963. 


First of all, may I have your consent to the tabling of the public accounts, 
or the extracts from the debates of the Senate, dealing with fees paid to private 
auditors, and may this be printed as an appendix to today’s proceedings; is that 
agreed? 

Agreed. 


Have you something to file, Mr. Henderson? 

_Mr. HENDERSON (Auditor General): I would like to take the oppor- 
tunity, if I may, to place on the record a letter furnished by M. H. O. Moran, 
the director general of external aid, in answer to questions asked by Dr. 
McMillan and Mr. McLean at the meeting of October 22, at which time I 
agreed to obtain information from the director general. 

The CHarrMan: Thank you. 

Mr. HENDERSON: At the same time, questions were asked at the last meeting 
regarding the taxes paid by Polymer Corporation Limited in Canada, and I 
would like to ask Mr. Stokes if he could furnish this information. 

Mr. A. B. Stokes (Audit Director, Auditor General’s Office): Yes. Mr. 
Francis asked if Polymer Corporation paid municipal business taxes. Now, in 
the computation of the grant in lieu of municipal taxes paid by Polymer 
Corporation the municipal assessment for business taxes has been taken into 
consideration to the extent of 60 per cent of the assessment. 

In 1963 Polymer paid a grant in lieu of municipal taxes to the city of Sarnia 
to the total of $580,708.57, and this was with respect to land, $45,986.15; build- 
ings, $317,965.51; business taxes—this is 60 per cent of the assessment— 
$216,756.91. 

Mr, Francis: Mr. Chairman, may I ask— 

The CHAIRMAN: Before you ask a question, Mr. Francis, is it agreed that 
the letter of November 6, from Mr. Moran to Mr. Henderson, be printed as 
applying to today’s proceedings? 

Agreed. 


Mr. Pinon: Have we got copies of that letter? 

The CHAIRMAN: This has just been presented today and it will be filed and 
it will be printed as an appendix. 

Mr. Francis: I want to observe, Mr. Chairman, that I am pleased to see 
that this is the case. I just wish that all crown corporations did it in the same 
Way. 

Mr. WIncH: It must be one of the largest taxpayers. 
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Mr. FrRANcIs: It is most unfortunate that other crown corporations do not © 
follow the same practice. a 
Mr. McMr.ian: In connection with the grant in lieu of taxes paid to Sarnia — 
is that in respect of Polymer alone, or is that all— 
Mr. Strokes: That is on Polymer Corporation Limited alone. 
The CuHarrMAN: Now gentlemen, we are now open for general discussion . 
on the question of the auditing of crown corporations in general and, in par- — 
ticular, the question of crown corporations which have, under the terms of © 
their statute, a private auditing firm and who are not under the auditing © 
inspection of the Auditor General, either jointly or by himself. Included in — 
this discussion, of course, is a question someone raised at the last meeting, with © 
regard to what fees were paid; and that information appears in the document — 
which was tabled today. 
Are there any questions on this particular point at this time? If not, have ~ 
you a comment, Mr. Henderson, that you would like to make? 
Mr. Henprerson: I do not think so, Mr. Chairman. I answered the ques- — 
tions that had been put to me by yourself and by Mr. Fane, and you have here — 
a copy of the answers. 
The CHAIRMAN: Yes. 
Mr. HenpeERSON: I think that would be all that I would have to say on the 
subject at this point. i 
Mr. Wincu: I believe that the information contained herein answers, to 
the best of my recollection, the questions that were asked, and therefore reflect 
the comments we made ourselves in our recommendations. . 
The CHAIRMAN: That is quite correct. 
I think the answers to the questions are here, and we will be able to make 
use of it. ; 
There is one question which is probably very remotely related to this and 
which I propose to ask Mr. Henderson at this time. Mr. Henderson, you have 
given some indication in the past, but who audits your books, and under what 
arrangements are your books audited? In other words, who audits the Auditor 
General? 5 
Mr. HenperRson: Under section 75 of the Financial Administration Act 
treasury board appoints an officer of the public service to be the auditor of my 
office, and his certificate will be found on my accounts in the public accounts. 
I believe the officer at the present time is Mr. MacDonald, the comptroller 
of the post office. } 
The CHarrMAN: The reason I raise it is the fact that the Auditor Genera. 
is appointed by the government and is the agent of parliament and answers 
to parliament; and 1 have always had in my mind the impression of the desir- 
ability of an auditor being appointed by the government rather than by 
parliament. " 
I just wanted to raise it, and members might give some consideration to 
it. We might wish to discuss it and deal with it later, but I thought it might 
be of interest, because it does, to some extent, in my humble opinion, limit, o1 
could have a limiting effect on, the independence of the Auditor General, and 
I think this is a thing which should be supreme in our minds, amongst other 
things—that the position should be one of complete independence. 
Mr. Wincu: I think you have a wonderful point there. If the Auditor Gen- 
eral is appointed by, and responsible to, parliament then surely the auditing 
of his own branch should be by someone who is appointed by, or responsible 
to, parliament. j 
May I add, Mr. Chairman, that you have now asked a question which I 
have always wanted to ask, with regard to who examines the examiner. : 
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Mr. McMiLtan: I wonder if there is any way of obtaining the comparative 
cost of auditing the books of crown corporations ourselves, in relation to those 
audited by private corporations. I suppose they are paid a much higher rate, 
are they, than when it is done by the government? 
Mr. HENDERSON: The fees are, I would assume, based on the charges which 
the private firms negotiate with the people who employ them. 

As I mentioned last week, it should be borne in mind that these firms are 
taxpayers, and were I to do the work this would not apply to the same extent. 


4 It is impossible for me to answer your question unless a special study were 
ade. 


Mr. FANE: Mr. Chairman, I was just wondering if it would be a better sys- 
tem to have all these crown corporations which are in government business 
audited by the Auditor General instead of having all these other firms hired to 
do it. If the Auditor General did all that—was responsible for auditing the 


form and the same kind of records would be kept for all the government 
business. 

: I think the Auditor General should be responsible for the auditing of all 
government business. 

‘The Cuarrman: Thank you. 


Mr. PRITTIE: My view, Mr. Chairman, is much the same. I would imagine 
that the office of the Auditor General should be exactly the same with regard to 
government departments and other crown corporations. 
An analysis of the excerpt of the Senate report shows that $250,000 has 
een paid out in fees. 

I would suggest that we cannot go very far into this unless we had some 
estimate of the Auditor General with regard to what extra personnel he would 
eed in order to do the same work. It would be all right so long as we had the 
aecessary staff to do all the public accounting; but I really do not think we can 
o very far until we have some comparison to make. 

The CHAIRMAN: Are there any other comments? 


Mr. HARKNESS: I would take the opposite point of view. A corporation such 
S Canadian National Railways, which has to run its business the same as the 
C.P.R., should be in the position of having auditors just the same as any other 
corporation does; and the same thing, of course, will apply to most of these other 
meporations which are not audited by the Auditor General. 
_ In other words, it seems to me this is a very reasonable sort of division of 
the activities in the auditing line. 
The CHAIRMAN: Are there any other comments, gentlemen? If not, we will 
ave an opportunity to study these things and the views expressed by members 
rhen we come to our final meeting, if the committee wants to discuss it further; 
ind we will have that opportunity. 

Mr. McMittan: Are there any of these audits which, in your opinion, 
ould be in a different form for us? I mean, are they adapted to your form of 
luditing, to the type of information you get in your audit? 

Mr. HENDERSON: Yes; there are differences between them. However, again, 
m unable to answer your question fully because I am not familiar with their 
ccounts. 
~ Mr. McMituan: In other words, do you get all the information in those 
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Mr. HENDERSON: I am not in a position to say, because I am not the auditor. 


Mr. LEBLANC: I have two questions I should like to ask the Auditor General. 
he first is this: Do you have access at times to the working papers of the 
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private auditors for the various crown corporations for which you are not 
responsible? 

Mr. HENDERSON: No. 

Mr. LEBLANC: You do not have access to their working papers; so you do- 
not know exactly what type of audit is being done—how much detail they are 
doing and what type of work they are actually doing? 

Mr. HENDERSON: No; I have made no inquiry, for the reasons I gave at the 
last meeting. 

Mr. LEBLANC: The reason for the question is that I think it would be very 
difficult for us at the present time, without knowing exactly what type of work 
they are performing there, to budget for the excess of employees in your depart-_ 
ment to look after those audits through your own office. j 

If we are paying out $250,000 for those various audits one thing we are sure | 
of is that the amounts involved from your own department would be less than. 
that: but I think it is very difficult to say exactly what the amount of saving 
would be. 4 

Mr. HENDERSON: As I mentioned earlier in response to Dr. McMillan’s ques- 
tion, until such a study as you suggest is undertaken it is impossible to be 
specific on how large the saving might be. ‘ 

The CHAIRMAN: Are there any other questions, gentlemen? 

Mr. Tarpir: If you were responsible you would be responsible for any 
auditors engaged to do any other auditing work besides what you do yourself, 
would you not? . 

Mr. HENDERSON: Yes. 

The CHAIRMAN: Are there any other comments? If not, could we turn to 
paragraph 159? We had finished the crown corporations and we had left the 
departmental operating activities, from paragraph 159 on until the end of the 
report. 

Mr. McMiutuan: That was for 1963? 

The CHAIRMAN: That was 1963, Dr. McMillan. 

I think we had completed the examination of appendix 1 dealing with non 
productive payments, but from paragraph 159 to that appendix we have still 
to consider the material there. Is that correct, Mr. Henderson? 

Mr. HENDERSON: Yes, that is correct. We reached the end of page 122 and 
we were about to turn to departmental operating activities. 


The CHAIRMAN: Paragraphs 159 and 160 follow: 
DEPARTMENTAL OPERATING ACTIVITIES 


159. Extensive trading or servicing activities are operated by a 
number of departments, for example: ¢ 
Agricultural commodities stabilization activities (operated by th 
agricultural stabilization board under the Department of Agri- 
culture) ; . 
Board of Grain Commissioners for Canada (under the Department of 
Agriculture) ; 
Canadian Government Elevators (operated by the Board of Grain 
Commissioners under the Department of Agriculture) ; 
National Film Board (reporting through the Secretary of State); 
Post Office activities; 
Public printing and stationery activities (under the Department of 
Defence Production) : | 
Royal Canadian Mint (under the Department of Finance); a 
Airport operations (under the Department of Transport). 
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160. Reference has been made in paragraph 128 to the statutory 
direction contained in the Financial Administration Act regarding the 
annual financial statements to be prepared by crown corporations. There 
is, however, no statutory direction regarding the preparation of financial 
statements in respect of trading or servicing activities operated by 
departments. Revenues arising from such activities are included in the 
public accounts as revenues of the departments concerned, while the ex- 
penditures that involve cash outlays in the year are recorded as charges 
against the parliamentary appropriations for those departments. In 
addition, where statutory revolving funds are used to acquire materials, 
etc., statements summarizing the transactions in the revolving fund 
accounts are also included in the public accounts. In the few instances 
where financial statements showing operating results from departmental 
trading or servicing activities are included, the costs shown include only 
the direct costs arising from cash outlays by the departments concerned 
and do not include non-cash charges for depreciation, interest on capital, 
services provided by other departments, etc. 


Mr. HENDERSON: This section of my report refers to the extensive trading 
or servicing activities operated by a number of departments, and I give some 
examples to illustrate. These examples begin at paragraph 161 which follows: 


161. Agriculiural commodities stabilization activities. The agricul- 
tural stabilization bcard was established by the Agricultural Stabilization 
Act, 1957-58, ce. 22, and has the responsibility of stabilizing prices of 
agricultural commodities at levels bearing a fair relationship to their cost 
of production. Stabilizing measures take the form of either the purchase 
of commodities at prescribed prices, or payment to producers of amounts 
by which prescribed prices exceed those determined by the board to be 
the average prices at which commodities are currently being sold, or 
stabilizing payments for the benefit of producers. Pursuant to the act, 
the agricultural commodities stabilization account was established in the 
consolidated revenue fund and finances the activities of the board, except 
for administrative expenses which are financed through annual parlia- 
mentary appropriations. 

The results of the board’s operations for the year ended March 31, 
1963 are summarized as follows in comparison with the corresponding 


amounts for the preceding year: 
Year ended March 31 


1963 1962 
Trading losses— 
TEXOHURE. gn Ba Gin ome COI GUO EAE oop Co O4 5 Gphex $45,239,000 $ 2,482,000 
[EIOVAEe .. seep RARE ae yet CHEER AT One Or rarnaio nd Bae.0 One 7,528,000 2,017,000 
TLR OF sae et SOI Re eo nor anen ro ceioaeOmaS os 6 o Dino. bp < 31,000 928,000 
(GIVES See eS OB ero ie IE DIES cd 6 SIS eens cut Buca 1,025,000 676,000 
(Oil evese Uk eA SPRERS Seo Saat ORI CEN Iommi is Gist bola meee 182,000 116,000 
54,005,000 6,219,000 
Stabilization and deficiency payments— 
IMTOO SS Se eaet ye I ie 8 Ale ag chris To Beg tes SRA ORE > iCacenaceia a aks Bic! oat 13,258,000 12,371,000 
STUSAL DCCLS - osha 5,9. sunt aaa sage simian aieetohaya @leue Sia eka yr ctetanal 1,983,000 1,670,000 
MOSEL Sere, fo ai r-sibustaloL-Pasi stelle 9) 4 viabe ety miaurin arate nee 663,000 15,000 
ABATED ae hte Satse DEMO Ure GOD OG DRIED cAOT LOD Cue 956,000 1,236,000 
OTE oie ae, cc ate rete sae alisha che ay oka hee areltay often Wee tleike 991,000 495,000 
17,851,000 15,787,000 


Ry OEOODETAtIOg LOSS cis areeutewte a's e/atp ele mie ale me waters s $71,856,000 $22,006,000 
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The $71,856,000 loss shown for 1962-63, recovered by Special Ap- 
propriation Act, 1963 (Vote 163) does not include administrative expenses 
of $461,000 which were charged to the appropriation for “Agricultural 
Stabilization Act Administration” (Vote 40). Moreover, no charges are 
made for accounting services rendered by the office of the comptroller of 
the treasury or for contributions to the public service superannuation 
account, and interest on the funds employed is not taken into considera- 
tion. 

The following is a listing of the inventories, valued at cost, held by 
the board at March 31, 1963 in comparison with the similar inventories 
at the close of the preceding year: 

As at March 31 


1963 1962 
RSET ire air R sD si he nia g oo bia ke Do © aes sina le SOA $ 129,173,000 $ 112,312,000 
DERG ooo Piast Siete. Sista ard Vintele bik su, o-8 ie Satine Hoy oy. stores 10,072,000 19,383,000 


RE ere ote ttt a Tate eg aia dans sbeebs far pie ie Sty Cale toa 266,000 1,030,000 


$ 139,511,000 $ 132,725,000 


The inventory of butter owned by the board increased by $16,861,000 
during the year notwithstanding a resale program under which the price 
of butter was reduced by 12 cents per pound. The cost of this program 
amounted to $42,273,000. Storage charges incurred in respect of butter 
which had accumulated during the years 1958 to 1962 amounted to $4,442,- 
000 during the year ended March 31, 1963. 


As you will see from the examples appearing, some are producing effective 
accounting statements, others are in the process and others have not yet started 
to do it. 


The first deals with agricultural commodities stabilization activities, and 
you will notice that there is a summary at the top of page 124 showing the 
results of the board’s operations for the year, on a comparative basis. There is 
a net operating loss shown there for 1963 in excess of $71,000,000. However, as 
pointed out this does not include, administrative expenses which were charged 
to vote 40, nor have any charges been made for the accounting services, for 
contributions to the public service superannuation account, or for interest on — 
the funds employed. 

It has been my recommendation that the statement should be carried ~ 
through to the point where all these other cost elements are included in the 
accounting statement. 

The next paragraph, No. 162, outlines the situation surrounding the board — 
of Canadian commissioners, which paragraph follows: 3 


162. Board of Grain Commissioners for Canada. This board operates 
under the authority of the Canada Grain Act, R.S., c. 25, and consists of — 
a chief commissioner and two other commissioners appointed by the — 
governor in council. The board has jurisdiction to enquire into any 
matter relating to: grading, weighing and storage of grain; unfair or — 
discriminatory operation of any elevator; and any other matter arising © 
out of the performance of the duties of the board. 4 

The following is a comparative summary of the results of opera- 
tions for the past two fiscal years: “| 
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Year ended March 31 


1963 1962 
Expenditure— 
: Salaries;; allowances, 6tc, i100. ase ap canes ea $ 4,258,000 $ 4,286,000 
i EV CTA MN ay astreei ed cOnleiie time de laces ocallaatalta tenlatlet as ara he edit CMM AIA 188,000 188,000 
/ HBT ORRGASNL yA he Seal aC i AT CORES sea ETO a AO dy LH NS AR 122,000 125,000 
f EMIS WAT Cy SCALIOMET Yilicileran aya aie yaa cial ac arama ay DO Ara Mists 57,000 58,000 
i Gieneralmescpenses wets. AUu Wie Celie unui WALA MAUR 223,000 228,000 
| 4,848,000 4,885,000 
- Revenue— 
AA STOS BGT OMIA eee aooP air alods Leena A Vacate tn Ans LINC UY eae hea 1,584,000 1,946,000 
‘VWRAGH OU DOVE eal AE ae aan SHC SAA ATE HO LORMAN Evi AT CAULK 794,000 967,000 
Registrations and cancellations .................. 44,000 54,000 
NEC CLIC ES MWe ere cee ale. eS eae te AVA Uak ne ae alas OSHC Dal aN 28,000 29,000 
RS ULIN CUI ie en Har crccuer Stave cv eal gestae ie keretal tah al lea usius liana ol als 2,000 5,000 
2,452,000 3,001,000 
Excess of expenditure over revenue .............-- $ 2,396,000 $ 1,884,000 


Although the volume of grains handled during 1962-63 decreased 
considerably from the previous year, there was no significant decrease 
in the board’s expenditures since a large portion of these are fixed. No 
charges were included as expenditure of the board for contributions 
to the public service superannuation account or for accounting and other 
services provided by government departments. 

Revenue from inspections, weighing and registrations and cancella- 
tions varies directly with the volume of grain handled and therefore 
decreased in 1962-63 compared with the previous year. Fees for weigh- 
ing services have not been revised since 1920 and for inspection services 
since 1949. In our previous reports reference has been made to this 
situation and last year it was observed that the standing committee on 

- public accounts recommended in 1961 that “steps be taken to bring 
revenues and expenditures into balance’. 1962-63 was the ninth con- 
' secutive year in which deficits exceeded one million dollars. 


This paragraph has a summary of the results of the operation on page 

_ 125, and you will see that expenditure here has been exceeding revenue for some 

_ years, in point of fact were $2,396,000 in excess at the end of 1963. 

‘ This situation has been before the committee, as you know, and in 1961 the 

committee recommended that steps be taken to bring revenue and expenditure 

into balance. 

I had pointed out that 1962-63 was the ninth consecutive year in which 

_ the deficit in this operation had exceeded one million dollars, and we discussed 

this matter in the summary, and you may recall that in your fourth report, 

1964, paragraphs 40 and 41, presented to the house on July 28 last, you took 

note of the fact that the board of grain commissioners had announced that there 

would be a 50 per cent increase in their charges to the public, to be made effec- 

' tive August 1, 1965. 

h That is the status of this matter at this time. 

B Paragraph 163 deals with Canadian government elevators, and is as 

follows: 

163. Canadian Government Elevators. The Canadian government 
elevators are operated by the board of grain commissioners for Canada 
under section 166 of the Canada Grain Act, R.S., c. 25. There are five 
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interior elevators located at Moose Jaw, Saskatoon, Calgary, Edmonton © 
and Lethbridge; and a terminal elevator at Prince Rupert. The terminal — 
elevator, located at Port Arthur, which had been leased to a company ~ 
engaged in the grain trade was sold during the year to the former lessee — 
(see paragraph 47). 

The equity of the crown in the Canadian government elevators at 
March 31, 1963 was $10,833,000, represented by fixed assets costing — 
$10,366,000 acquired out of funds provided by parliamentary appropria- — 
tions together with a surplus of $467,000. 


The following is a summary of the results of operation for the year 
under review with the comparable amounts for the preceding year: 


As at March 31 


1963 1962 
Revenue— q 
SOLA eC Mards fei erie hohe le Ghaceiea eons Sie bial a foci usta eee $ 822,000 $ 1,129,000 
ULE Vell Ola epee tetoas nave tevorcre, o eah oe aikuerakela Oeste aii tnebetne 157,000 484,000 
WI GAT Iie Mtte ati nies Ncheee cree ee toh EME LS eee 36,000 159,000 
DDSI Ree cee aici wie SNe % vale e 4 rhuceuetetere baie: ciate 11,000 23,000 | 
COUR OI Os sh bwire ahs cuore eines Cretan teed ene sue rele verte: 37,000 196,000 
1,063,000 1,991,000 
Expenditure— q 
PaAlanlesranGswaeves dy eae ee esc eet ee eens 785,000 889,000 © 
Maintenance—buildings, plant and equipment .... 257,000 362,000 | 
GrantsManeien Ot, taxGSe, is mahi: eae aerate. 112,000 112,000 
POE U MMR ete ante trol’ 2 Pieter te oll Maia occaute ekera tear eee eam ke 65,000 98,000 
PSTN Ra Ver ceciaeaes railiNe skin beta Hibelebabciack #5 oe waa seiacn Geet steak 95,000 107,000 
1,314,000 1,568,000 
ING TBDLOUMEROT CLOGS), tne Rio apriaew oe caw Vere SNe oer ($ 251,000) $ 423,000 — 


The operating revenue arises almost entirely from the handling of © 
wheat and only to a minor extent from the handling of coarse grains. The © 
sale and movement of wheat is the responsibility of the Canadian wheat 
board and it is to the economic advantage of this board to ship all wheat — 
direct to lakehead or tidewater ports without using facilities of interior — 
elevators since, by so doing, “stop-off’ and ‘‘diversion” charges are © 
eliminated. When weather conditions at harvest time result in damp 
wheat and when lakehead and tidewater elevators are filled to capacity, © 
the board uses the drying and storage facilities of interior elevators. The 
fall of 1962 was exceptionally dry and there was a steady export from 
lakehead and tidewater terminals so that the facilities of the Canadian 
government elevators were not required by the Canadian wheat board to 
the same extent as in 1961. As a result, only 6,252,000 bushels of wheat 
were handled by the elevators in 1962-63 compared with 25,171,000 in 
the previous year. This sharp decline in volume of wheat moving through © 
the elevators was largely responsible for the reduction in revenue. In 
addition, the effective date of the sale of the terminal elevator .was- 
August 1, 1962 so that only four months’ rental was received in 1962-63. | 

The decrease in volume of grain handled also resulted in decreased — 
expenditures, chiefly for casual labour, maintenance and power, but did 
not affect fixed costs such as grants in lieu of taxes and head office 
expenses. As noted in previous years’ reports, expenditures do not include 
amortization of elevator construction costs, charges for contributions to 
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the public service superannuation account, or costs of accounting and 
other services provided by government departments. 

A loss of $72,000 by the Lethbridge elevator was its eighteenth con- 
secutive annual loss. The accumulated deficits during this period amounted 
to $690,000. 


The details of this paragraph follow on page 126. Here we had a profit in 
1962 followed by a loss in 1963, the reasons for which are explained in the 
paragraph following the table. 

I pointed out for the information of the house that the loss of $72,000 by 
the Lethbridge elevator was its eighteenth consecutive annual loss, and that 
their accumulated deficits during that period had amounted to $690,000. 

Paragraph 164 deals with the national film board, and is as follows: 


164. National Film Board. This board was established in 1939 by the 
National Film Act, now R.S., c. 185, for the purpose of promoting the 
production and distribution of films in the national interest. Section 
18 of the act provides for the establishment of the national film board 
Operating account in the consolidated revenue fund. The account is 
credited with amounts provided by annual parliamentary appropriations 
for “Administration, Production and Distribution of Films and Other 
Visual Materials” (national film board Vote 1), amounts transferred from 
appropriations of government departments in respect of work undertaken 
for them, and income arising from the sale and rental of films and other 
visual materials. The account is charged with all expenditures made by 
the board, other than those for the acquisition of capital equipment which 
are charged to a separate appropriation. 

The equity of the crown in the board at March 31, 1963 was $2,343,000 
consisting of the balance of $581,000 in the national film board operating 
account for working capital together with an investment of $1,762,000 
represented by the depreciated value of equipment transferred to the 
board at its inception or purchased out of funds provided through parlia- 
mentary appropriations, less disposals. 

- Pursuant to the provisions of the act, the board maintains an 
accounting system on the accrual basis in addition to the accounts main- 
tained by the comptroller of the treasury on the cash basis. The following 
is a summary of the results of the board’s operations for the year, com- 
pared with those of the preceding year: 

Year ended March 31 


1963 1962 
Expense— 
Production of films and other visual materials ...$ 2,975,000 $ 3,008,000 
PeUate ELON , OLS TLS! oid cians aky.eug 5, Sad atar erat ae 2,313,000 2,203,000 
Administration and general services ............ 900,000 860,000 
Cost of production of films and other visual mate- 
rials for government departments and others .. 1,557,000 1,247,000 
ANCOMISItION OL equipment (net) 1. : 5 1 seme eres see 197,000 172,000 
7,942,000 7,490,000 
Income 
Sales of films and other visual materials ......... 1,740,000 1,505,000 
Rentalssand "FOV ALUICS c. Ae nok sta sie sictete Ole ae sioratenatere 585,000 877,000 
DATSCOMAMEOUS!S 5 vaio sche ohaehel as uk ed ovale eevee nyse see 25,000 15,000 


2,350,000 2,397,000 


EGOS DCIS C ator us! o's ai 0c Sins Soa oh wusansh avers) s: ars) cuntohey Seep eneuere er $ 5,592,000 $ 5,093,000 
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As disclosed in a note to the board’s financial statements, the state-_ 
ment of income and expense does not include charges for the value of 
accommodation, contributions to the public service superannuation — 
account and accounting and other services provided by government — 
departments to the extent of approximately $1,083,000 for the year. 
Neither does the statement include depreciation on equipment, estimated © 
at $330,000 for the year under review. 


You will see here that the net expenses recorded by the film board in the © 
table for 1963 is $5,592,000. However, there was a note that the financial state- — 
ment indicated that the computation did not include charges for the value of — 
accommodation, contributions to the public service superannuation account and — 
accounting and other services provided by government departments, to the © 
extent of approximately $1,083,000 for the year; nor does this statement include 
depreciation on equipment, which was estimated at $330,000 for the year under 
review. 4 

I am pleased to point out to you that the national film board picked up all — 
those charges in its statement this year. The board included all these items in | 
its statement on operations. Naturally, it has had the effect of increasing their — 
published expense figure, but it reflects its expenses at the comparable level of, 
for example, private film companies. This has been dealt with in the Board’s 
reports and if members have any questions we have particulars here which will — 
also be found in the annual report of the national film board. ; 

Mr. RvyAN: What would be the total expenses if they took these further 
items into consideration? 

Mr. HENDERSON: I will ask Mr. Stokes to give you the answer to that. 

Mr. Stokes: In the year ended 31 March, 1963, they would have aggre- 
gated $9,169,878. : 

Mr. HENDERSON: As compared with $7,942,000 shown on page 129. 

Mr. Stokes: I do not have the figure. 

Mr. FANE: To go back to paragraph 163, why does the government elevator | 
at Lethbridge continue to show a loss every year? That is at the bottom of 
page 126. a 

The CHAIRMAN: It is the last paragraph on page 126, Mr. Stokes. 

Mr. FANE: Why is this the only one that does this? 

Mr. Stokes: I think the only explanation is that their revenue does not 
match their expenditure; it is by that amount that revenue does not match 
expenditure. } 

Mr. Fane: They must handle a very great volume of grain there, because 
that is good grain country. 1 

Mr. Henperson: My understanding is that the overhead of this particular 
operation is greater than exists at any of the other elevators. You will probably | 
know whether that is so, or not. 

I do not think it is because they have not been given their proper share 
of grain handling, but because of the built-in cost. q 

Mr. Fane: I see; thank you. 

Mr. Harkness: I do not think that there is too much grain there, either. 
I think they found that it was a good spot to hold grain which might be needed 
for fairly rapid forward delivery, and the result is that the elevator has never 
been made as much use of as other elevators. q 

The CHAIRMAN: Now we are on the post office, I think, at this time—para 
graph 165, which follows: 
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165. Post Office activities. The following is a summary of the post 
office transactions reported as departmental revenues and as charges 
against parliamentary appropriations in the post office section of volume 
II of the public accounts for the year ended March 31, 1963 in comparison 
with the corresponding amounts for the preceding fiscal year: 


Year ended March 31 


1963 1962 
SL OSGE DUSLA UA LEVEMUG iio via a cia Ow ol. iit iat MMe $ 222,300,000 $ 213,518,000 
Less: Expenses paid from revenue .......... 29,528,000 29,839,000 
POE PDOStAlTeVeENUe Nate he RO Ne aa 192,772,000 183,679,000 
Miscellaneous Tevenuel Wee. fee ay Pa 59,000 61,000 


192,831,000 183,740,000 


Deduct: Expenditures from parliamentary appro- 


priations— 
OSCR AL LOIS 5 Mattar NGL UA REAR A a at on 119,992,000 116,983,000 
PER ALSDORLALION Wee deren aun sen) buile OncdliSNUl lt CUE LN 63,935,000 62,719,000 
Administration, financial services, etc. ...... 5,417,000 5,301,000 
189,344,000 185,003,000 
Excess of revenue over expenditure .......... $ 3,487,000 ($ 1,263,000) 


This recorded excess of revenue over expenditure of $3,487,000 for 
1962-63 did not, however, take into consideration charges for services 
provided by other departments, including accommodation provided by 
the Department of Public Works estimated at $23,411,000 or contributions 
to the superannuation account by the Department of Finance estimated 
at $7,274,000. Neither were credits for mail franked by and sent to 
members of parliament and government departments, estimated at 
$5,200,000, taken into account. 


Mr. HENDERSON: Paragraph 165 gives the summary of the post office trans- 
actions as they are reported in volume II of the public accounts. This is on 
page 128; and you will see that there is an excess of revenue over expenditure, 
as shown in this table, of $3,487,000. However, in the ensuing paragraph I go 
on to point out that this excess of revenue, or profit, if you want to call it 
that, did not take into consideration the charges for services provided by other 
departments, including accommodation provided by the Department of Public 
Works—that is to say, their rent—which was estimated at $23,411,000; or con- 
tributions to the superannuation account by the Department of Finance esti- 
mated at $7,274,000; and neither were credits for mail franked by and sent to 
members of parliament and other departments, estimated at $5,200,000 taken 
into account. 

I am hoping we may be successful in having the post office follow the 
example of the national film board by picking up such charges in its statements 
of operations. 

Mr. Francis: I think, in fairness to the department, the annual report does 
call attention to this. 

Mr. HENDERSON: Yes; that is right. 

Mr. Francis: And an attempt has been made to increase the scale of charges 
to bring the total costs of operating clearly into line; and I think the minis- 
ter’s statement has been very clear on that. 


The CHarrman: Are there any other comments on paragraph 165? 
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Mr. CarpirF: I think there should be something said on the amount of 
mail by members of parliament that is sent out on the frank. 

Some members of parliament continually send stuff out. They cannot get 
enough work for their secretaries to do to keep them busy. They send mail 
out every day. I think there should be a limit set on the amount of material 
they can send out. 

I do not know how this can be done, but I think something should be done. 

Mr. Francis: I wonder if Mr. Cardiff would recognize that this should have 
some relation to the number of votes in the member’s constituency. My col- 
league, for instance, from north Scarborough, with his 340,000 people, would 
find that this created a bit of a problem. I have about 170,000 people in my % 
constituency and that does not create just such a problem. 

Mr. CarpirF: But that could be taken into consideration. That is not the 
answer, of course. 

Mr. FRANcIs: But it is part of the problem. 

Mr. Rock: I think there are members who, every week, send possibly to 
all the electors in their area, newspapers and other publications, which is 
kind of fantastic so far as expenses are concerned. 

Mr. REGAN: Well, I would only point out that in addition to consideration 
of how many constituents there are there is also the nature of the constituency. 
There are some members of parliament who, as private members, speak, and 
because of the nature of their constituency they are thoroughly covered in 
their local newspaper. There are some who come from cities like Montreal, 
Vancouver or Winnipeg—or any of the large cities in Canada—where they do 
not get their names in the newspaper, and surely it is much more necessary 
for people in areas like that, in the larger constituencies, to know what they 
are doing by mail, with more publicity of their activities. 

I think that it would probably be unwise to try to put a restriction of 
this type on the frank privilege. After all, in any event, it is being used for 
the information of the general public, and the saving would be very minimal, if 
at all, to the post office, since the volume going out from parliament compared — 
to the national volume of mail must be infinitesimal; and you would be in the © 
position where these are spread over an area so that they will be carried there 
by the mail carrier; and I think you would find that the saving of public 
money would be very small and not worth the effort of working out a suc- 
cessful formula. 

The CHAIRMAN: I do not want to inhibit anybody, but— f 

Mr. Rock: I would like to comment to the contrary. I believe that if a q 
member of parliament sends a letter to every member of his constituency once ~ 
a week then the mailman has his bag full of his mail, period; because very 
seldom does the mailman have a letter for everybody in the constituency on — 
his round. When a member of parliament every week is sending out a circular © 
letter of some kind then the mail carrier’s bag is completely full and he is 
working more for his member of parliament that one day per week than he — 
is working for the rest of the people. 

The CHAIRMAN: I do not want to inhibit any discussion of this fascinating © 
subject which opens up very considerable vistas for us, I am sure, but I think — 
we are getting a little beyond the jurisdiction of the Auditor General just now. — 
I think it will be of interest to read these comments later, but perhaps we © 
could move on to paragraph 166 now, which is as follows: i 


166. Public printing and stationery activities. Under the Public Print-_ 
ing and Stationery Act, R.S., c. 226, the Department of Public Printing — 
and Stationery is charged with the execution of printing, lithographing 
or work of like nature and the procurement and distribution of paper, 


4 


ie ‘books and other articles of stationery required by the Senate, the House 


of either or both houses of parliament or by any department. The expen- 


queen’s printer’s advance (a statutory working capital advance) and by 
annual parliamentary appropriations. 


queen’s printer’s advance under section 37 of the act. The advance is 
credited with the value of printing work executed for and charged, at 
“factory cost”, to the various departments, and also for the value of 
Stationery supplied and charged to them at “purchase cost”. The act 
provides that the aggregate amount of the charges to the advance after 
deducting therefrom any amounts due to the queen’s printer shall not 
exceed $4 million at any time. As at March 31, 1963 the balance of the 
advance was $4,730,000 and the accounts receivable totalled $2,371,000, 
so that the effective balance for the purposes of the act was $2,359,000, 


of the preceding year. 
The following summary shows the operating results of the queen’s 


printer’s advance for the year ended March 31, 1963 together with the 
comparable figures for the preceding year: 


Year ended March 31 


The expenditure shown above does not include the value of services 
and facilities including light, power, telephone, heating, amortization of 
buildings and equipment, etc., provided free of charge by other govern- 
ment departments and through the medium of the department’s own 
appropriations. 

In addition to the expenditures recorded through the queen’s printer’s 
advance, the other expenditures of the department are charged to eight 
different parliamentary appropriations and totalled $3,977,000 for the 


\ 
for the preceding year: 


_ 21570—2 


PUBLIC ACCOUNTS ag 
_of Commons and the various government departments. The department _ 
_ is also responsible for the sale of all books or publications issued by order © 


ditures of the department are provided for through the medium of the 


The basic operating expenses of the department are charged to the. 


being an increase of $197,000 over the corresponding figure at the end 


1963 1962 
OSTEO” oe SUN BN ENS Us Ua UO AN Ut $18,990,000 $19,543,000 
Expenditure— 

PRC CIE MATTIAS Mee LCN Ree 2 Bol weit a ay Aen 11,954,000 11,996,000 
DE SEBL ot SMS Ch ih UR NAAN MU RL Oa Be Le aU aad LS) Ge a 3,074,000 2,729,000 
OMe rptactary. AGXDENSES)) ily ed. ees enna ea 3,074,000 2,729,000 | 
PAE ESET CON TFACLC C0 ie iy Uiece Sh NaS Ne GaN Oe Hi 373,000 338,000 | 

\ Decrease or (increase) in inventories ............. (192,000) 248,000 

19,066,000 19,607,000 

76,000 64,000 

PScounEsCaried: tC iss s's68 fokcuiee hod oboe lene 9,000 11,000 

Excess of expenditure over revenue ..........2.00. $ 67,000 $ 53,000 


year under review. The following compares these expenditures with those 
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Year ended March 31 _ 

1963 !' 1962.38 

Departmental administration ys sys 6ncs's!efes cee sin = $ 771,000 $ 751,000 
Purchasing, stationery and stores (largely for salaries - 

and wages of procurement and stationery stores 

personnel and repairs to office equipment) ...... 1,201,000 1,264,000 

Distributicn, Of oficial documents ere > or ceri 685,000 597,000 
Printing and binding official publications for sale and 
distribution to departments and the public ....... 1,012,000 938,000 

Prine: Ol COMA: GAZELLE. cor creie «a eralis srerpue eke inte eer ee 169,000 139,000 

Printing and binding the annual Statutes .......... 26,000 35,000 


Plant equipment and replacements ................ 106,000 239,000 
Reimbursement of the Queen’s Printer’s Advance for 4 
the value of stores which have become obsolete, ; 
unserviceable “lost or’ CEstroyed. oa... <els< +e 2 = 7,000 35,000 


$ 3,977,000 $ 3,998,000 


For the year ended March 31, 1963 credits to revenue totalled 
$1,660,000, most of which resulted from the sales of publications to the 
general public. 


Mr. HENDERSON: Paragraph 166 deals with public printing and stationery © 
activities. 
At the top of page 129 you will see a summary of the operating results of 
the queen’s printer’s advance, showing an excess of expenditure over revenue 
of $67,000, but again I go on to show that the expenditure shown does not in 
clude the value of services and facilities including light, power, telephone, 
heating, amortization of buildings and equipment, and so on, provided by other 
government departments; and then I show how, in addition to the expenditures 
recorded through the advance account, the other expenditures of the department 
are charged to eight different parliamentary appropriations and totalled nearly 
$4 million for 1963 which we are reviewing; and you will see the nature of these 
listed. 
What I am asking is that these might be all included together in one state- 
ment so as to show a comprehensive picture of what the result of the public 
printing and stationery activities have been. This does show how they are 
spread to the different appropriations under the prevailing system. 
I do not know whether members have any comments on this. x 
The CHAIRMAN: I might ask a question: Are you getting any reaction to 
these suggestions you are making, Mr. Henderson, and what reaction is there 
from which you draw important conclusions as to the future? 
Mr. HENDERSON: I would ask you to look at paragraph 169 on page 132, 
which is in the following terms: 


169. In previous reports we have expressed the view that in ocd 
that parliament may gain a clear understanding of the true financial 
results of departmental operating activities, without necessarily disturbing 
the present basis of providing appropriations, consideration should 
given to the inclusion in the public accounts of financial statements 
the various activities designed to reflect the over-all operating res 
in a clear, concise manner. Such operating statements could be adjusted 
to the accrual basis and would include charges (on a memorandum basis, 
in the case of non-cash charges) for amortization of building and equip- 


results reflected by each such statement and the cash results indicated by 


ae 


I 
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the related credits to departmental revenues and charges to departmental 
appropriations. Balance sheets could also be prepared which would in- 
dicate the value of the assets employed by the several activities at the 
year-end. If statements of this type were produced, the audit office would 
be prepared to examine and certify them. 


Paragraph 87 of the fifth report 1961 of the public accounts commit- 
tee reads: 


'S “The Committee feels that it would be desirable, in order that 
a members have a clear understanding of the true financial results of 
departmental trading or servicing activities, such as those of the 
Department of Public Printing and Stationery and airport opera- 
tions of the Department of Transport, were overall financial state- 


ments included in the Public Accounts without undue cost or staff 
increases.’ 


We are continuing to follow this matter up with departments having 
operating activities and to make suggestions regarding the preparation of 
financial statements along the lines proposed. As was the case last year, 
reluctance was found on the part of certain agencies to take the lead in 
preparing statements on the basis recommended, in the absence of en- 
couragement from the treasury board. However, early in the present 
fiscal year such encouragement was given to at least one of the agencies 
and it is hoped that the financial statements for 1963-64 will be prepared 
substantially as reeommended. 


Here I am summing up. You will see that in 1961 the public accounts 
committee agreed that it would be desirable if over-all financial statements 
were included along these lines in the public accounts, provided they could be 
prepared without undue cost, or staff increases. 

q The work involved in putting out this type of statement during the year is, 
o say the least, not particularly onerous. 

: To answer your question, Mr. Chairman, there is an increasing recognition. 
on the part of government departments engaged in these departmental trading 
and service activities as to the necessity of having these additional statements 
“prepared, and I think in the public accounts this year there will appear five or 
“six more departments in which they are recording all of their expenses. 

In the course of our auditing work we offer our services to the depart- 
mental people to assist them in designing and preparing statements like these, 
not only because their inclusion in public accounts may interest members who 
can thus secure more information, but so that they themselves can become 
accustomed to using these statements as a guide and control towards containing 
their own expenses. 

I think there is scope in the government for improving the form of its 
Internal financial statements. This was one of the recommendations of the 
lassco commission. I have been pressing for this matter since 1960 and, as I 
ay, we are getting some action; but it is one of those problems that it is not 
asy to make headway with unless there is strong encouragement given from 
he top down; that is to say, there must be acceptance by top management of 
the importance of adequate financial statements, and once that has been done 
the people at the various levels will produce them. 

_ What we see here is really the progress that has been made over four 
years in this direction, and I hope that with the added impetus of the Glassco 
Q ommendations there will finally emerge more effective accounting state- 
ts. 

You will notice that paragraph 169 indicates how these operating state- 
ments can be prepared, and I go on to say that if statements of this type were 
- 21570—24 
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produced we, in the office eine would be prepared to examine and certify tie: m 
as we do now for the national film board and some of the others. This, I think, 
would be a constructive step; and I believe you think the same. 
The CHAIRMAN: We still have paragraphs 167 and 168, which are as 
follows: 
167. Royal Canadian Mint. The Royal Canadian Mint operates under 
part II of the Currency, Mint and Exchange Fund Act, R. S., c. 315;-anem 
provides “facilities for making coins of the currency of Ganedat and for 
melting, assaying and refining gold’. . 
Revolving fund accounts are maintained for the recording of trans- 
actions in gold, silver, and other metals acquired by the mint for the 
purpose of its operations. The following is a summary of the charges and 
credits to these accounts during the year under review in camparison 
with the corresponding amounts for the preceding fiscal year. 4 


Year ended March 31 — 
1963 1962 


Inventories ar betinning, of syear . /. le. se. ee sews $20,655,000 $13,951,000 


Add: Purchases during year— 4 
(EEG LLP pa te cline Fels cibraicveve Siscaace Codie) sintecela Se" che toiy ate 91,020,000 85,607,000 
SS RiyeTe ne Petite oer he ns ciate: ale orbs’ a toke erlei con levee ners teen ovomenciets 16,914,000 14,150,000 — 
Cpe ets Wh, ate accahs wnivie BAR ieiee Rclgeer ee « sb eras 1,408,000 1,823,000 

109,342,000 101,580,000 
(GOMER VALUATION, che sisletain wieialovs sisters aioe ela) o1e skbaiatalare 218,000 417,000 


130,215,000 115,948,000 


Deduct: Sales— F 
LENTILS Melek Andis tes rar ek cote a bo simiels is tanala aie oteeteas 91,121,000 87,260,000 


Silver coin issues, at face value ................. 15,853,000 11,769,000 
Ginerscoim issues: at face Valuer eit ols wie ohare est 4,961,000 3,806,000 
BV DURIOM USA OSGi acs telele eiecsisie ere evhte iio ein ateteisceye 49,000 48,000 


SUIT VERCTE CALS 42) cust 'o.8 fora seuieleTnucle isTocene te whe wie ane iovekeyele 4 ,000 
111,984,000 102,887,000 


18,231,000 13,061,000 
Add: Transfers to Revenue— 


Ganon COlmace OPELAavlONns ive cielo ee eiels less oie ehets 8,920,000 7,562,000 
Cece S, PAIN. iy cies Civ wo Big oa Keo ele Ee i ale > 61,000 32,000 


8,981,000 7,594,000 


thvemtorics ab end OL, Vear ..ssikuu b+ stews te © ccegatheie ps « $27,212,000 $20,655,000 


The transfers to revenue of $8,981,000 from the revolving fund 
accounts, together with other revenue of $725,000 ($555,000 in 1961-6 ) 
making a total of $9,706,000 for the year ended March 31, 1963, 
recorded in the public accounts as revenue of the Department ol 
Finance. Offset against this were expenditures totalling $1, 830,00 
charged to parliamentary appropriations under the Department of 
Finance as follows: administration, operations and maintenance, $1, 188 - 
000 ($1,558,000 in 1961-62); and construction or acquisition of equ 
ment, $62,000 ($117,000 in 1961-62). 4 


The net result of these credits and charges was an excess of reve n 
over expenditure of $7,876,000 compared with $6,469,000 in 1961-6 
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increase of $1,407,000. These recorded results do not, however, take 


th. 


interest on funds employed. 


In paragraph 187 of last year’s report reference was made to a 
q “ey reduction from 20 cents per ounce to 11 cents per ounce in the charge 


paid by depositors who deposit gold with the mint for sale to the crown, | 


S to cover the cost of marketing the gold outside of Canada. It was noted 
_ ‘that as there had been no reduction in the gold handling charge of 13.8 
cents per ounce assessed by the Bank of Canada on gold purchased from 


- situation was corrected with effect from April 1, 1962 by a reduction 


from 13.8 cents to 11 cents per ounce in the charge made by the Bank 
of Canada. 


168. Airport operations. The capital investment of the Department 
of Transport in airports as at March 31, 1963 was $579,085,000 compared. 
with $532,917,000 at the same date in the preceding year, a net increase 
of $46,168,000 for the year under review. 

The revenue from civil aviation airport operations for the year 
ended March 31, 1963 amounted to $15,519,000 compared with $14,625,- 


000 in the preceding year. The summary which follows gives details of 
this revenue, together with the comparable amounts for the preceding 


year: 

a Year ended March 31 
a 1963 1962 
Aircraft landing fees: 


USAT he 


- into consideration charges for services provided by other departments 
including accommodation provided by the Department of Public Works, 
the services of the R.C.M.P. and contributions to the superannuation 
account by the Department of Finance—nor is any charge included for — 


the mint, a loss to the mint of $62,063 had resulted during 1961-62. This 


4 Re GCTICMe ee ca cA en cies) cn eal $ 3,235,000  $ 3,006,000 
. PEEING OCCA Cer tenis os a acaba chet lata ann Ie 3,074,000 2,858,000 
a A Ae DOPCET CVA iss ca cuss ores oe et See 753,000 686,000 
4 OF Gy lo apy ait aI i keg Rega AN 23,000 30,000 
4 7,085,000 6,580,000 
Rentals: 
Office, shop and garage SPaC€ ....... ccc eer eeeaes 1,239,000 1,322,000 
BERS AR ACILIAT LOLS b's oysters wave wo wh os8 echo aisyen eeibiln Soa labo ine 386,000 382,000 
ELUATE. ferent at ales ier eye fe eiet as abs ec aees ey eke rabeauoue sietatereueee rs 197,000 181,000 
3 “she adeallh NCO ReMANO LSPA NAST. 1,077,000 948,000 
2,899,000 2,833,000 
4 Concessions: : 
- GASOMNEBANC MOLL Lae AS cretetae er ser al lala uate Pe any etemene 1,881,000 1,693,000 | 
q eee BP dee We Ue! Lo 1,824,000 1,516,000 
a 3,705,000 3,209,000 
a BMeceiancous TEVENUE & pijnii 4 «desis «nine bins 0 ew Baal 1,830,000 2,003,000 
aa PME EE OLIULC eis iene nein. bots, OR ob, PR Beha Sieh inlis ap ete $15,519,000 $14,625,000 


-Services—Operation and Maintenance” 


The parliamentary appropriation for “Airports and Other Ground 


(Transport vote 145) was 


charged with expenditures totalling $19,755,000 for 1962-63, a decrease 


ant 


Sea = ae ee ee 


ies 
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os eel 


1248 STANDING COMMITTEE 


of $1,007,000 from the corresponding figure of $20,762,000 for the pre- 
ceding year. -. 

The excess of expenditure (excluding new construction) on airways 
and airports over the revenue received, as reflected in the Department 
of Transport section of the 1962-63 public accounts, was therefore 
$4,236,000, a decrease of $1,901,000 from the preceding year’s figure of 
$6,137,000. 3 

The results thus recorded are on a cash basis and do not include 
any provision for amortization of airport construction costs, interest 
on funds employed, or other costs such as a portion of the expenditure 
charged as air services administration, which would have to be taken 
into consideration if the actual net costs of civil aviation airport opera-— 
tions were to be determined. However, the department has maintained 
accounts on an accrual basis and has prepared therefrom periodic finan-— 
cial statements for management purposes in respect of operations at. 
the 16 major airports which together account for approximately 82% 
of the revenue from civil aviation airport operations. A consolidation 
of these statements, which includes a provision for depreciation of civil 
aviation facilities (though not for the other costs referred to) for the 
year ended March 31, 1963 is given as an appendix to the department’s 
section of the public accounts. 


Mr. HENDERSON: Paragraph 167 gives the financial information available 
on the inventory of the Royal Canadian Mint, and paragraph 168 deals with 
airport operation. ; 

If you will look at the last paragraph of this on page 132 you will see that 
the Department of Transport is preparing periodic financial statements for man- 
agement purposes in respect of the operation of 16 major airports which, to- 
gether, account for approximately 82 per cent of the revenue from civil avia- 
tion airport operations. That results in a consolidation of these statements which 
goes into the public accounts, and I think that is an admirable step forward. 

I think it is important to know what individual airports are costing in 
terms of outgo and income. 

Mr. WincH: Could I ask one question? I agree with the hon. gentleman on 
this, but I would like to ask this: Do you not think that as the Department of 
Transport operates a great many airfields outside of major areas there should 
not be a consolidated report of the operations of all airports operated by the 
Department of Transport? 4 

Mr. HenpERSON: Yes, I think you are right, Mr. Winch. This is the way they 
have started and, as I say, I think it is wholly admirable and I hope it will lead 
to the improvement you are looking for. 

Mr. McMruuan: There was a surplus of about $1 million at the end of the 
year in the case of the mint. 

Mr. HENDERSON: Yes, that is right. 

Mr. McMitutan: What do you mean by “gold revaluation’’? : 

Mr. HENDERSON: That is an inventory term, I believe. a 

In what reference do you ask that? : 

The CHAIRMAN: That is right here, Mr. Henderson. % 

Mr. HENDERSON: This would I believe, be a revaluation in terms of the 
stock holdings of their inventory. 

This statement shows the inventory at the beginning and the close of the 
year; and in this connection they take the purchases and deduct the sales, an 
a fe process they have to make some adjustments in the valuation of the 
stocks. 


2 
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. I would regard this as a routine revaluation. It is not related to the par 
value of the currency as such. 


We now come to paragraph 170 on page 133. It is in the following terms: 


170. In addition to the examinations of departmental accounts and 
the audits of the accounts of crown corporations, already referred to in 
this report, the following special audits and examinations were made 
: by the audit office during the year, most of them in accordance with 
¥ specific directions contained in various statutes: Army benevolent fund 
\ board, Atlantic development board, the Canada Council, the custodian, 
: exchange fund account, national gallery of Canada, national productivity 
q council, public printing and stationery stores, The Queen Elizabeth IT 
q Canadian fund to aid in research on the diseases of children, Royal 


Canadian Mint stocks, unemployment insurance fund and Yukon terri- 
: torial government. 


Paragraph 170 outlines the special audits and examinations, and it begins in 
paragraph 171 with the army benevolent fund board: 


4 171. Army Benevolent Fund Board. The accounts of this board were 
; examined for the year ended March 31, 1963 pursuant to the requirement 
‘i of section 11 of the Army Benevolent Fund Act, R.Si C0 once tae 
relative report was addressed to the chairman and members of the board, 
with a copy being provided to the Minister of Veterans Affairs. 
; During the year, receipts amounted to $236,000 of which $224,000 was 
fi derived from interest on funds on deposit with the Receiver General of 
| Canada and $12,000 from interest on Government of Canada bonds. Dis- 
e bursements totalled $504,000 consisting of $426,000 in grants to or on 
f behalf of world war II veterans and $78,000 for service and administrative 
i expenses. The latter amount was after making deductions for a grant 
of $18,000 provided for by an appropriation of the Department of 
, Veterans Affairs and for a fee of $30,000 from the Canadian army Wel- 
fare fund for managing the financial program of that fund. 
After absorbing the excess of disbursements over receipts in the 
amount of $268,000, the balance at credit of the army benevolent fund at 
March 31, 1963 was $6,014,000 represented by $5,754,000 on deposit with ~ 
\the Receiver General of Canada, $256,000 invested in Government of 
Canada bonds and $4,000 of accountable advances and prepaid expenses. 


at cial, i Pied i ey a] 


I am the auditor of the army benevolent fund. 
Then we have the Atlantic development board, in paragraph 172: 


172. Atlantic Development Board. This board was established by the 
Atlantic Development Board Act, 1962-63, c. 10. Under the provisions of 
the act, as amended by chapter 5, 1963, the objects of the board are to 
inquire into and report to the responsible minister upon programs and 
projects for fostering the economic growth and development of. the 
Atlantic region of Canada, and to consider, report and make recom- 
mendations to the Minister concerning programs and projects. 

Funds for the board’s 1962-63 requirements were provided by an 
allotment of $7,000 from finance Vote 50 (Miscellaneous, Minor and 
Unforeseen Expenses). Expenditures for the period from December 20, 
1962 to March 31, 1963 amounted to $5,032, representing administrative 
costs. 


Section 19 of the Atlantic Development Board Act states: 


: “The Chairman of the Board shall, within three months after the 
termination of each fiscal year, transmit to the minister a statement 
relating to the activities of the board for that fiscal year, including 
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The Atlantic development board is a fairly recent board. 
Under paragraph 173 you will find The Canada Council: 
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the financial statements of the board and the Auditor General’s repo: rt 
thereon, and the minister shall cause such statement to be laid before 
parliament within fifteen days after the recepit thereof or, if parlia- 
ment is not then sitting, on any of the first fifteen days next there- ; 
after that parliament is sitting.” 
The statement relating to the short initial financial period had not been 
tabled when Parliament adjourned on August 21, 1963. 


173. The Canada Council. The council was established under the 
Canada Council Act, 1957, c. 3, “to foster and promote the study and 
enjoyment of, and the production of works in, the arts, humanities and 
social sciences’ 4 

A report on the audit of the council’s accounts for the year ended 
March 31, 1963 was made to the council and to the Prime Minister, a 
required by the act. q 

An endowment fund of $50 million was established under the act. 
The return on the investments of the fund is used to meet administrative 
expenses and other expenditure for purposes of the act, except for capit al 
assistance grants to universities in respect of building construction 
projects. Permissible expenditures relate to the following in respect of 
the arts, humanities and social sciences: grants, scholarships and awards; 
sponsorship of exhibitions, performances and publications; exchanges 
with other countries and organizations or persons therein of knowledge 
and information; representation and interpretation of Canadian arta 
humanities and social sciences in other countries; and liaison with the 
United Nations Educational, Scientific and Cultural Organization. 

The following is a summary of the results of the endowment fund 
operations for the year ended March 31, 1963, together with comparable 
figures for the preceding year: 

Year ended March 31 


1963 1962 — 
PRR Oe Ori tae es Vinten peak nade deen ss $ 273,000 $ 418,000 
Income—interest and dividends ..........+..+.--- 3,011,000 2,955,000 


3,284,000 3,373,000 
Expenditure— ia 
(EC ygeban iat NPS VERA one eaten yeni oy Gu ce tee So Clo" 2,721,000 2,551,00 
Canadian national commission for UNESCO ...... 78,000 ; 
Administrative and other expenses .............. 402,000 


Special project—The canada council train ........ — 
3,201,000 3,100, 


Sue pls AiyNLarey) al ia wai Mics sa.c/eeiek sletacne nivam reece er $ 83,000 $ 


The Council is required to provide the secretariat for the Can 
National Commission for UNESCO. The salary costs involved for 
secretariat were included in prior years under “administrative and 
expenses”. For 1962-63 these costs, amounting to $23,000, were incl 
in the above expenditure item of $78,000 in order to show more accurat 
the costs of servicing the commission. 9 

A university capital grants fund of $50 million was established t 
the act in order that grants could be made to universities and sit 


i 
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institutions of higher learning by way of capital assistance for building 


construction projects intended for use in furthering the arts, humanities 
and social sciences. These grants may be paid out of the principal and 
accumulated income of the fund. 

The following is a summary of the university capital grants fund 
transactions for the year ended March 31, 1963, together with comparable 
figures for the preceding year: 


Year ended March 31 


1963 1962 
Rem rCO AG A TORI Tia UM ant arnt ORL lic Ve Wet a $30,333,000 $34,342,000 
Add: 
Prirerest earned ON INVestments |). 62) Wis suet 1,521,000 1,620,000 
Netppront ony disposaliotysecurities) yo...) ee 365,000 904,000 
32,219,000 36,866,000 
Deduct: 
PEE OMIZ COMET ATIUG! fae (hie sie ecled dics Meh calc, cee ee a ya ee 6,275,000 6,533,000 
Re I CO LOC INIATCEYS Dal) \\a's te wie iace'is)igs ss alal ow eV aeUr abarelg eee $25,944,000 $30,333,000 


The $25,944,000 balance of the university capital grants fund at 
March 31, 1963 included $14,280,000 representing interest earned and 
profits realized since the inception of the fund. No portion of this accu- 
mulated interest and profits had been allocated by the council to the 
provinces or distributed to the universities at the end of the fiscal year. 

In paragraph 92 of its fifth report 1961, the public accounts com- 
mittee, noting that no allocation of interest and profits had been made, 
recommended “that the council seek to conclude this matter without 
further delay”. In submitting my follow-up report dated October 30, 
1963 to the public accounts committee on the action taken by departments 
and other agencies in response to recommendations made by the com- 
mittee in 1961, reference was made to this recommendation. It was stated 
that in August 1963, following further efforts to resolve the problem 
presented in the interpretation of subsection (2)(b) of section 17 of the 
Canada Council Act, the council had reconfirmed a resolution passed at 
a February 1962 meeting, but which by later resolution was left in abey- 
ance, that the 1956 census be accepted as the basis for distribution of the 
university capital grants fund, and that “the ‘hotch-pot’ or trust fund 
approach be accepted for distribution of the income and profits on this 
total fund’. It was further stated that the council officers had been 
directed to prepare revised figures based on this approach and to advise 
member institutions of their entitlement. 

While reviewing the follow-up report, the public accounts committee 
on November 18, 1963 examined this matter with the chairman and mem- 
bers of the Canada council who were in attendance. At this meeting I 
advised the committee that I had informed the council that our study 
of the texts of the legal opinions received by the council on the proposed 
method of allocation and distribution had caused us to question whether 
the proposed method of distribution would be in accordance with the 
provisions of the Canada Council Act. The matter remains under review 
by the committee at the present time. 

The council may, under section 20 of the act, acquire money, securi- 
ties or other property by way of gift, bequest, or otherwise, and may 
expend, administer or dispose of them subject to the terms upon which 
they are made available to the council. In previous years gifts were 
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comparatively small in amount and unexpended balances were accounted — 
for in the balance sheet of the endowment fund. In February 1963, how- — 
ever, the council accepted the offer of a gift of approximately $4,250,000 
from an anonymous donor to be used to establish a special scholarship 
fund, the income from which is to provide fellowship and scholarship ~ 
grants to Canadians for advanced study or research in the fields of 
medicine, science and engineering at universities, hospitals, research or ~ 
scientific institutions, or other equivalent or similar institutions in Can- — 
ada. $1,079,000 of the gift was received prior to March 31, 1963 and pay- 
ment of the balance is to be extended over the next several years. 
Because of the size of, and the terms associated with this gift, the council — 
approved of the presentation of a separate balance sheet as at March 31, 
1963, designated “Special Funds”, accounting for moneys or property 
received pursuant to section 20 of the act to a total of $1,099,000. 


This was dealt with during the meetings in July so that I do not think any 
time need be taken on this unless the members have any questions. 

The next paragraph, No. 174, outlines the operations of the custodian of © 
enemy property, and is as follows: 


174. The Custodian. In accordance with regulation 6 of the revised 
regulations respecting trading with the enemy (1943) as set out in the 
schedule to the trading with the enemy (Transitional Powers) Act, 1947, 
c. 24, the Secretary of State is appointed custodian “‘to receive, hold, man- — 
age, release, dispose of and otherwise deal with all property which is — 
reported to him, received or controlled by him or vested in him” by virtue 
of the regulations. The under-secretary of state acts as deputy custodian ~ 
and the custodian’s office is administered by an assistant deputy custodian 
in Ottawa. A report on the audit of the custodian’s accounts for the year — 
ended December 31, 1962 was made to the Secretary of State. { 

The book value of the assets vested in the custodian, which were 
valued in accordance with bases explained in an addendum to the state- _ 
ment of assets and liabilities, decreased by $571,000 to $4,138,000 at 
December 31, 1962. A transfer of $500,000 to the Minister of Finance for 
the war claims fund, and releases of $311,000 to former owners or their 
beneficiaries, offset in part by an appreciation of $256,000 in the value of ~ 
remaining vested assets, accounted for the greater part of the decrease. — 

Under the regulations referred to above, the custodian is authorized — 
to charge against all property investigated, controlled or administered by | 
him, whether it has been vested in him or not, a fee for services rendered — 
not exceeding 2 per cent of the value of the property including the income — 
therefrom. He is also permitted to employ such part of the property - 
vested in him or the proceeds therefrom as may be necessary to pay the > 
expenses incurred in the administration of the regulations. a 

All administration fees and any income received from vested assets 
which consist of or are converted into cash or government of Canada 
bonds are credited to the custodian’s administration account, from which | 
all expenses of the office are paid. As a result, the custodian has accumu- 
lated, from September 2, 1939 to December 31, 1962, a surplus of 
$4,468,000—largely invested in government of Canada bonds. 

The following is a summary of the income and expense of the 
custodian for the year ended December 31, 1962 together with the 
comparable figures for the preceding year: ‘a 


i 
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Year ended December 31 


1962 1961 
Income— 
Fees on assets released from administration ...... $ 23,000 $ 2,000 
Interest on investments and bank deposits ....... 207,000 194,000 
UMC CPIICOMG a. 5 Mt aca ten eee meres ee eee een 8,000 3,000 
238,000 199,000 
Expense— 
PA TARVOSES Saests one's 5 Sta Sei Sha aed a ROR 110,000 106,000 
UNECE CKDOTISE! 02 Pt Samed te es ceclekc sre aoe eee 8,000 14,000 
118,000 120,000 
SOM SROL LV CAL micas. eee solids fue ae oh hal ee $ 120,000 $ 79,000 


The fees earned on the transfer to the Minister of Finance and the 
assets released to former owners, or their beneficiaries, to which previous 
reference has been made, account for most of the increase of $21,000 for 
fees on assets released from administration. 


You will see there that it is a decreasing operation in terms of size, but 
nevertheless it still is responsible for a sizeable amount of assets. 

Mr. WincH: May I ask one question? In your business of auditing the books 
in this case do you ask any questions as to why, after 19 years, this is still 
required? 

Mr. HENDERSON: Yes; this is asked in the course of the work. 

They are still charged with liquidating situations which, as you see, have 
existed for a long time, and the rate of that liquidation is slow. 

Mr. WINCH: I am sorry, I have not put my question in the right way. Have 
you ever asked why, after 19 years, these matters have not now been com- 
pleted—or is that not part of your job as Auditor General? 

Mr. HENDERSON: Well, let me put it this way, Mr. Winch. We ask when 
settlement may be expected and the reasons for any long delays. The section 
here explains the status of the various cases still outstanding. The explanations 
are readily forthcoming, and if there were anything contained in them which, 
in my opinion, the house should be told, I would feel it my duty to do so. 

Mr. WincH: You have not reached that position yet? 

Mr. HenpErsSon: No. I regard this as a normal situation under the circum- 
stances. 

Mr. Harkness: Who is the custodian? 

Mr. HENDERSON: He is presently an officer of the under secretary of state. 
He has a very small staff. It is a modest operation and well administered. They 
moved last year into smaller offices. 

Mr. Wincu: Can Iask one further question? Is the hon. gentleman in a 
position to give us some indication as to the amount that is still involved in 
resettling claims, or adjustments? 

Mr. HENDERSON: If you will notice, in the second paragraph of paragraph 
174, the book value of the assets listed in the custodian, which were valued in 
accordance with the bases—that is, the bases explained in the statement— 

decreased during the year to a figure of $4,138,000 at December 31, 1962; and 
that is the book value of assets that remained vested in the custodian. 

This is not precisely the book value, in terms of cost as you would 
associate the term; there are certain things they do not take in; but that is 
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the value they have placed on it for what you might call administrative control 
purposes. 


Mr. McMrtuan: Has the income of the staff improved with this ae. 4 


Mr. HENDERSON: Yes, I believe it has. « 


You will see that their income in the year 1962 was $238,000 and their ; 
expenses were $118,000; so they show a surplus of $120,000. 


Mr. Ryan: Will you tell me what investments the custodian makes? 
Mr. HENDERSON: I believe there is information on that in— 
Mr. Ryan: I think it is in the second paragraph on page 137. 


Mr. HENDERSON: Part of it is explained in the note. He collects interest on 
deposits and investments lodged with him. j 


I believe there is a fairly full statement. : 
The CHAIRMAN: It is largely invested in government of Canada bonds. — 


Mr. HENDERSON: Yes; they had $1,800,000 in bonds and $1,100,000 in cash 
at December 31, 1962. 


Mr. WincH: And where does the interest go? 
Mr. HENDERSON: It goes into the income, again, of the custodian. 
Mr. WINcH: Not into the federal treasury? 


Mr. HENDERSON: He has two accounts. He has a vested assets account 
which is the control system, and he has the office administration account; and 
when the money goes from the office administration account it goes to the 
consolidated revenue account after payment of his expenses. He operates o 
the principle you see here. a 


Paragraph 175 deals with the exchange fund account, and is as follows: 


175. Exchange Fund Account. The exchange fund account, firs 
established by the Exchange Fund Act, 1935, c. 60, and continued by the 
Foreign Exchange Control Act, 1946, c. 53 now operates under part III 
of the Currency, Mint and Exchange Fund Act, R.S., c. 315. The purpose 
of the account is “to aid in the control and protection of the external 
value of the Canadian monetary unit”. 


The accounts of the exchange fund for its financial year endem 
December 31, 1962 were examined pursuant to the requirement of 
section 27 of the Currency, Mint and Exchange Fund Act and the rela- 
tive report was addressed to the Minister of Finance in accordance with 
established practice. The section requires that a special certificate be 
given annually to parliament, and in accordance with that requirement, 
it is now certified that the transactions in connection with the account 
for the year ended December 31, 1962 have been in accordance with 
the provisions of the act, and that the records showed truly and clearly y 
the state of the account. 


The following is a summary of the transactions in the account fo Cs 
the year ended December 31, 1962 compared with the transactions in 
the previous financial year: = 


ve 
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Year ended December 31 
1962 1961 
eeeeera usa NUATY 19: 4.) eye le ee a $. 2,162,606,000 $ 1,929,536,000 
Deduct: 
Paid into consolidated revenue fund in 
PeSPect, Of CAarningsy .. sidsit es Cele ee 32,606,000 32,536,000 
2,130,000,000 1,897,000,000 
Add: 
Advances (net) received during the year . 521,000,000 233,000,000 


Earnings on investments during the year 
(to be paid into the consolidated revenue 


LD eee Shes, 5c che a Oh cles sah. 35,227,000 32,606,000 
arance. at December 31) vs... sce sh eees 2,686,227,000 2,162,606,000 
Represented by: 

Berea OOM aS Oe tea vile fine hae t ek. 160,000 844,000 
United States dollars and securities ...... 1,941,310,000 1,128,605,000 
CSISIIOU Sl chek en et aaa ae get i ane ME 763,169,000 987,296,000 
EIS ICOMACCOUNG Soh lal haystcs cos ale cee ee 3,000 


2,704,639,000 2,116,748,000 
EPID CIICION OR Nae ale Mistsk cede ew ooen 18,412,000 (45,858,000) 


$ 2,686,227,000 $ 2,162,606,000 


In the year under review the value of the United States dollar in- 
creased from $1.04 11/32 Canadian at December 31, 1961 to $1.07 23/32 
at December 31, 1962 and the deficit of $45,858,000 at December OY 
1961 was replaced by a surplus of $18,412,000 at December 31, 1962. This 
gain of $64,270,000 resulted from the following: 


Preisprout on Sales of UiS. sectirities)..0.2..45. oo eee $ 2,846,000 
ome sales, Of, SO1d) 1.5.0.6 saclay siaaa vs abd. hoa en ee 2,095,000 
ecuange valuation’ credits (net) oii... v.nodei coe ee eee 59,329,000 


$64,270,000 


It should be noted that the surplus of $18,412,000 at December 31, 
1962 would have been considerably larger at that date if losses accumu- 
lated in the account, and representing a cost of exchange management 
Since its inception, had been written off in the central government 
accounts. In paragraph 141 of our report to the House of Commons for 
the fiscal year ended March 31, 1962 we recommended that provision be 
made for transferring annually to the consolidated revenue fund the 
realized profits or losses from trading operations and revaluation of 
holdings of gold and foreign currencies. This recommendation is now 
repeated. 


This was discussed during the summer, and you will recall that it was dealt 
with by the committee in its sixth report, 1964, which was presented to the 
House on October 24 last. 

Paragraph 176 has to do with the national gallery of Canada and is as 
follows: 

176. National Gallery of Canada. The gallery was incorporated under 
the National Gallery Act. 1913, c. 33, now R.S., c. 186. Its objects and 


0 Oa ae oy be ale baie a ot ag) yf, bo 
ue Toh eet ae nae Vinee te ey es et ap! 
ee e ste pia Re MAE By ‘pe ee 
or } CS. pn TE ae ‘ 
4% ‘ a . 
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powers comprise the development, maintenance, care and management. 
of the national gallery, the acquisition of works of art and sene 
the promotion of the public interest in art in Canada. 
Pursuant to section 9 of the National Gallery Act, the gallery 
accounts were audited for the year ended March 31, 1963 and a report 
was addressed to the Secretary of State. A more detailed report to the 
board of trustees contained our comments and recommendations regard-— 
ing various administrative weaknesses. Most of these weaknesses had 
been brought to the attention of the board in previous reports but the 
steps taken, although resulting in some improvement in 1962-63, for the 
most part proved to be ineffective. Since the year end, the gallery has 
added an intermediate administrative officer whose principal responsi- 
bility will be the implementation and effective operation of an integrated 
system of internal control. 
The following is a comparative summary of expenditures for the past 

two years: 
Year ended March 31 


1963 1962 3 

Administration, operation and maintenance— ; 
etanrae’ WIC WARES ayi5 esp h dg kd ode Uke edd Adee $ 348,000 $ 328,000 
Professional and special services (including security ‘ 
HOSTESOTITTEU 7 fous eter ach sa" 55.0, CTeea Ie teaspns oe veelns APO eae eee te 155,000 161,000 
COVED vere forse he None bcos habe Sah tiene ed sree eimaiaoe ons 308,000 365,000 
811,000 854,000 

IPEECHACESZOrUWIOTKS OL ALE auic’s cx caele 0b ayeieus se isueles odetahonsha te 138,000 243,000 
PPGICILIre er oOna trust: LIMGS:  < ain cysts elle sreinenee tee — 3,000 


$ 949,000 $ 1,100,000 


The operating expenses of the national gallery are largely met from 
annual parliamentary appropriations, with the remainder paid from a 
special operating account. Funds for the acquisition of works of art are 
provided through the national gallery purchase account to which are 
credited moneys appropriated by Parliament for that purpose. Funds 
from the national gallery special operating account are also used ue 
acquire works of art. 

The 1962-63 public accounts record a charge of $200,000 under Vote 5 
for a payment to the national gallery purchase account for the purpose 
of acquiring works of art. Of this amount, $33,000 was not credited to the 
purchase account until August 1963 following the passing of the Special 
Appropriation Act 1963, assented to on July 22, and therefore could not 
be reflected in the gallery’s financial statements for the year ended 
March 31, 1963. This additional amount increased the balance recorded F 
in the purchase account as at March 31, 1963 to $82,000. 

As stated in last year’s report, parliamentary control may be 
weakened by the supplementing of specific appropriations for purchases 
of works of art by expenditures from the national gallery special operat: 
ing account, and the crediting of the special operating account with the 
proceeds from the sale of gallery publications, fees from exhibitions and 
lectures, and service charges when the costs of producing this revenue 
are mainly met from the parliamentary appropriation for operating 
expenses. 


I am the auditor of the national gallery of Canada, and there is a compar : 
tive summary of its expenditures given for the past two years on page 139. We 


:.. 


“have been reporting in some detail to the board of trustees and as you will see 
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in the top paragraph on page 139 we had commented regarding certain ad- 


_ministrative weaknesses and drawn them to their attention. The gallery has 
“been seeking to correct these during the past year. 


In the last two paragraphs on page 139 you will recognize the points we 
discussed when we were reviewing the question of Governor General’s warrants. 
I stated how parliamentary control may be weakened by the supplementing 
of specific appropriations for purchases of works of art by expenditures from 
the national gallery special operating account, and the crediting of the special 
operating account with the proceeds from the sale of gallery publications. I 
think you will recall this discussion. 

The CuHarrmawn: I think we might take a break for five minutes at this 
time. There are numerous committees sitting today and we have had only one 
reporter. I know that a lot of you have other committees to go to, but I would 
suggest that we take about a five minute break now, if it meets with your 
approval. 

We only have a comparatively few paragraphs to deal with, and this might 
be an appropriate time; so we will recess for five or ten minutes.—Recess. 

The CHAIRMAN: Well, gentlemen, I think we are all set to wind up, and 
we will come to order again. 

We had finished with paragraph 176, I think. We will now deal with 
paragraph 177, which is as follows: 


177. National Productivity Council. This council was established 
by the National Productivity Council Act, 1960-61, c. 4, with objects 
of promoting and expediting continuing improvement in productive 
efficiency in the various aspects of Canadian economic activity. Operations 
were conducted from a head office in Ottawa and regional offices in 
Halifax, Quebec, Toronto and Winnipeg. 

The Economic Council of Canada Act, 1963, c. 11, enacted on August 
2, 1963, provided for the repeal of the National Productivity Council 
Act and the payment of any amounts standing to the credit of the 
national productivity council, after the payment of the council’s debts 
and obligations, to the Receiver General of Canada to be held and applied 
toward the payment of the expenses of the economic council of Canada. 

The following is a summary of the income and expenses of the na- 
tional productivity council for the year ended March 31, 1963: 


Income— 
UMC OL Ys STANTS rete nee. Wilts coPslia oes eee $ 150,000 
IDYORAENGTWO OTS, Se cee Nye oe ASOT ARRARL APOE SRR eR UI aha cap 86,000 
Government’s contributions under section 16 of the 
EXGUE “-) aspect RCO ORE EER EERE Pa TEEN Ses iMG A See 83,000 
PRAMS es ets is oy oN eR ore BORG sR or MRL aE 5,000 
—_—_—_—_—_——— $ 324,000 
Expense— 
Salaries and employees’ benefits ...............-. 131,000 
DONAWONS LOLADDLOVEO PrO]ECtS), .c amcdaiie se ies 119,000 
WUBI iim ss ik (a Ae hata .c, sapien 4a) ara albene iecacat cucy arsine ate ceceetekotens 68,000 
UU CTEV a Me celay er cass sve osha em ence whois oterene ep ocleme cnet 18,000 
Oficer equipment, and expenses... nies s+ e0)-teke oateie 15,000 
IPLOTESSIONAl. SCLVICES aeeestsieisie ots) a cesar «lori archer metenateks 14,000 
Other conference and seminar expenses .......... 13,000 
Telephone, telegram, postage and express ........ 13,000 
Reniean Gd ACCOUNTING ISERVIGES, sa... scree aisle semana ie 7,000 
OPO TIMMS ec crc. ahasraliasiel's, hare aiecot Otel crebateLovetsl v eeeheiteten tepeani shame 2,000 
— 400,000 


(76,000) 


art 


=. 
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Deduct— 

Travel and living expenses of council cuts 
provided by statutory appropriation (recorded 
DOVE) stiverche tetany te teeeret teat coke a aera telieior Oe eae 15,000 

Credits for rent and accounting services provided 
by the Government of Canada (recorded above) 7,000 


22,000 
Excess of expense over income ...........eeeeeeeees $ (54,000) — 


The statutory grant was received under the provisions of section 
15 of the National Productivity Council Act as the second payment — 
authorized under the section, which directed the Minister of Finance © 
to pay to the council, from the consolidated revenue fund, for each | 
of the first three years after the coming into force of the act, the sum © 
of $150,000 and thereafter such amounts as may have been appropriated — 
by parliament for the purpose. : 

Section 16 of the act provided that where the council, during the © 
first three years of its existence, acquired by gift, donation or bequest a 
any asset from a person other than Her Majesty, the Minister of Finance — 
should pay out of the consolidated revenue fund, in addition to the ~ 
amount paid under section 15 in any year, an amount equal to the 
value of the property so acquired. During the year the council received — 
donations totalling $86,000, of which $83,000 was from sources other than — 
Her Majesty and was accordingly matched by contributions by the gov- — 
ernment. The remaining $3,000 was received from Her Majesty in right — 
of several provinces and was not eligible for contributions under the 
provisions of section 16. e 

Section 19 of the National Productivity Council Act provided as — 
follows: : 
The chairman of the council shall, within three months after the - 
termination of each fiscal year, submit to the Ministers of Trade — 
and Commerce and of Labour a report of all proceedings under — 
this act for that fiscal year, including the financial statements of 
the council, and the Auditor General’s report thereon, and the 
Minister of Trade and Commerce shall cause such reports to be laid — 
before parliament within fifteen days after the receipt thereof or, 
if parliament is not then sitting, on any of the first fifteen days hea 
thereafter that parliament is sitting. i 


No such report of proceedings under the National Productivity Coun- 
cil Act was tabled in parliament before adjournment on August 2, 1963. 
We were informed by officers of the council that a report on all proceed- 
ings under the act up to August 2, 1963, the date of repeal of the National — 
Productivity Council Act, along with the financial statements and the 
Auditor General’s report for the year ended March 31, 1963, was pre-— 
sented to the Minister of Trade and Commerce on August 2, 1963. ; 


Mr. HenpERSon: As you know, the National Productivity Council has no 
been merged with the Economic Council of Canada; and, in fact, the reporting 
will be under the name of the Economic Council of Canada. le 


Is that correct, Me Stokes? 


economic Sane: 


Mr. HENDERSON: I do not know if members have any questions on this. This $ 
is the first year of this change, and this will be dealt with in the 1964 report. © 


ne 
BA” 
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We now come to paragraph 178 which deals with public printing and 
stationery stores. It is in the following terms: 


178. Public Printing and Stationery stores. Section 34(2) of the 
Public Printing and Stationery Act, R.S., c. 226, requires the Auditor 
General to “annually or more frequently at his discretion, cause the stock 
of stationery, printing materials and supplies in store, to be checked with 
the quantities purchased and supplied”. During 1962-63, as in previous 
years, such tests were made as were considered necessary to establish 
that the controls exercised by the department were operating satisfac- 
torily. In addition, we participated in the physical inventory checking by 
departmental personnel. A report on the examination was made to the 
Minister of Industry. 

At March 31, 1963 the inventories of stationery, printing materials 
and supplies held by the department totalled $2,594,000, and compared 
with the inventories at the end of the previous year as follows: 


As at March 31 


1963 1962 
F Us OOP ASUDDIUGS nt vac sad ou bo oe bee bade domme Mew. $ 705,000 $ 611,000 
a Typewriter and office machine parts ............... 152,000 152,000 
fy LEEISED c s.cveie TINGE irae ORR es a i PA 398,000 351,000 
: Printing and maintenance supplies ................. 473,000 464,000 
a Be ERA MIUONL MRS Ou 505 sre ake Sr SER Ge ell cas Liev . « ab ae 342,000 362,000 
pe POC eb aICOUS Were I ka. eRe oo os Savane. «ke 72,000 62,000 
eters MED LOCCCR re oe ar lee et ore Fe) ale Sue ANY 452,000 339,000 


$ 2,594,000  $ 2,351,000 


' Mr. HENDERSON: As you see, the legislation requires the Auditor General 
to “annually or more frequently at his discretion, cause the stock of stationery, 
printing materials and supplies in store, to be checked with the quantities pur- 
Chased and supplied”. I report on this examination to the minister responsible— 
that is, the Minister of Industry. 

Mr. WINCH: Did you say “an inventory of supplies’? 

Mr. HENDERSON: Yes. 

Mr. WincuH: How can you possibly, as Auditor General, examine the inven- 
tory of supplies of an operation like the queen’s printer? 

_ Mr. HENDERSON: I have asked the same question, Mr. Winch. 

What happens is that the inventory is taken by their officers. Our approach 
s to examine the way in which it is taken, the efficiency of their procedures 
d generally to satisfy myself that when the inventory is taken proper pro- 
sdures are being followed, and that it fairly presents the stock at the date of 
‘§ examination. 

- Icannot do any more than that, because an auditor is, of course, not tech- 
ically qualified to take stock in the orthodox service. 

Mr. RYAN: Would this not imply that the Auditor General had power to 
Nave the proper facilities to check with the— 

_ Mr. Henperson: Yes, the wording is broad. You are absolutely right, 

_ We bring to this accepted auditing practices, as I am sure you can imagine. 

_ Mr. Ryan: What is the usual, accepted practice when you have such a 
‘ituation? 

_ Mr. HENDERSON: It varies between firms. In the first place, it depends on 
he nature of the inventory. If there are units which are readily countable the 
uditor might make some test counts. 
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Mr. Ryan: Are there any spot checks made in your practice? 
Mr. HENDERSON: In some of our audits we are able to physically count 
certain of the stocks where the units lend themselves to it, so to speak, bu it 
we are not in a position to say, for example, if we are looking at so many carta 
that the cartons that we are examining really contain what they purport t 
contain. Ps 
Mr. Ryan: Is it feasible or practical to employ some assistance to check 
out thoroughly? 
Mr. HENDERSON: If we had any reason to feel that this should be done 
then we would discuss it with the management and introduce such people on 
to the job. F 
Mr. RYAN: I take it that at the present time you do not feel there is any 
such need? 
Mr. HENDERSON: Correct. 
Mr. WincuH: I think this may be the time either to take a look at, or to 
ask the Auditor General for his comment on, an aspect that I have been 
interested in for some time, which is this: In view of your responsibility in 
auditing and, in a case like this, of having to state as to the correctness of an 
inventory, or in any aspect of a department like this—have you ever felt, om 
do you feel now, that you should have a staff personnel whereby you could 
have a man who could check the inventory on matters of this kind—on a broad 
aspect, of course? 
Mr. HENDERSON: No, I have not considered this necessary thus far in the 
discharge of my responsibilities; although these are similar to the requirements 
of the Financial Administration Act concerning my responsibilities in seei 
that public stores are properly maintained and accounted for. 
We make test checks of the procedure surrounding those, the manner > 
which the inventories are checked out against the records, that is, the perpetual 
stock records which the departments or agencies may keep, and we seek to 
satisfy ourselves that they are being properly maintained. Beyond that we 
have not gone yet. a 
Mr. Stenson: Mr. Henderson, there has been an increase of 10 per cent 
from 1962 to 1963. Is this the average increase each year? i: 


Mr. HENDERSON: That, to me, is about the increase you might expect. iA 
You have to bear in mind that in 1963 there were some new departments 
involved, as, for example, the department of industry. I think the department 
of forestry had been started the previous year. I would not regard this as 
abnormal in a situation like this. i 
Mr. CarpirF: I understand that up until recently there was a limit to t he 
amount of stationery that a member could acquire. Now they tell me there is no 
limit, that they can have any quantity they wish. Is that right? 
Mr. HENDERSON: I believe that is so, Mr. Cardiff. I would want to check 
that, but I believe there was some change made. 
You are speaking of the stationery made available to members of the 
house? a 
Mr. CarpirF: Yes. : 
Mr. HENDERSON: I believe some change was made along those lines. 


Mr. Ryan: Mr. Henderson, you note in paragraph 178 that a report on 
examination was made to the Minister of Industry. Would that be a privileg 
report, or would it be possible to have a look at it? Bi 


Mr. HenpEeRSON: I do not believe that is privileged, Mr. Ryan. It is a 
written report that I make to him, outlining the circumstances surrounding my 
check of the stock. ar? 


v 
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hh You have here the inventory proper which is contained in the report. This 
q is a two or three page letter which I address to the minister when I have 
completed my work in accordance with this requirement. 

I do not believe there would be any objection if.members would like it 
placed on the record. 

The CHAIRMAN: Would you like that, Mr. Ryan? 

| Mr. Ryan: Yes. 

) the responsibility which is cast upon him by the statute, would be free to have 
the document made available to this committee. I think we could have this 
a made available, and, if so, we might make available the information required 
| by Mr. Cardiff’s question, and we could include it in our transcript. 

‘ Would that be all right, Mr. Cardiff? 

Mr. CARDIFF: Yes. 


Mr. HENDERSON: Paragraph 179 refers to the Queen Elizabeth II Canadian 
_ fund to aid in research on the diseases of children, and is as follows: 


179. The Queen Elizabeth II Canadian Fund to Aid in Research on 
the Diseases of Children. The Queen Elizabeth II Canadian Research Fund 
Act, 1959, c. 33, established this fund to assist individuals or organizations 
to undertake or carry on research into the diseases of children, and the 
causes, prevention and treatment of such diseases. A board of trustees 
consisting of a chairman and six other trustees is responsible for the 
management and administration of the fund. As required by the act, the 
national research council provides, without charge, such secretarial and 
other administrative and technical services and facilities as may be 
required by the board, whose head office is in Ottawa. A report on the 
audit of the fund’s accounts for the year ended March 31, 1963, which 
contained no qualification, was made to the board and to the Prime 
Minister as required by the act. 

The act provided $1,000,000 for the fund and also permits the board 
to accept gifts for its purposes. A summary of the fund’s transactions for 
the year ended March 31, 1963 compared with the preceding year is 
given below: 


Year ended March 31 


1963 1962 
HS ALAC Che tHA PETME Te icy aenriiccs nesta ciench ay ela aoatave eteeteee ea eae $ 1,003,000 $ 1,058,000 
Add: 
eres trOny inv CStHISNILS on. ts Weisieierkohele ees eee ae 57,000 56,000 
(COURTS. ccoie Sis GARR cenit lin hoe eect OR Pitre RoneS Uhl eb ars emer to 1,000 1,000 
58,000 57,000 
1,061,000 1,115,000 
Deduct: 
AMWarasmapproved, GUIINE JY GAT \.) 4). sss cicisecs eid cues 12,000 112,000 
AM COnate VIALCIN Oils, cr arctasteter a el archdravetnae sskeme ene rete statues $ 1,049,000 $ 1,003,000 


Two categories of awards have been approved by the board of 
trustees, namely, ‘Queen Elizabeth II Fellowships” and “Queen Elizabeth 

II Scientists”. Awards in the first category are made to doctors of medicine 

: or “other suitable fields of science” to enable them to obtain advanced 
training and experience in research related to diseases of children, and 
range in value from $3,500 to $5,000 per annum. During the year under 


- 21570—3} 
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The CHAIRMAN: Yes; I think that Mr. Henderson, as Auditor General, with 


1262 STANDING COMMITTEE 
review two new and one renewal fellowships were approved totalling ~ 
$12,000. The second category covers the salaries of scientists appointed to 
carry out research at universities or teaching hospitals. Regulations 
approved by the board of trustees with regard to these appointments 
provide for payments of $10,000 per annum for the first three years and 
$5,000 for the next following three years, after which the institution at 
which the appointment is held is expected to maintain the salary of the 
appointee at an appropriate level without further recourse to the fund. 
There were no appointments under this category during the year under 
review. The fund is presently giving support to three appointees of prior 
years. At March 31, 1963 the outstanding liability of $95,000 in respect 
of these appointments was included in the total provision of $111,000 for © 
awards approved, appearing in the balance sheet of the fund as at that 
date. 


The status of this is outlined in the next page. 
Next we come to paragraph 180 which refers to Royal Canadian Mint 
stocks, as follows: 


180. Royal Canadian Mint stocks. The Royal Canadian Mint is a 
branch of the Department of Finance and its revenue and expenditure 
accordingly form part of the departmental revenue and expenditure 
and are examined as such. However, section 20 of the Currency, Mint — 
and Exchange Fund Act, R.S., c. 315 requires that the Auditor General 

g 


eR mite ail a lh DT ty ial er 


shall “at least once in each year inspect the store of bullion and coin at 
the Mint”. Such an inspection was made at February 28, 1963 and a — 
report thereon was made to the Deputy Minister of Finance. The stocks — 
of bullion and metals at cost, and coin at face value, held by the Mint — 
at February 28, 1963 amounted to $21,407,000, comprising: gold, — 
$2,466,000; silver, $18,420,000; nickel, $71,000; bronze, $450,000. ‘ 


Here again I am sure Mr. Winch, particularly, will be interested in the © 
requirement of section 20 of the Currency, Mint and Exchange Fund Act which © 
requires that the Auditor General shall “—at least one in each year inspect ~ 
the store of bullion and coin at the mint”. We do make such an inspection. ~ 
We are not qualified to say that the gold bar in fact is all gold, but we bring © 
our best intelligence to bear on the subject and carry out this inspection, and — 
I report on it each year to the deputy minister of finance. 

I repeat, again, that we do not hold ourselves out to be technical experts ~ 
in matters of this kind, but try to bring as much common sense to the job as ~ 
possible. . 

Mr. WincuH: Do you count the bars? 

Mr. HENDERSON: That is right. But I am saying that, in order to follow — 
your line of thinking, the question arises whether the bars in front of us are ~ 
gold, or— . 

Mr. Ryan: Surely there is some method of corroboration. 4 

Mr. HENDERSON: We satisfy ourselves that they maintain a proper check. . 


Mr. CarpirF: It would be difficult for you to tell how much brass was 


Mr. HENDERSON: This problem could arise. 
Mr. WincH: Do you ever take samples? 
Mr. CarpirFr: Do you mean “take samples home 


297 


Mr. Ryan: What procedure do you use for verification? How do we know — 
they are gold bricks? Surely there will be some evidence as to their genuine- 
ness? 
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Mr. HENDERSON: There is evidence on the books. We have noted the pur- 
chases. We can check out the purchases; we check the sales; we reconcile the 
opening inventory with the closing inventory; and we generally approach it 
having regard to the security control that exists in the mint. 

Beyond that, as I explained—and I think perhaps Mr. Leblanc would 
confirm this—an auditor is not expected to go. 


Mr. Ryan: Does the mint itself make any test? 


Mr. HENDERSON: Yes; the mint keeps very accurate records itself. 
if we had had any question that this was not so I would have applied 
a closer check or followed some other technique. We have to be basically satis- 


fied with the adequacy of the security control and the procedures that are 
followed. 


Mr. LesLanc: Just to clear up this matter, do you ever have complaints 
of any sort from purchasers of the gold saying that it is not gold, or it is 
partly gold and partly copper? 


Mr. HENDERSON: No, I cannot recall any, Mr. Leblanc. 
Mr. LEBLANC: Consequently, we may adduce that actually there is gold 


there? 


f 
by 
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Mr. HENDERSON: Yes. Naturally this would alert us to the possibility or the 
necessity of making closer identification. 

Mr. Rocx: Then, this material—the bullion, the gold bars, the nickel and 
the bronze—which is kept in the Canadian mint store—is this for the purpose 
of coinage? 

Mr. HENDERSON: Yes. 

Mr. Rock: This has nothing to do with the holding of gold bullion for the 
balance of payments? This would be the Bank of Canada? 

Mr. HENDERSON: Yes. 

Mr. Rock: Another type of gold security? 

Mr. HENDERSON: Yes. 

Mr. Rock: This is strictly metal for coinage? 

Mr. HENDERSON: For manufacturing purposes. 

Mr. Rock: Why do they have $2,466,000 worth of gold bullion when they 
have not made any gold coins for years—or, at least, I do not think they have? 

Mr. HENDERSON: I would have to check, Mr. Rock, to be precise, but there 
is a statement at page 11.26 in the public accounts for 1962-63 which gives a 
complete picture of the coinage and bullion operations, and, in particular, the 
gold purchase account showing the gold on hand at the commencement of the 
year, the gold purchased at various rates, and then the gold transferred to the 
Bank of Canada for the purpose of exchange fund account, and sundry sales, 
and the stock remaining. 

They buy the gold and transfer it over to the Bank of Canada, and it moves 
in and out, and they retain what they require for the manufacture of coins. 

Mr. Rock: But this is the intriguing point to my friend and myself. Why 
do they hold it for the minting of coins when, to the best of my knowledge, we 
do not at any time mint gold coins and have not done so for many years. Why 
is it not transferred to the Bank of Canada? 

Mr. HENDERSON: The stock at the close of the year here, which was 160,000 
fine ounces, was approximately the same as at the beginning of the year, and 
its value, as you see here, is $2,466,000. 

I am sorry I cannot answer you. 

Mr. Rock: Would you, then, assume that it is just the fact that it has not 


_yet been transferred? 
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Mr. HENDERSON: That could be the case. 
I would be happy to find out the precise answer. 


Mr. Rock: We do not mint gold coins. 
The CHAIRMAN: We can get the information from the mint. 


Mr. Rock: Could you find out whether they have had a stock of gold bullion © 
for many years of about this amount, or if it has just been obtained in the last © 
year or two for the purpose of possibly coining gold coins for the centennial — 
year, or something like that? % 


Mr. HENDERSON: The stock, as I mentioned, was almost identical to the > 
quantity held at the first of the year. It may be that they are in the inventory — 
for that purpose, but I think the best thing to do would be for me to furnish — 
this to the committee at the next meeting, and I would like to speak to the mint © 
about it. 

Mr. Ryan: Are we to understand that the mint gold is mined in Canada and 
the mint purchases it and turns it over to the Bank of Canada? j 


Mr. HENDERSON: Yes; the gold is transferred in and out for the purpose 
of the exchange fund account. The Bank of Canada purchases it from the mint 
and the mint purchases it from the producers. 


Mr. Wincu: Is it stored in the mint and then is it transferred to the Bank — 
of Canada? 


Mr. HENDERSON: I believe the Bank of Canada stores its own gold. 


Mr. LoIsELLE: I just want to clear up this point. Is the Royal Canadian 
Mint buying gold for the Bank of Canada, or buying some gold for its stock? 


Mr. HENDERSON: My understanding is that the Bank of Canada purchases 
its gold largely from the mint. 
There might be some other sales. Would you like me to check that? 


Mr. Ryan: What about dental gold and gold used in other manufacturing | 
ways? Is it also obtained through the Royal Canadian Mint? 


Mr. HENDERSON: I cannot answer that, but I will get that information. 


Mr. WincH: An amendment was made to the act about three years ago 
whereby you can sell gold on the open market. . 


Mr. HENDERSON: I believe you are allowed to do that. 
Mr. WINcH: It was, I believe, three or four years ago. 
Mr. LesLAnc: But for industrial purposes. 

The CHAIRMAN: We can get a letter on this. 

Could we go on to paragraphs 181 and 182? 


Mr. HENDERSON: Paragraph 181 deals with the unemployment insurance 
fund, and is as follows: ; 


181. Unemployment Insurance Fund. The Unemployment Insurance 
Act, 1940, c. 44, whose purpose was to provide for insurance against 
unemployment and to maintain a national employment service, estab- 
lished this fund as a special account in the consolidated revenue fund to 
which all contributions for insured employees and their employers and 
government of Canada contributions equivalent to one-fifth of the total 
employeee-employer contributions, together with interest on invest- 
ments, were to be credited—and to which benefits and other payments 
under the Act were to be charged. The fund now operates under the 


4 
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Particulars of the unemployment insurance administration are given in 
paragraph 63. 

Financial statements showing the state of the fund as at the end 
of the fiscal year and the operations of the fund during the year are 
prepared annually by the Unemployment Insurance Commission. In 
my 1960 report (paragraph 109) I drew attention to the fact that the 
act did not provide for these financial statements to be audited. The 
public accounts committee took note of this and in its fifth report 1961 
(paragraph 82) recommended that these statements be required by 
statute to be prepared by the Commission and reported upon by the 
Auditor General. Although the act has not yet beeen amended, the 
commission has submitted its financial statements for the past two years 
to the audit office for examination, and the statements for the year 
ended March 31, 1963, together with my report thereon to the Minister of 
Labour, are reproduced in the public accounts, volume II, pages 17.16 to 
dihS: 

The following is a comparative summary of the fund’s transactions 
for the past three years, together with the year-end balances at the 
credit of the fund: 


1960-61 1961-62 1962-63 
Income— 
Contributions from employers and 
STATMOWCCS um Toren Sta cei ooh ae $275,273,000 $277,789,000 $286,430,000 
Contributions from Government of 
Can aclampryg tora ee ee ese meraaeee 55,055,000 55,558,000 57,286,000 
@UMeT BIN COME a a.nd ls shonlare tetera 10,043,000 6,889,000 2,570,000 
Less: Loss on sale of securities ... 7,269,000 622,000 
2,774,000 6,267,000 2,970,000 
333,102,000 339,614,000 346,286,000 
Expenditure— 
HS Clete a VME LSine ss, eres ate oieare Gents 513,906,000 454,740,000 403,191,000 
IMUCLEST, OM ACVANCeS: )vass.. ckas cee 403,000 2,961,000 


514,309,000 457,701,000 403,191,000 


Excess of expenditure over income ...$181,207,000 $118,087,000 $ 56,905,000 


Balance at credit of the fund ........ $184,685,000 $ 66,598,000 $ 9,693,000 


The annual deficits shown above do not include the administrative 
expenses of the commission which are financed out of the parliamentary 
appropriations to the commission under the Department of Labour (see 
paragraph 63). Also not included are: the value of accommodation for 
the commission’s regional and local offices throughout Canada, contri- 
butions to the public service superannuation account, accounting services 
rendered by the comptroller of the treasury and other services provided 
by government departments, all of which were estimated at $9,754,000 
for the year. 

The deficit of $56,905,000 in 1962-63 was lower than that of the 
preceding year by $61,182,000. This substantial reduction for the second 
successive year is again attributable to fewer benefit payments and 
shorter benefit periods. The average monthly percentage of the insured 
population drawing benefit in 1962-63 was 8.1 per cent compared with 
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9.3 per cent in 1961-62 and 10.7 per cent in 1960-61. Initial benefit 
claims allowed in 1962-63 numbered 1,292,476 compared with 1,370,738 
in 1961-62 and 1,546,414 in 1960-61 and the average number of benefit 
weeks paid was 13.4 in 1962-63 compared with 14.3 in 1961-62 and 16.4 
in 1960-61. 

The act provides that amounts in the fund that are not currently 
required shall be invested by the commission in obligations of, or guaran-— 
teed by the government of Canada. Over the years, securities in 
substantial sums were acquired during the summer months when con-— 
tributions and other income exceeded benefit payments and were liqui- 
dated, as required, during the winter months when the flow of funds 
was reversed. Up to a point in 1961 the commission’s tradings were 
exclusively in public issues of government of Canada bonds and, to a 
lesser extent, Canadian National Railways bonds. In the 1962 report 
(paragraph 200) we referred to a change in policy which has resulted in 
the takeover by the Department of Finance on September 29, 1961 of 
the entire portfolio of the fund at its book value of $240,454,000 in 
exchange for the discharge of its liability to the Minister of Finance 
for loans outstanding together with the acquisition in an amount equiva- 
lent to the balance, of a special issue of government of Canada non-~ 
negotiable bonds redeemable at par subject to 30 days prior notice. 
The purpose of the takeover had been explained to the House of Common 
by the Minister of Finance as being to remove from the bond market 
the fund’s holdings of government securities which, because of their size 
and the volume of sales and purchases therein, were exerting an 
unstabilizing influence on the market. We also drew attention last year 
to the fact that the transfer of the securities at book value had relieved 
the fund of a loss on their disposal which could have amounted to 
$34,486,000 based on their market value at the date they were transferred. 

All security transactions of the fund in the year under review 
were in the special government of Canada issue and thus no losses on 
sales were incurred. 


This has been the subject of recommendations in the fourth report 1964 
presented on June 28 last, following up recommendations we made about a 
year ago, so that I do not think any time is needed on this. 

Mr. Carpirr: I think it is one of the best acts we have in the staute book ” 


Mr. HENDERSON: This committee pointed this out in its report, and this 
is one of the recommendations that you have made that is awaiting consider- 
ation. 


The CHAIRMAN: We made strong representations last year. 


Mr. CarvirFr:I think it is one of the best acts we have in the statute book 
and it has become one of the most abused in the statute book. 


Mr. HENDERSON: Well, it has departed, as my note points out, from the 
insurance principles on which it was originally based. Its coverage has got 
broader and broader. That is the trouble here. 

The final paragraph, No. 182, deals with the Yukon territorial government, 
and is as follows: 


182. Yukon Territorial Government. The Yukon Act, 1952-53, ¢. 5. y 
as amended, provides for the appointment by the Governor in Council of 
a chief executive officer for the territory to be known as the commissioner 
and for the election of a council composed of seven members. The com- 
missioner in council is empowered by the act to make ordinances for the 
government of the territory in those fields normally within provincial 
jurisdiction. 
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The accounts relating to the receipt and expenditure of territorial 
funds and of money appropriated by parliament for the territory are 
subject to examination by the Auditor General of Canada, in accordance 
with section 26 of the act. There is no requirement, however, for the 
preparation of annual financial statements, nor for their certification by 
the Auditor General as the statutory auditor. The Department of Northern 
Affairs and National Resources has advised that it proposes to recommend 
amending legislation to this effect. Pending the enactment of such legisla- 
tion, the commissioner has submitted, for audit examination, the annual 
financial statements prepared by the territory for publication in its public 
accounts, and I have agreed to furnish audit certificates with respect to 
such statements. 

The following is a summary of expenditure and revenue of the Yukon 
territorial, government for the year ended March 31, 1963, with com- 
parable amounts for the preceding fiscal year: 


Year ended March 31 


1963 1962 
Expenditure— 
Capitaleproj ects: on wii his au heehee dees Satie ae ee $ 3,817,000 $ 1,748,000 
CICA DION emme te ag tial 3 sane Saree Soci co Ate ca, In ee ea 1,153.000 951,000 
hoOAadsweDridgessand.: pub eG works... saen alee 961,000 894,000 
Wikone Hospitals lnsurancerservice 6... nee 744,000 813,000 
Mealthman dd weltare ge we nile foci ts oy clbhe Baers ee 480,000 404,000 
SSUES 3 Haas Oe Cee NE BIN RU eEn, eR eet ores 2 330,000 os 
Municipal and area development ................ 277,000 285,000 
OthermexXpenGituret Wah. husk ccac lg ce ee nr ee 637,000 530,000 
8,399,000 5,625,000 
Revenue— 
HC CSL ALD STANTS MA eh ate soe giscs cc wielsdciond's fenel ere tela torts 1,335,000 498,000 
TEARS RGU Cie Foe Opn ne eee RA EAN ee AO Octane, cis Bio het 922,000 875,000 
PAST OVC U Gi e lars. Sale acces bee aye Gus at oh a aaa alee eee ene 703,000 551,000 
WACENCE’ LAVENUC? ai icse excl cy sists secsbenad sucis siete eras Meee 259,000 221,000 
(QUAI SPAREN STG NO (om teat prerte re TR Bt heat CED el aise SLA. o A 197,000 170,000 
3,416,000 2,315,000 
Expenditure recoveries: 
Capitals projectspeecs 6c clerraa cs $ 1,730,000 1,214,000 
Roads, bridges and public works ... 564,000 575,000 
Yukon Hospital Insurance Service . 471,000 421,000 
CGIUICAT ION agers sts cre ela eee ee ters eter 450,000 321,000 
Hiealthwand welfare jasc > ypc ctecr: 160,000 140,000 
@PNVCHErECOV.ELICSy muscha cla scrote 97,000 71,000 
3,472,000 2,742,000 
6,888,000 5,057,000 
Excess of expenditure over revenue .. $ 1,511,000 $ 568,000 


The revised agreement between the territory and the federal gov- 
ernment covering financial relations and the allocation of functions be- 
tween the two governments for the five year period commencing April J; 
1962, which was based on the recommendations of the interdepartmental 
committee on federal-territorial financial relations, includes a provision 
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that the territory contribute towards the cost of policing and administra- _ 
tion of justice. Justice expenditure of $330,000 for which there was no ~ 
counterpart in the prior year, resulted from this recommendation. 
Loans payable to the federal government at the close of the fiscal 4 
year totalled $5,431,000, an increase of $3,296,000 from the previous ~ 
year’s total of $2,135,000. Funds in the amount of $2,833,000, borrowed 
by the territory to meet cash requirements for capital expenditure as — 
provided in the revised agreement referred to above, formed the major ~ 
part of this increase. 


* * * * 


I would like to record my appreciation to all members of the staff 
of the audit office for their loyalty and devotion to duty during the past 
year. 


I might direct your attention to the comment in the paragraph at the top © 
of page 145 where I point out that there is no requirement in the Yukon Act for — 
the preparation of annual financial statements nor for the certification by the © 
Auditor General as the statutory auditor. It simply says the Auditor General is — 
the auditor and it stops at that point. 

Now, the Yukon territorial government submits its accounts to me and I 
examine them. However, I took this matter up several years ago with the 
Minister of Northern Affairs and National Resources, and I asked him if it 
might be possible, when the Yukon Act was opened, that financial statements 
could be made a requirement; that is, that the Act could specify the kind of 
financial statements that the Yukon territories government should issue, be- 
cause in the absence of any such specification in the act I must perforce accept 
whatever is tendered. 

I think this is an important point if you wish to see comprehensive financial 
statements. In some of the more recent acts, such as the Expo. 1967 Act—this 
is a good example—this Act, is very specific in calling for balance sheets and 
statements of operations and listing the things which, in this case, the joint | 
auditors are to report upon; and this, therefore, means that parliament is going © 
to see the accounts of this corporation reflected in a very clear manner. I hope © 
that this principle will commend itself to you as you consider other legislation, 


and that there will be a clause which will provide for comprehensive financial 
statements. 


at 
iy 


The CHAIRMAN: As a statutory requirement. 


Mr. HENDERSON: I am not in any sense meaning this to be a criticism of the 
present statements of the Yukon territorial government. We have worked this 
out with them and their statements are today very comprehensive in terms of — 
balance sheets and operating statements which they submit to us each year. 
and which I certify; but both they and ourselves feel that it would be a sensible — 
thing to record this right in the Yukon Act just as in the Financial Administra- _ 
tion Act where you have spelled out what it is that the government of Canada 
has to pee and waa’ Iam ato certify. 


stration Act is there a responsibility to submit all these financial reports to the 
House of Commons? ; 


Mr. HENDERSON: That is right. 


not have been receiving statements from the Northwest Territories or the i 
Yukon? 


Mr. HENDERSON: The House of Commons does receive the statements of the 


verse) Ry 
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financial statements it can be said to handicap, or it could handicap, the informa- 
tion that the house is going to get. 

Mr. WINcH: Do you not have authority under the Financial Administration 
Act? 

Mr. HENDERSON: It is clear so far as crown corporations are concerned. So 
far as crown corporations are concerned it is defined in the Financial Admin- 
istration Act; but you are considering here what I describe as some of the 
special audits and examinations, and the accounts of the Yukon territorial 
government are in a different or special class. They are tabled in the house, but 
they do not fall into the class of a government department or of a crown 
corporation. 

Mr. Ryan: I should think it would be well to bring the Yukon territorial 
government status into line with the other crown corporations. 

I suppose there is another situation with respect to the Northwest Terri- 
tories? 

Mr. HENDERSON: At the present time they function as a part of the Depart- 
ment of Northern Affairs and National Resources. 

Mr. WINCH: It does not have a similar set-up at all? 
Mr. HENDERSON: No. 


The CHAIRMAN: Well, gentlemen, I am very happy to say that this completes, 
for the first time in some years, a complete examination of the Auditor General’s 
report. 

Mr. WINCH: Could I also add that this is the first time that we have com- 
pletely dealt with two reports in one session, 

The CHAIRMAN: Yes, I think you are right, Mr. Winch; and while we will 
be meeting again in camera I want to extend my thanks to all members of 
the committee for their assiduous attendance so that this has been made possible. 
I think we will have something to say about this on another occasion. 

Let me also say that we will be meeting once more for an in camera 
meeting to discuss the three reports, one by Mr. Ryan’s subcommittee, the report 
of Mr. Tardif and the main committee report; and, if time will permit, we hope 
and request that the members of the committee can possibly discuss one or two 
extra-curricular matters dealing with the national harbours board and the St. 
Lawrence seaway. This, however, will be in addition to and not really part 
of the examination of the 1963 report. 

With that, I want to thank you all and Mr. Henderson and his staff, and I 
hope we will meet so that this can be all wound up, and we will have three 
reports to present to the house at the same time. 


Thank you, gentlemen. 


YS. se 
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APPENDIX 1 


PUBLIC ACCOUNTS COMMITTEE 1964 


Extract from Debates of the Senate—Monday, December 17, 1962—pages — 
450-1. To be included in the Minutes of Proceedings and Evidence of the Public 
Accounts Committee on November 17, 1964. 


CROWN COMPANIES 
AUDITING OF ACCOUNTS 


Hon. A. Neil McLean inquired of the Government pursuant to notice: 

(a) What Crown companies in Canada have their accounts audited by 
the Auditor General of Canada? 

(6) What Crown companies in Canada do not have their accounts audited 
by the Auditor General of Canada? 

(c) What are the names of the auditors or auditing firms auditing the 
accounts of Crown companies in Canada and what is the amount per 
annum paid to each of them by the respective Crown companies 
and/or the Government of Canada? 


Hon. A. J. Brooks: The answer to the honourable gentleman’s inquiry is 
as follows: 


(a) Atomic Energy of Canada Limited, Canadian Arsenals Limited, Cana- 
dian Broadcasting Corporation, Canadian Commercial Corporation, Canadian 
National (West Indies) Steamships Limited, Canadian Overseas Telecommuni- 
cation Corporation, Canadian Patents and Developments Limited, Cornwall 
International Bridge Company Limited, Crown Assets Disposal Corporation, 
Defence Construction (1951) Limited, Eldorado Aviation Limited, Eldorado 
Mining and Refining Limited, Export Credits Insurance Corporation, Farm 
Credit Corporation, The National Battlefields Commission, National Capital 
Commission, National Harbours Board, Northern Canada Power Commission, 
Northern Ontario Pipe Line Crown Corporation, Northern Transportation Com- 
pany Limited, Park Steamship Company Limited, Polymer Corporation Limited 
and subsidiary companies, The St. Lawrence Seaway Authority. 


(b) (1) Canadian National Railways, The Canadian National Railways — 
Securities Trust, Central Mortgage and Housing Corporation, Trans-Canada Air 
Lines. 

(2) The following public instrumentalities, not classed as Crown Corpora- — 
tions under the Financial Administration Act, are also not audited by the Audi- 


tor General: Bank of Canada, The Canadian Wheat Board, Industrial Develop- 
ment Bank. 


(c) (1) The Canadian National Railway Company (including Canadian 
National Railways Securities Trust) and Trans-Canada Air Lines are audited 
by J. A. de Lalanne, C.A., Montreal, P.Q. A fee of $100,000 plus certain disburse- 
ments for the year 1961, paid by the Railway Company and apportioned as fol- | 
lows: Canadian National Railways, $85,000; Trans-Canada Air Lines, $15,000. 

(2) Pursuant to the Central Mortgage and Housing Corporation Act, the 
Minister, with the approval of the Governor in Council is required to appoint 
two auditors to hold office for a term not exceeding two years, to audit the affairs 
of Central Mortgage and Housing Corporation. 

The present auditors of Central Mortgage and Housing Corporation are 
Mr. Maurice Boulanger, C.A., and Mr. Arthur A. Crawley, F.C.A., of the firms 
Boulanger, Fortie, Rondeau & Cie, Quebec City, and Arthur A. Crawley & Co., 
Ottawa. The present per annum fee is $14,500 each plus travel expenses. 
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(3) The Canadian Wheat Board has its accounts audited by the firm Miller, 
MacDonald and Co., Chartered Accountants, Winnipeg, Manitoba. The amount 
paid by the Board is approximately $46,000 per annum. 


(4) The Bank of Canada auditors are W. R. Kay, C.A., and J. H. Rene de 


Cotret, C.A. Auditor’s fees and expenses for 1961 were $75,000. (See Bank of 
Canada Annual Report for 1961). 


(5) Industrial Development Bank auditors are W. R. Kay, C.A., and J. H. 
Rene de Cotret, C.A. Auditor’s fees and expenses for 1961 were $14,686. (See 
Industrial Development Bank Annual Report for 1961). 
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APPENDIX 2 


EXTERNAL AID OFFICE 


OTTAWA, November 6, 1964. 


Mr. A. B. Stokes, 

Audit Director, 

Office of the Auditor General, 
Ottawa. 


Dear Mr. Stokes: 


In your letter of November 2 you forwarded a copy of the minutes of pro- 
ceedings of the Standing Committee on Public Accounts on Thursday, October 
22, and asked whether information could be supplied on the two questions © 
raised, one by Mr. McLean and the other by Dr. McMillan. 


As for the latter, the counterpart fund system has been in effect since the 
inauguration of the Colombo Plan in 1951. As you know, such funds are 
generated only in the case of consumer items such as foodstuffs and base 
metals. 


A brief answer to Mr. McLean is less easy, because the terms of loans — 
offered by donor countries vary so greatly, not only between the various 
developing countries but also on loans extended to one particular country. 
For example, the interest rate charged on a loan to finance a revenue producing © 
project will normally be higher than the interest rate on a loan intended to’ 
finance a road or a sewerage system. Also, different countries have various 
methods of calculating the interest rate. The British, for example, on some _ 
loans will strike the interest rate at 54 percent but will include a waiver period 
on interest of perhaps ten years, which frequently has the effect of reducing ~ 
the effective interest rate to about 3 percent. In the case of the United States, 
they have a sliding scale of interest rates and maturity periods which are 3 
determined by the nature of the project and by the economic position of the — 
receiving country. 


Insofar as Canada is concerned, there are two types of loans for the — 
developing countries. One is our new “soft” loan program which, if approved 
by Parliament, will offer money on the same terms as the International De- 
velopment Association. This type of loan is a part of the Canadian aid program 
and will be administered by the External Aid Office. 


The other type of loan is under Section 21A of the Export Credit Insurance 
Act and is designed to enable Canadian producers of capital equipment to 
offer terms comparable with those being offered by the producers of similar 
equipment in other advanced countries. The interest charged is the rate at 
which the Canadian Government borrows money plus a service charge of 
2 Of 1 percent, which usually results in an interest rate of about 6 percent. 
The maturity periods vary from 8 to 20 years, depending on the nature of the 
project. Because they are in a sense commercial transactions and are ad: 
ministered in a different way than our aid funds, these monies are not a 
responsibility of the External Aid Office. Nevertheless, they do have an aid 
element in them because the long maturity period enables developing countries 
to obtain equipment which they would not be in a position to acquire on 
straight commercial terms. For this reason international forums such as the 
Development Assistance Committee permit advances on loans with a maturity 
in excess of five years to be registered as part of a country’s aid effort. 
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You will see, therefore, that the procedures are so varied and complicated 
that Mr. McLean’s question does not permit a simple answer. If any useful 
purpose would be served I would be quite prepared to appear before the 
Committee in an attempt to answer any questions members might wish to ask 


about the various procedures followed by the donor countries, including 
Canada, 


Yours sincerely, 
(Sgd) H. O. MORAN, 
Director General. 
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1. By resolution of July 23, 1964, your Committee appointed a subcom- 
mittee on Surplus Assets Disposal for the purpose of reviewing in greater detail 
the report made on July 9, 1964 by the Auditor General to this Committee 
at its request relating to the sale of new and usable surplus materials of the 
Department of National Defence by Crown Assets Disposal Corporation during 
the fiscal year 1962-63. 


REPORTS TO THE HOUSE 


Monpbay, December 7, 1964. 


The Standing Committee on Public Accounts has the honour to present its 


SEVENTH REPORT 


2. The subcommittee consisted of the following members under the chair- 
manship of Mr. Tardif: Messrs. Hales, Winch, Cété (Chicoutimi) and Francis. 


3. In requesting the Auditor General to assist in the review, the subcom- 
mittee suggested that steps be taken to engage the services of outside accountants 
either by means of separate engagement or by the process of secondment from 
other government departments and agencies. The latter method was followed 
and your Committee is indebted to the Canadian Broadcasting Corporation for 


| _ its assistance in making the services of Mr. A. A. Rudy and other staff members _ 


available to carry out the work required under the direction of Mr. H. E. Hayes 
of the Office of the Auditor General. 


4, The subcommittee held a number of meetings in the course of which 
it was assisted in its deliberations by the aforementioned individuals and by 
Mr. G. Y. Loughead, Superintendent of Finance, Mr. J. A. Kidd, Chief Auditor 
and Mr. A. T. Smith, Superintendent of General Requirements, all of the De- 
partment of National Defence, to whom it wishes to express its appreciation 
for assistance rendered. 


5. The members of the subcommittee were concerned at the large quantities 
of materials becoming surplus and with the relatively small percentage recovered 
from their sale as evidenced by the report made by the Auditor General 
to your Committee on July 9, 1964 which contained an analysis of materials 


with a cost valuation of $35.6 million of new and usable surplus material 


declarations received by Crown Assets Disposal Corporation during the fiscal 
year 1962-63. This report indicated that the amount realized by the Crown 
from this $29 million of materials was $715,106. 


6. Messrs. Hayes and Rudy were requested to select between 50 and 75 
of the 212 surplus declarations reported on by the Auditor General on July 9, 


1964 and subject them to an examination in depth from the standpoint of the 


-_ Department of National Defence and also Crown Assets Disposal Corporation 
- with the objective of making an assessment of: 


5 


(1) the procurement operation of the Department of National Defence; 
(2) how expeditiously items were declared surplus; 


(3) Crown Assets Disposal Corporation’s sales techniques, and whether 
| the best price was obtained for the items sold. 
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7. In a joint report addressed to the subcommittee under date of September 
24, 1964, Messrs. Hayes and Rudy detailed the results of their examination. A 
copy of this report was filed as an Exhibit. ‘a 


8. The principal points brought out by this examination may be sum- 
marized as follows: 


The Department of National Defence only maintains physical in- 
ventory quantities. The related costs of materials, supplies and equip-. 
ment stored at supply depots, repair and overhaul contractors’ establish- — 
ments are not available. Nor are there reports available which would 
indicate: the cost of storing and handling such items; the related costs — 
of accelerated depreciation, obsolescence and spoilage; and the cost of | 
money invested in such inventories. : 

No evidence was found to indicate that Crown Assets Disposal - 
Corporation conducted technical market studies to determine approxi-. 
mate fair prices for use as standards to assess the reasonableness of bids 
received or on which to base reserve bids. Nor are there any formal - 
procedures for the guidance of personnel responsible for the inspection 
and valuation of items declared surplus. Inspection reports do not indi- 
cate the amount of market research that has been undertaken, or the 


alternative sales methods considered and the reasons for the selection of 
the method used. 


bi 


have been placed upon them. Examples of these are the Orenda engines 
with a declared value of $1,827,000, and the Browning machine guns 


An analysis of the nature of the items investigated revealed that 
many were of a specialized nature specifically designed to support combat 
forces in World War II, the Korean action, the mobilization reserves—_ 
which have since been discontinued on the changeover to the “forces in 
being” concept—and to maintain the effectiveness of our armed force s 
in peacetime. ‘a 

The value of the items declared surplus by the Department of Na-— 
tional Defence does not in all cases reflect the original cost to the 
Department. 

The Department of National Defence (in common with other depart- 
ments) makes no provision in its accounting records for depreciation or 
obsolescence chargeable as a cost to national defence nor are such costs 
reflected or detailed in the estimates. In the absence of such a provision, 
which would reduce inventory valuations in accordance with sound 
accounting principles, the valuation placed on equipment, stores items 
and on residual inventories declared surplus are frequently unrealistic. 


9. The subcommittee expressed deep concern that while physical inventory 
quantities are maintained and are readily available in respect of all of the 
equipment and supply items maintained by the Department of National 
Defence, the purchase cost of the materials, including supplies and equipment 
stores at supply depots, repair and overhaul contractors’ establishments, is not 
available. In accordance with sound business practice it would be reasonable 
to ascertain, for the purposes of financial Management control, the value of the 
inventory and what it costs to store and handle such an inventory. 
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10. While the subcommittee expressed its satisfaction with the supervisory 


methods exercised by the Department of National Defence over its physical 


inventory quantities, it did not see how the Department can perform a really 


effective job of inventory management without knowing the value of the 


inventory and what it costs to carry it. Furthermore, the lack of any cost or 


carrying values has rendered it difficult for the subcommittee either to form 
any reasonable estimate of the value of the supplies on hand or to determine 


_ what would seem to be a reasonable inventory level for a department the size 


of the Department of National Defence to maintain for the requirements of 
the three Armed Forces. In this connection it should be borne in mind that 
appropriations approved for the Department of National Defence have aggre-_ 
gated an average of $1,646 million annually, of which $421 million related to 
equipment, materials and supplies, over the past five years so that it does not 
seem unreasonable for the Committee to expect that some maximum dollar 
figure of values should be established to govern the size of the inventory. It 
was explained to the subcommittee by the officials of the Department of Na- 
tional Defence that the Department has been studying this matter for some time 
and the hope is entertained that it will be possible in due course to record the 
dollar value of this stock subject to the extent to which the recommendations of 
the Royal Commission on Government Organization are implemented in the 
years ahead. The subcommittee found general agreement that the determina- 
tion of this would contribute materially to an improvement in the management 
of an inventory of this size. 


11. The subcommittee submitted the following recommendations: 


(1) that every effort be made by the executive to introduce at as early © 
a date as possible an effective accounting change in the operations 
of the Department of National Defence whereby inventory quan- 
tities can be costed on acquisition and recorded in the quarterly or 
periodic inventory listings made by the Department; 


(2) that effective with the fiscal year 1964-65 the Department of Na- 
tional Defence issue a statement listing or summarizing all material 
declared surplus during the year showing, to the extent it can be 
determined, its original cost and the value obtained on disposal of 
this equipment by Crown Assets Disposal Corporation; also the 
value obtained for other surplus material, etc., declared without 
value to the Corporation, and that such a statement be placed in the 


Public Accounts of Canada; 

(3) that the preparation of a statement similar to the foregoing be made 
a requirement for each department and agency of the Government 
declaring material surplus for the purpose of disposing of such 
material during each fiscal year and that such statements likewise 
be placed in the Public Accounts of Canada effective with the fiscal 
year 1964-65; 

(4) that the sales and inspection procedures of Crown Assets Disposal 
Corporation be revised with a view to improving sales techniques. 


12. Your Committee carefully considered the report of its subcommittee on 
Surplus Assets Disposal and concurs in its findings and recommendations. 


A copy of the relevant Committee proceedings (No. 28) is appended. 
Respectfully submitted, 
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The Standing Committee on Public Accounts has the honour 


1. The following report covers the work of your Committee from October > 
15, 1964 up to and including November 17, 1964 on which date it completed its. 
examination of the Report of the Auditor General to the House of Commons for > 
the year ended March 31, 1963. ; 


EIGHTH REPORT nee 


i 
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2. During the aforementioned period your Committee held eight meetings | 
in the course of which there were in attendance: : 


From the Department of Veterans Affairs— 
Mr. Paul Pelletier, Deputy Minister 


Dr. J. N. B. Crawford, Assistant Deputy Minister and Director Gen-_ 
eral, Treatment Services , 


From the Department of National Health and Welfare— 
Dr. G. D. W. Cameron, Deputy Minister of National Health 


From the Canadian Pension Commission— 
Mr. T. D. Anderson, Chairman 


From the War Veterans Allowance Board— 
Colonel W. T. Cromb, Chairman 


From the Department of National Revenue— 


Mr. David Sim, Deputy Minister, Customs and Excise 
Mr. R. C. Labarge, Assistant Deputy Minister 

Mr. J. G. Howell, Assistant Deputy Minister 

Mr. A. R. Hind, Assistant Deputy Minister 


From the Office of the Chief Electoral Officer— 


Mr. Nelson J. Castonguay, Representation Commissioner and Act- 
ing Chief Electoral Officer 


From the Office of the Auditor General of Canada— 


Mr. A. M. Henderson, Auditor General 

Mr. George Long, Acting Assistant Auditor General 
Mr. A. B. Stokes, Audit Director 

Mr. D. A. Smith, Audit Director 

Mr. J. R. Douglas, Audit Director 

Mr. H. G. Crowley, Audit Director 

Mr. S. E. Chapman, Audit Director 

Mr. F. A. Dixon 


3. In concluding its examination of the Reports of the Auditor General 
for the fiscal years ending March 31, 1962 and 1963, your Committee invited 
the aforementioned witnesses to discuss a number of the matters contained 


therein relating to their particular responsibilities, and its report thereon is as 
follows. 


Veterans’ hospitals and institutions 


4. In both his 1962 and 1963 Reports, the Auditor General drew attention 
to the rise in operating costs of veterans’ hospitals and institutions over the 
past several years while at the same time the number of pensionable disability 
cases being cared for in these hospitals had declined. It was pointed out that 
although these hospital facilities were originally established to treat 1 
service disability cases, today they are increasingly occupied by domicilliary 
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care cases (41% in 1962-63) and war veterans allowances recipients (22% in 
_ 1962-63) who for the most part are insured under provincial hospital insur- 
ance plans. The Committee noted that the annual cost of these facilities is 
_ presently to the order of $54 million compared with $34,500,000 in 1956-57. 
The Committee discussed this subject with the Deputy Minister of Vet- | 
erans Affairs at some length. The Deputy Minister explained many factors 
covering the administration and continued operation of these institutions and 
outlined the Department’s policy in relation thereto, including the steps being 
_ taken aimed toward a gradual disposal of the facilities, always providing 
- suitable alternative arrangements can be made for the treatment of veterans 
_ suffering from war service disabilities. 


¥ Your Committee expresses its general agreement with the practices being 
followed by the Department in seeking a solution to this problem. 


Employment of part-time doctors by Department of Veterans Affairs 


0. The Deputy Minister of Veterans Affairs and the Assistant Deputy 
Minister and Director General of Treatment Services outlined the manner 
in which part-time doctors are employed by the Department on a negotiated 
fee basis which permits the doctors at the same time to collect charges from 
paying patients in the veterans’ hospitals. The Committee noted the Auditor 
General’s view that such charges constitute public funds and therefore should 
be handled in accordance with the requirements of the Financial Administra- 
tion Act. 

. The Committee noted that following a meeting between the Department 
and Treasury Board in June 1963, an Order in Council had been issued allow- 
ing part-time doctors to charge paying patients and authorizing them to 
continue to be paid on the basis of a fee for each half day of attendance or 
the equivalent thereof. In point of fact, the Department has never paid these 
doctors on the basis of actual time worked but uses the authority provided in 
_ the Order in Council largely as a convenient administrative device by which 
payments to different doctors could be varied to the degree their services are 
required in the hospitals. The Director General of Treatment Services agreed 
that whereas this provided the degree of administrative flexibility desirable 
_ from the standpoint of the Department’s senior medical officers, it was not 

_ compatible with the basis of payment outlined in the Order. 
| Your Committee is of the opinion that the executive order should be 
amended and reworded so as to recognize and deal with the actual operating 
conditions as they exist and function in the hospitals, and recommends that 
the Department review the matter further with the Treasury Board with a 

_ view to giving effect to such an amendment at an early date. 


a Hospital construction grants 


6. In the course of its consideration of the problems of financial control 

over hospital construction grants, the Committee was assisted by the Deputy 
_ Minister of National Health. 
’ The Committee shares the opinion of the Deputy Minister of National 
_ Health and the Auditor General that, since it is inherent in the Hospital Con- 
struction Program that commitments be entered into for future years as well 
-as the current year, the financing of the program be placed on a period-of- 
; years basis with parliamentary control being exercised over the total com- 
-mitments that may be entered into. 


KE 


Improper authorization of use of a government-owned automobile 


| 7. The Deputy Minister of National Health explained that the private use 
ofa government-owned automobile by an employee, for four months, without 
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proper authorization resulted from an administrative failure. The Committee 

was pleased to learn that the Department has taken appropriate corrective 
action as outlined in the Deputy Minister’s letter to the Auditor General of 
June 15, 1964, which is printed as an appendix to the Minutes of Proceedings — 
of the Committee for October 22, 1964. 


Awards under the Pension Act 


8. The Committee noted the comments made by the Auditor General in 
his 1962 and 1963 Reports to the House concerning awards under the Pension 
Act and invited the Chairman of the Canadian Pension Commission to discuss | : 
them. § 
The Committee was greatly assisted in its consideration of this matter by 
the explanations furnished by the Chairman and submits the following recom- 
mendations designed to clarify the Act, as follows: 


(a) that the extent of the powers delegated to the Commission under — 
section 25 of the Act “‘to grant a compassionate pension, allowance 
or supplementary award in any case that it considers to be specially 
meritorious” where the applicant is otherwise unqualified to receive 
such an Felt be clarified by defining the term “specially meri-— 
torious” : 

(b) that the ambiguity under the Act whereby section 40(2) appears | 
to contemplate that a pension in respect of death of a member of. 
the forces be limited to a single class of recipient whereas other 
sections of the Act provide that payments in respect of a death may 
be made concurrently to a widow (section 37), children (section 26) 
and parents (section 38), be eliminated; 

(c) that the inconsistency apparent under section 38 of the Pension Act 
where pensions awarded to widowed mothers under subsection (3 
thereof, which requires that the parent must be incapacitated by 
mental or physical infirmity from earning a livelihood, are by reason 
of subsection (7) being continued in payment even though the 
widowed mothers have subsequently been able to undertake ‘ 
time employment, be removed; 

(d) that consideration be given to adding a section to the Pension Ac t 
similar to section 18 of the War Veterans Allowance Act to deal with 
cases where it appears to the Commission that there had been 
deliberate disposal of property for the purpose of qualifying for a a 
dependent parent award; 

(e) that, having regard for section 40(1) of the Pension Act which pro- 
vides that no person shall be awarded more than one pension in 
respect of death, the Commission reconsider the legality of its 
decision to permit an award to a dependent parent of a second 
pension in respect of the death of a child after the rights to a pen- 
sion awarded in respect of the death of another child have been lost 
under the terms of section 45(2) of the Act. 


io 
War Veterans Allowances 4 P 


9. The Committee considered with the Chairman of the War Veterans 
Allowance Board the comments made by the Auditor General in his 1962 an nd 
1963 Reports to the House relating to war veterans allowances. . 

The Committee noted that action was taken by the Board only i in a 
limited number of cases to enforce the provisions of the Act and its regula 
tions relating to penalties or imprisonment or both for the making of f 
or misleading statements or failing to disclose pertinent information wk 
might have a bearing on the amount of the award. Although overpayments of 
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allowances arising chiefly from concealment of income or personal assets have 
not been large in relation to the total amounts of veterans allowances ad- 
_ ministered and paid by the Board, a number of the cases considered by the 
Committee suggest the need for more effective prosecutions with heavier 
penalties in those cases involving deliberate deceptions. 

The Committee therefore makes the following recommendations: 


(a) the Committee, after taking note of the increasing number of over- 
payments arising mainly from veterans making false or misleading 
statements, and of the fact that, although 80 such cases had been 


referred to the Board by the Auditor General in 1962 and 1963," 


in none of these had legal action been instituted, recommends that 
all cases of deliberate deception which come to notice be vigorously 
prosecuted; 

(6) that the Act should be amended to recognize mortgages receivable 
and agreements for sale as either personal property or an interest in 
real property. In the meantime, where it appears to the Board that 
the terms of a mortgage receivable or agreement for sale are un- 
realistic in relation to the life expectancy of the individual and the 
going market rates, the Board should deem the return from these 
assets to be at a reasonable monthly rate; 

(c) that in cases where the presence of a child is the reason for an 
award at married rates, the income of the child, except income 
specifically exempted under the Act, be taken into account in de- 
termining the amount of the award. 


Amendments to the Customs Act and the Excise Tax Act 


10. The Committee considered references made by the Auditor General in 
his 1962 Report to certain practices followed by the Customs and Excise 
Division of the Department of National Revenue which are not in accordance 
with the specific provisions of the Customs Act. These related to the release 
of goods under Customs Collector’s permission, sales of goods unclaimed at 
Customs, duties and taxes on surplus United States Government property sold 
in Canada, and the determination of ‘sale price’ for sales tax purposes. 

The Committee recognizes that the practices followed by the Department 
are sensible and practicable and do not result in any loss of revenue to the 
Crown. It was assisted in its deliberations by the Deputy Minister of National 
Revenue for Customs and Excise who explained the underlying reasons for the 
practices being followed while at the same time recording his agreement that 
the practices should receive statutory sanction. 

The Committee therefore wishes to make the following recommendations: 


(a) Release of goods under Customs Collector’s permission—that the 
practice of the Department in releasing goods prior to the passing 
of a Customs entry and payment of duty be given statutory sanction 
by means of appropriate amendments made to sections 22 and 79 of 
the Customs Act. 

(b) Sales of goods unclaimed at Customs—that the practice of the 
Department in waiving all or part of whatever storage charges are 
applicable in order that at least the duties may be recovered be 
given statutory sanction by means of an appropriate amendment 
to section 23 of the Customs Act. 

(c) Duties and taxes on surplus United States Government property 

: sold in Canada—that an amendment be made to the Customs Act or 
to the Customs Tariff Act to provide statutory authority for the 
establishment of a composite rate to be applied to the proceeds of all 
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sales in Canada of United States Government property by 

Assets Disposal Corporation. re PE Ak sik) 

(d) Determination of ‘sale price’ for sales tax purposes—that an amend- — 

ment be made to the Excise Tax Act designed to give statutory — 

sanction to the existing scheme of valuation followed by the Depart- — 

ment of National Revenue in authorizing manufacturers by regula-_ 

tion to compute the sales tax on less than the actual sale price. 


General election expenditures 


11. In the course of considering the comments of the Auditor General on 7 
general election expenditures contained in his 1963 Report, the Committee | 
discussed various of the financial aspects of the administration of the last | 
two general elections with the Acting Chief Electoral Officer. 

Your Committee took note of the practice followed over the years of making 
accountable advances to election officers for the payment of office rental and 
various other expenses incurred in connection with an election. It noted 
that the Chief Electoral Officer in his report to the Speaker of the House of 
Commons on the 1962 general election had recommended that the Canada Elec-_ 
tions Act be amended to provide for the payment of an accountable advance 
to an election officer, limited to an amount which might be necessary to 
defray such office and other incidental expenses as may be approved under 
the tariff of fees, costs, allowances and expenses. 

Your Committee wishes to record its support of this recommendation 
by the Chief Electoral Officer and expresses the hope that the amendment will 
be considered by Parliament at an early date. 


Accounts not examined by the Auditor General 


12. The Committee noted that although this officer of Parliament is the 
auditor of the majority of the Crown corporations, it has not been the practice j 
of successive governments to appoint the Auditor General the auditor of 
seven of the Crown corporations and other public instrumentalities and that 
therefore their accounts have not been examined and reported upon by him 
to the House. 

Your Committee believes that it would be in the best interests of Parlia 
ment in its control of public funds were the Auditor General empowered to 
audit the accounts of all of the Crown corporations, agencies and public 
instrumentalities owned or controlled by the Crown, wherever they may be, 
and to report thereon to the House. 

Your Committee therefore recommends: 


(a) that the Auditor General be appointed either the sole auditor or 
a joint auditor pursuant to subsection (2) of section 77 of the 
Financial Administration Act, of each Crown corporation, agency 
and other public instrumentality in respect of which other auditors 
have been or may be appointed; 

(b) that in cases where such other auditors are appointed, they function 
as joint auditors with the Auditor General, and that such appoint 


ments be made by the government acting on the advice of the 
Auditor General. 


Audit of the Office of the Auditor General 
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The Committee recommends that this section of the Financial Adminis- 
tration Act be amended to provide that the receipts and disbursements of 
the Office of the Auditor General be examined by a qualified person nominated 
by Parliament through its Standing Committee on Public Accounts, and that 
such person should report thereon to the House of Commons. 


A copy of the relevant Minutes of Proceedings and Evidence (Issues Nos. 
20 to 28 inclusive) is appended. 


Respectfully submitted, 
G. W. BALDWIN, 
Chairman. 
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MINUTES OF PROCEEDINGS 


WEDNESDAY, December 2, 1964. 
(42) 


The Standing Committee on Public Accounts met this day, in camera, at 
9.40 am. The Chairman, Mr. G. W. Baldwin, presided. 


Members present: Messrs. Baldwin, Cardiff, Fane, Harkness, Leblanc, Le- 
gault, Mandziuk, Muir (Lisgar), O’Keefe, Pilon, Rinfret, Rock, Ryan, Stefanson, 
Tardif, Tucker, Wahn—(17). 


The Chairman tabled a letter from the Deputy Minister of Veterans Affairs 
dated November 24, 1964, enclosing orders in council relating to hospitaliza- 
tion of veterans; this letter was ordered printed as an Appendix to the record 
of this day. (See Appendix 1). (Orders in Council identified as Exhibit oy). 


Mr. Baldwin then tabled a return from the Auditor General, dated Decem- 
ber 1, 1964, replying to questions raised at sitting of November 17th concern- 
ing the Royal Canadian Mint; this letter was ordered printed as an Appendix 
to the record of this day. (See Appendix 2). 


Also tabled was a report of the Auditor General to the Minister of Industry 
on the examination of the stock of stationery, printing materials and supplies. 
(Identified as Exhibit 4). 


A “draft” report was presented by the subcommittee on Form and Content 
of Public Accounts, and after discussion, it was agreed to adjourn further con- 
sideration in order to hear later the Comptroller of the Treasury. 


The Committee then considered a “draft” report presented by the sub- 
committee on Surplus Assets Disposal, and following its consideration was 
adopted, and the Chairman ordered to present it to the House as the Committee’s 
Seventh Report. 


The Chairman tabled a report which was submitted to the subcommittee 
on Surplus Assets Disposal by Messrs. H. E. Hayes of the Auditor General’s 
office and A. A. Rudy, dated September 24, 1964. (Identified as Exhibit 5 ). 


The Committee then considered its “draft” main report and following its 
consideration was adopted, and the Chairman ordered to present it to the House 
as the Committee’s Eighth Report. 


At 11.05 a.m., the Committee adjourned to the call of the Chair. 


M. Slack, 
Clerk of the Committee. 
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APPENDIX 1 


DEPUTY MINISTER OF VETERANS AFFAIRS 


Ottawa, November 24, 1964. 


G. W. Baldwin, Esq., M.P., 

Chairman, 

Standing Committee on Public Accounts, 
House of Commons, 

Ottawa. , 
Dear Mr. Baldwin, 

As you will recall, Dr. J. N. Crawford, Director-General of Treatment — 
Services, and the undersigned, appeared as witnesses, on October 20th of this 
year, before your Standing Committee on Public Accounts while the latter | 
was considering certain observations made by the Auditor-General in his latest — 
two reports, more particularly paragraph 104 of his report for 1961-62 and 
paragraph 90 of his report for 1962-63, in which Mr. Henderson suggested — 
that a re-appraisal of the role of the Department of Veterans Affairs in them 
operation of hospitals would be desirable. At your suggestion, it was agreed — 
that our Department should provide the Committee with a report on the 
origins of the authority under which we provide hospitalization for veterans © 
whose disability bears no relationship to wartime military service. 


The responsibility of the state for the treatment of disabilities which have 
resulted from wartime service has been recognized since the early days of 
World War I. The Military Hospitals Commission was established in June, 
1915 for this purpose. The responsibility is still being met at the present time. 


Authority for the Department of Veterans Affairs or its predecessors to _ 
provide such treatment is contained in a number of Orders in Council. Until 
1924, all these Orders limited the authority to the remedial treatment of 
service-incurred disabilities. P.C. 1653, dated 18 September, 1924 (Appendix 
“A”), provided authority for the provision of domiciliary care to pensioners 
with 20% or greater disability pensions, who had in addition a non-service 
disability which in total prevented remunerative employment, and who were 
unable to pay for such accommodation at their own expense. a 

The concept of provision of treatment for disabilities not related to. 
military service had its real beginning in 1928. P.C. 1842, dated 18 October, 
1928 (Appendix “B”), gave the Department authority to treat veterans who 
were disability pensioners, for disabilities not attributable to service, provided F 
the veterans are unable to provide treatment at their own expense. P.C. 91, 
dated 16 January, 1936 (Appendix “C”), specified that such treatment would 


be confined to active remedial treatment, and would not be provided for 
chronic disease. 3 


Until 1944, the treatment of disabilities not related to service was con- 
fined to indigent veterans who were also in receipt of a disability pension. 
In April, 1944, a Committee, headed by Brigadier Ross of the Canadian Legion, 
recommended an extension of benefits. P.C.1/4465, dated 13 June, 1944 (Ap : 
pendix “D’’), allowed the provision of active remedial treatment of non-service 
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diseases for veterans who saw meritorious service in a theatre of actual war 
or who were recipients of War Veterans Allowance. 

Restrictions on the treatment of chronic disease were removed by P.C. 
1953-415, dated 19 March, 1953 (Appendix “E”). Departmental records in- 
dicate pretty clearly that this step was taken in order to keep veterans hospitals 
relatively full and staff usefully occupied. 

As a general comment, it should be borne in mind that the advent of gov- 
ernment-supported hospital insurance throughout the country has changed 
significantly the nature of the problem to be faced with regard to the hospital- 
ization of War Veterans Allowance recipients. The Department, of course, pays 
the insurance premiums, where applicable, for these recipients but all other 
hospitalization charges are paid for by the insurance plan whether the re- 
cipient is hospitalized in a D.V.A. institution or in a general community 
hospital. 

I trust that the above, together with the appendices hereto, will provide 
you and the other members of the Committee with the information that was 
sought on October 20th. 


Yours sincerely, 
Paul Pelletier. 
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APPENDIX 2 


AUDITOR GENERAL OF CANADA 


Ottawa, December 1, 1964. 


Dear Mr. Baldwin, 


At the last meeting of the Public Accounts Committee on November 17th, 
questions were asked by Messrs. Winch, Ryan, Cardif, Leblane and Rock con- 
cerning the manner in which gold is handled by the Royal Canadian Mint. I 
undertook to secure the desired information and advise the Committee. This 
has been done and the subject matter of all of the questions dealt with in an © 
explanatory memorandum which I am attaching for your review and tabling © 
at the next meeting of the Committee. 


At the same meeting of the Committee, Mr. Ryan asked if my report on 
our examination of the stock of stationery, printing materials and supplies, — 
made to the Minister of Industry could be placed on the record in order that 
members might take note of the manner in which the work was carried out and a 
how it is reported upon each year pursuant to section 34 of the Public Print- 
ing and Stationery Act. Accordingly I am pleased to enclose herewith a copy 
of my report to the Minister of Industry dated August 8, 1963 with respect to 
inventories on hand as at March 31, 1963. : 


There remains a further question to be answered arising out of the 
Committee’s meeting on November 17, 1964. This had to do with Mr. Cardif’s — 
inquiry as to whether or not there is a limit to the amount of stationery that — 
a Member may acquire. I replied that I would wish to check this and would 
advise the Committee. I will be sending this information to you as soon as it 
is available. 


Yours sincerely, 
A. M. Henderson. 


G. W. Baldwin, Esq., Q.C., M.P., 
Chairman, 

Public Accounts Committee, 
House of Commons, 

Ottawa. 


ROYAL CANADIAN MINT 


The Royal Canadian Mint receives gold for two purposes, one classified 
as gold storage, the other as gold purchase. i 


Gold Storage is sent in by Mining Companies to be further refined and re- 
turned to the owners. It receives its name from the fact that it may be held 
for some time. The Mint collects fees for this service which is performed in 
accordance with regulations established by the Governor in Council Pe 
1961-532, April 13, 1961. 


Gold Purchase represents gold bullion sold to the Mint by the Mining 
Companies. All producers receive a subsidy under the Emergency Gold Mining 
Assistance Act R.S. c.95 as amended when they sell their product to the 
Royal Canadian Mint or when it is exported from Canada in the form of ore 
concentrates. The particular section (Section 3(1) of Chapter 28, 1960 an 
amendment to c.95) reads as follows: “a 
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“3. (1) The Minister may pay to a person engaged in operating a gold 
mine a sum not exceeding an amount calculated in the manner prescribed 
in this section with respect to gold that is produced from the mine 
during a designated year and that, during the designated year, 


(a) is sold to Her Majesty at the Royal Canadian Mint, 
or 

(6) is exported from Canada, in the form of ore or ore concentrates 
containing gold, and sold.” 


All transactions relative to the Purchase Account are processed through an 
Open Account the details of which are on page 11:26 of the Public Accounts 
for 1962-63. 

When the gold is received at the Mint it is called a deposit and it is at 
once ticketed, numbered, etc. In the 1963 calender year 5,421 such deposits 
were received. Assay reports identified with the deposits follow the course of 
the gold through the various stages of melting and refining until it becomes 
granulated or a bar. There is also a quantity of gold received in the form of 


scrap (jewellery and dental). After it is assayed, melted down and refined, 


the owner receives payment from the Mint. 

In the audit all gold is weighed and/or counted taking into consideration 
the assay reports, deposits, etc. 

Nearly all the gold in the Purchase Account is sold to the Bank of Canada 
for the Exchange Fund Account. There are no gold coins minted. The last $5 
and $10 gold coins were minted in 1914 and the last British sovereigns in 
1919. Gold medals may be struck for Associations, etc. Dental firms purchase 
their supplies from mining companies. 

Stocks of gold may pile up at the Mint until the Bank of Canada request 
further shipments. However, the Mint cannot wait until the order comes in. 
They buy gold when and as, it is offered to them. That is the purpose of the 
Open Account. 

The disposition of gold refined by the Mint, in the calendar year 1963 
Classified as Gold Storage and Gold Purchase is as follows: 
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GOLD STORAGE ACCOUNT 


1963 
Fine Ounces 
Fine gold on hand 1 January 1963 ......... ite Goes ate 36,925: 421 
Receipts during years or CO Penn ae, eee ee 803,908: 769 
840,834: 190 
Less: disposition per owners’ instructions .......... 811,774: 023 
Fine gold on hand 31 December 1963 .............. 29,060: 167 


GOLD PURCHASE ACCOUNT 


1963 
Fine Ounces 
Fine Gold on hand 1 January 1963 .. 165,861:525 
Add: 
Receipts during the year ......... 2,653,182:870 
Saino Operations oe. e cusite. Se 1,614: 000 
————_ 2,654,796:870 
2,820,658: 395 
Less: 
6,621 trade bars transferred to Ex- 
change Fund Account ......... 2,644,703:576 
Sars OL sine PO ins UE aes tee: 19: 264 
Trial plate for assay purposes .... 6:170 
RIGKH IS LO. 7 oy ere Ae eee 2 mw oie 15:442 
WED is eh ce autem sia eion sti 7,777: 437 
Sales to sundry depositors ........ 3,258: 247 


2,655,780: 136 


Fine gold on hand 31 December 1963 . 164,878: 259 
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REPORT TO THE HOUSE 
Monpay, March 15, 1965. 


The Standing Committee on Public Accounts has the honour to present its 


NINTH REPORT 


1. Your Committee appointed a subcommittee on the form and content of 
the Public Accounts on July 23, 1964, consisting of the following members 
under the chairmanship of Mr. S. P. Ryan: Messrs. Pilon, Southam, Prittie, 
Stefanson, O’Keefe, Cameron (High Park) and Rondeau. This subcommittee 
made a review of the form and content of the Public Accounts of Canada, 
during the course of which it consulted with the Comptroller of the Treasury 
and the Auditor General. 


2. This subcommittee reported to your Committee in part as follows: 


(a) Your subcommittee has considered the form of the Public Accounts 
from the standpoint of clarity and conciseness of presentation, with 
particular emphasis on the needs of Members of Parliament and 
the public. It has reviewed the contents from the standpoint of 
necessity or relative importance of the material and the advisa- 
bility of including it in the Public Accounts rather than in other 
documents, such as annual departmental reports. 


(b) In carrying out its assignment, your subcommittee has been guided 
throughout by the statutory requirements of the Financial Ad- 
ministration Act; it has also had in mind the comments and recom- 
mendations contained in the Fourth Report of the Standing Com- 
mittee on Public Accounts tabled in the House of Commons on 
December 19, 1963, the report of the Glassco Royal Commission on 
Government Organization, the reports of the Auditor General and 
the June 1950 report of the United Kingdom Committee on the 
Form of Government Accounts, as summarized in the study paper 
attached to this report. 

(c) During the course of its consideration of possible deletions of 
detailed information from the Public Accounts, your subcommittee 
was informed that any information so deleted would continue to 
be available to Members of Parliament on request. 


(d) Your subcommittee is of the view that the form of the Public 
Accounts should be such as to facilitate the scrutiny of revenues 
in relation to tax and revenue laws, and of expenditures in rela- 
tion to the Estimates and Appropriation Acts by Members of Par- 
liament, the Public Accounts Committee and the public. It concurs 
in the recommendations of the Glassco Royal Commission on Gov- 
ernment Organization that the form of the Public Accounts should 
be clear and uncluttered and that details should not be permitted to 
obscure matters of real importance, and of the United Kingdom Com- 
mittee on the Form of the Government Accounts that the published 
accounts should serve to inform the public, as promptly and 
plainly as possible, of the essential facts about the national finances. 
Your subcommittee, moreover, notes with interest that the United 

Kingdom financial reports make no reference to the salaries or 
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travelling expenses of individual officers and employees, or to pay- 
ments to contractors or descriptions and amounts of construction — 
projects. Hy s 

(e) The Public Accounts of Canada for 1962-63 consists of three vol- 
umes comprising 1,430 pages (French version 1,459 pages) divided — 
approximately as follows: % Gl 

Volume I ae 

Summary report and financial statements, 268 pages (French ~ 
277 pages) 

Volume II 
Details of expenditures and revenues by 
departments 1,006 pages © 

(French 1,026 pages) — 

Volume III 

Financial statements of Crown Corporations 156 pages © 


(French 156 pages) a 
(f) With a view to presenting more significant and relevant information — 
to Parliament, your subcommittee gave consideration to 7 

(i) information that might be deleted in its entirety from the Public 
Accounts; 


(ii) information that might be replaced by statements in summary — 
form; 


(iii) material that might be deleted from the Public Accounts if — 
comparable information were to be included in the annual > 
departmental or other reports; and 


(iv) additional information that might usefully be included in the — 
Public Accounts.” é 
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RECOMMENDATIONS FOR DELETION 


3. Based on the above findings and observations, your Committee recom- 


_ mends that the following information be deleted from Volume II of the Public 
Accounts: 


Estimated 
savings 
(a) listings of salary rates and travelling expenses of em- 
ployees (Section Ie) ee mea els dy coy Wave ME Foyle 92 pages 
(bo) listings of payments to suppliers and contractors (Sec- 
CEOS sk od octets oe ge WC rue, Aen een Oe Oe ane 65 pages 
(c) listings of names of persons on educational leave (e.g., 
Section 1.4). (See also para. HE UP amram te hci chy tage gy 3 pages 
(d) listings of construction or acquisition of buildings, works 
and land by area, region, etc. (e.2. Section: 7.14) 12 pages 


(e) statements of assistance to gold mining companies (Sec- 
tion 19.15) on the understanding that the information 
continues to be included in the departmental report .... 5 pages 


(f) statement of expenditures by staff post offices for salaries, 
etc., and statement of expenditures by postal districts and 
pesvices: (Section, 27.4: and, 27.8)i\2. 4a) ee ee 3 pages 


(g) listings of contracts for construction or acquisition of 
buildings, etc., when the amount is less than $100,000, and 
for cost plus contracts under $10,000. The present listings 
are for amounts of $10,000 or over ($25,000 or over for 
defence contracts) and $5,000 or over for costs plus con- 


tracts (e.g., Section 31.61 and Section 30.34) Raa 149 pages 
(h) distribution of expenditures by services and units of the . 
Standards Branch (Section B47) Oe Me ee ae 1 page 


330 pages 


Your Committee further recommends that listings of the travelling 
expenses of employees in excess of $1,000 and of payments to suppliers and 
contractors in excess of $100,000 be prepared annually for the information of 
the Committee. 


Oe Wee Se I. ee el 
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4. Your Committee recommends that the following detailed information 
be replaced by statements in summary form: 
Estimated 
savings 


(a) listings of professional fees by type of service, together 

with detailed listings of professional fees of $2,000 and 

overt (en) Séchon dels) hi aties se One ree nue can eee 9 pages 
(b) detailed listings of the acquisition of equipment; to be 

replaced by summarized listings according to type of 

equipment. (G25 “Section 179) wick: % ewe 2 ketene And ee ee 8 pages 
(c) details of expenditures for general elections and by-elec- 

tions by electoral districts; a summary by provinces to be 

retained. (Section G:F) U4 ivaer cathe Binc ate P nae ee emer 12 pages 
(d) listings of doctors receiving fees of $1,000 or over and 

hospitals receiving $5,000 or over; to be replaced by a } 

summary by categories of service (e.g., Section 23.39) .. 5 pages — 
(e) details of expenditures by provinces and districts re any 

census of Canada; to be replaced by a summary listing 

by provinces (Section 34.9 to 34.38, 1961-62 Public 

VACOOUDES) =p. cece ae rat eir! igterah i) G: 5 eet whsye ale Oeeade ene ome 28 pages 
(f) listing of salaries of Judges by Courts; to be replaced by 

a summarized statement of salary rates (Section 16.4 and 

SEchrons wi Oro) ia ea) Win hoi adetausde dod noe eee mie te eis een 1 page 
(g) distribution of revenues and expenditures by Peniten- 

tiaries; to be replaced by a statement by institution 

showing (1) revenue and (2) expenditure on (a) opera- 

tion and maintenance and (b) construction, improvements 

ANCZOGTIDMENT s( GECUON s 1 Gil 7, bo iaiere he wie ctceloteles dole ca Rete eet 2 pages — 


65 pages 


5. Your Committee recommends that the following material be deleted 
from the Public Accounts if and when substantially similar information is 
published in the annual reports of the appropriate departments: 

Estimated — 
savings 


(a) statements of payments of general health grants to prov- 


mices trom imception* (Section: 23.6). sacs ks aro ee 2 pages 
(6) listing of grants to agricultural fairs, exhibitions, etc., 

(ere CC LOI 1 LO Yate cue ich We ee ee ot eee 2 pages © 
(c) details of health grants (Section 23.10 to 23.28) ...... 19 pages 
(d) details of hospital construction grants (Section 23.20 to 


PS Hi) sce fee Pie ei gaat S PT RU Rta aye Roba NORaEee RDB Sed 2 oe a 7 pages 


30 pages 

ee 

6. In making the foregoing recommendations regarding the deletion of 
information from the Public Accounts, your Committee understands that the. 
information so deleted would continue to be retained in the accounting records 
maintained in the Office of the Comptroller of the Treasury and would ask 


the Minister of Finance to take the necessary steps to ensure that it would 
be available to Members of Parliament on request. 


PUBLIC ACCOUNTS 1301 


7. Your Committee has been informed that the cost of printing a page 
of the Public Accounts is $25. The recommended deletions would eliminate 
approximately 400 pages from each of the English and French versions, with 
a resulting saving in printing costs alone of some $20,000. 


RECOMMENDATIONS FOR REARRANGEMENT OF INFORMATION 


8. Your Committee recommends that in Volume I the explanatory notes 
to the schedules to the statement of assets and liabilities, which are now pre- 
sented immediately following the schedules to which they refer, be grouped 
together and printed at the end of the schedules, with appropriate reference 
to the schedule and item, e.g., for Item 1 of schedule M, the note would be 
described as M-1, etc. 


RECOMMENDATIONS FOR THE INCLUSION OF ADDITIONAL INFORMATION 


9. Your Committee gave consideration to the inclusion of additional impor- 
tant information in the Public Accounts along the lines suggested by this Com- 
mittee and the Auditor General. 


10. In its Fourth Report 1964, presented to the House on July 28, 1964, 
in paragraphs 30-32, this Committee requested the Auditor General to keep 
it informed as to the progress of a study being made for the purpose of having 
all costs of financial assistance to persons on educational leave assembled in 
one place so that Parliament might be better informed as to the total cost of 
this particular phase of the educational programme designed to increase the 
capacity of public servants. Your Committee expresses the hope that this 
study will be completed shortly so that the total educational leave costs may 
in future be shown with respect to each department in Volume 2 of the Public 
Accounts, commencing with that for the fiscal year 1964-65. 

11. In its Sixth Report 1964, presented to the House on October 20, 1964, 
in paragraph 26, the Committee recorded its agreement with the Auditor 
General’s observation that it would be informative to Parliament were a sum- 
mary showing the overall total of all accounts receivable due to the Govern- 
ment of Canada, whether in memorandum form or recorded on the books, 
included in the Public Accounts of Canada each year. Following consideration 
of this recommendation by the Comptroller of the Treasury, your Committee 
was pleased to be advised by the Comptroller of the Treasury that arrange- 
ments are under way for the inclusion of such a summary in the Public Accounts 
effective for the fiscal year 1964-65. 

12. Your Committee recommends that the following additional informa- 
tion suggested by the Comptroller of the Treasury be included in the Public 
Accounts: 

(1) In Volume II, the overall summaries of expenditures and revenues 
by departments to be published at the beginning of the volume, 
the totals of which would agree with the amounts included in the 
Statement of Expenditure and Revenue shown in Volume I. 

(2) In Volume II, for each department there be included a statement 
similar to that now presented in the Estimates, showing the approxi- 
mate or estimated value of major services provided to the depart- 
ment, the cost of which is not included as a charge to the depart- 
mental appropriations. This statement would include: 

(a) accommodation provided by the Department of Public Works or 
in the department’s own buildings; 

(b) accounting and cheque issue services provided by the Comp- 

troller of the Treasury; 
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(c) contributions to the Superannuation Account charged to the 
Department of Finance appropriations; 

(d) employee surgical-medical insurance premiums charged to De- 
partment of Finance appropriations; 

(e) employee compensation payments charged to Department of 
Labour appropriations; and 

(f) carrying of franked mail by the Post Office Department. 

(3) A similar statement showing the services provided to other de- 
partments for which no reimbursement is received also to be in- 
cluded for each department. 


13. The above plan to include a statement in each departmental section 
showing the approximate or estimated value of major services provided with- 
out charge is only a preliminary step. It is understood that the ultimate aim 
would be to apportion these service costs to the relevant votes or services. 


14. Your Committee recommends that the following additional informa- 
tion suggested by the Auditor General be included in Volume II of the Public 
Accounts: 

(1) effective for the fiscal year 1964-65, a statement of all material de- 
clared surplus during the year showing, to the extent it can be de- 
termined, its original cost and the value obtained on disposal by 
Crown Assets Disposal Corporation; and 

(2) effective for the fiscal year 1964-65, a statement detailing the amount 
of losses incurred as a result of the accidental destruction of or 
damage to assets which would normally be covered by insurance 
had such coverage existed. 


15. Your Committee recognized in the course of the discussions with the - 
Comptroller of the Treasury and the Auditor General that the possibility exists 
that the inclusion of further additional information in the Public Accounts 
might be desirable from time to time and endorses their suggestion that this 
be placed in the Public Accounts by the Comptroller or be brought forward by 
the Auditor General for discussion and consideration by this Committee. 


16. Attached to this report is a copy of a study paper prepared by the 
Comptroller of the Treasury for the use of the subcommittee and which forms 
part of this report. 


17. Your Committee expresses its sincere appreciation to the Comptroller 
of the Treasury, the Auditor General, and their officials for their patient and 
expert advice and assistance throughout its deliberations. 


A copy of the relevant Committee proceedings is appended. 
Respectfully submitted, 


G. W. BALDWIN, 
Chairman 
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STUDY PAPER PREPARED BY THE COMPTROLLER OF THE TREASURY 
The Financial Administration Act 


1. Sub-section 1 of section 64 of the Financial Administration Act requires 
that an annual report, called the “Public Accounts”, shall be laid before 
the House of Commons by the Minister of Finance on or before the 31st day 
of December, or if parliament is then not in session, within fifteen days after 
the commencement of the next ensuing session. Sub-section 2 provides that the 
Public Accounts shall be in such form as the Minister may direct and shall 
‘include: 

(a) a report on the financial transactions of the fiscal year; 

(b) astatement certified by the Auditor General of the expenditures and 
revenues of Canada for the fiscal year; 

(c) a statement certified by the Auditor General of such of the assets 
and liabilities of Canada as in the opinion of the Minister are required 
to show the financial position of Canada as at the termination of the 
fiscal year; 

(d) the contingent liabilities of Canada; and 

(e) such other accounts and information as are necessary to show, with 
respect to the fiscal year, the financial transactions and financial 
position of Canada, or are required by any Act to be shown in the 
Public Accounts. 


2. Recently, recommendations have been made by the Auditor General, 
the Public Accounts Committee and the Royal Commission on Government 
Organization that changes be made in the form of the Public Accounts. More- 
over, in the United Kingdom in 1950, the Committee on the Form of Govern- 
ment Accounts considered and reported on the matter. These recommendations 
and reports are summarized in the paragraphs that follow. 


The Auditor General’s Report 


3. The Auditor General in his Report to the House of Commons for the 
fiscal year ended March 31, 1963, suggested that further consideration should 
be given towards summarizing or otherwise reducing the number of detailed 
listings now included in the Public Accounts and, on the other hand, additional 
information should be disclosed in the Public Accounts. 


Fourth Report of the Public Accounts Committee 


4. In its Fourth Report, tabled in the House of Commons on December 
19, 1963, the Standing Committee on Public Accounts made the following 
comments with respect to “The Form of the Public Accounts’’. 


11. The Committee expressed satisfaction that the Public Accounts 
volumes for the fiscal year ended March 31, 1961, had been arranged 
in the manner recommended by the Committee in its Fifth Report 1961 
and that these improvements had been continued in the Public Accounts 
for the year ended March 31, 1962. 


12. The Committee noted that further consideration might be given 
to summarizing or reducing a number of the detailed listings in the 
Public Accounts so as to present more significant and relevant informa- 
tion to Parliament. It also felt that consideration might usefully be given 
to the inclusion of additional important information along lines suggested 
by the Auditor General. 
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13. As time has not permitted consideration of the foregoing by 
any sub-committee convened for the purpose, the Committee recommends 
that this be undertaken during the next session of Parliament. 


Recommendations of Royal Commission on Government Organization 


5. The Glassco Royal Commission on Government Organization also con- 
sidered the form and content of the Public Accounts. After referring to the 
recommendations of the 1961 Public Accounts Committee, it reported as follows: 


38. The Public Accounts were improved by the changes, but accept- 
ance of the proposed new form of the Estimates would make further 
improvements possible. However, the explanatory sections for each vote 
in the Estimates would not need to be repeated in the Public Accounts. 


4 
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39. Furthermore, excessively detailed listings are now given of pay- 
ments to Members of the Senate and the House of Commons, to civil 
servants receving $8,000 or more per annum and to suppliers and con- 
tractors paid $5,000 or over ($25,000 in the case of National Defence). 
This parochial practice is expensive and has outlived any usefulness. 


40. Details of items not shown separately in the Estimates should 
be presented only to explain significant variations between appropriations 
and expenditures, or between revenues forecasted and realized. Unless 
the following information is sufficiently important to be detailed in the 
Estimates, it should be deleted from the Public Accounts: 


(a) allotments maintained solely for operating purposes; 

(b) construction and other contracts; 

(c) purchases of land; 

(d) grants and other assistance payments and 

(e) listings of other payments, including salaries, traveling ex- 
penses, professional fees, educational leave, names of suppliers 
and contractors. 


40. The Public Accounts is not a control document, but a means of 
reporting to Parliament on the financial stewardship of departments 
and the Executive, and on the essential facts about the national finances. 
The incorporation of much of the detail now included cannot be justified 
on the grounds that the publication of such information acts as a restraint 
on individuals in the public service. The remedy lies in a revision of 
existing internal controls. The Auditor General’s report on extravagance 
and abuses within the public service is more likely to be effective. 


43. The form of the Public Accounts should be clear and uncluttered. 
Details should not be permitted to obscure matters of real importance. 
The present form lays such stress on details that it is exceedingly 
difficult to separate the wheat from the chaff. 


44. The annual reports of departments and agencies include financial 
statements, but these do not often duplicate the Public Accounts since 
they reflect the natural divisions of departments. The statements of 
many agencies and at least one department are prepared on an accrual 
basis. These annual reports have often narrative and statistical detail 
supporting the financial information in order to explain the department’s 
programmes. 


45. In the Public Accounts, greater use should be made of tables, r, 
with explanatory notes where necessary to aid interpretation. 
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52. The recommended elimination of material from the Public 
Accounts is not designed to withdraw useful information from parlia- 
mentary review, but rather to reduce the bulk of the document so that 
an accounting can be rendered in a clear, concise manner that conforms 
to the highest standards of financial reporting. Furthermore, by elimi- 
nating unnecessary detail, more useful information might be added 
which would be of value to Parliament and would provide a better 
accounting in areas now inadequately covered. 


53. For example, many departments carry on operating activities, 
and the appropriation accounts kept on a cash basis do not adequately 
reflect the financial results of these activities. This has been partially 
corrected in some instances by the use of revolving funds, which are 
described in the next chapter, but these funds usually record only direct 
costs with no provision for departmental overhead or the amortization 
of capital costs. 


54. In this report, your Commissioners have recommended the 
adoption of accrual accounting for department purposes, but it is not 
recommended that the government’s accounts be altered from the present 
cash basis. Therefore, the appropriation accounts will continue to be 
reported on a cash basis in the Public Accounts. 


55. However, the costs of individual activities can now seldom be 
determined from the Public Accounts. The adoption of programme budg- 
eting and accrual accounting, and the inclusion of the costs of services 
now provided free by other departments, will permit financial results 
to be presented in a manner similar to that followed in commerce and 
industry. The form of such statements is clear, concise and widely under- 
stood. Presentation of departmental accounts in this form will provide 
Parliament with information of far more value than any of the material 
that your Commissioners suggest be deleted. 


The U.K. Committee on the Form of Government Accounts 


6. In November 1947, the United Kingdom Government appointed a Com- 
mittee on the Form of Government Accounts. In its final report, published in 
June 1950, the Committee discussed the purpose of government accounts. 


ce - government accounts are called upon to serve a variety of pur- 

poses, some of which could never have been envisaged when the present 

system was designed. Accordingly, we think it well to set out the various 
purposes to which our attention has been directed. They fall into five 
groups: 

(a) first and foremost is the provision of what may be called “account- 
ability” accounts, that is to say records suitably devised for the 
scrutiny of receipts and payments in relation to the estimates, by 
the Public Accounts Committee, the Comptroller and Auditor Gen- 
eral, the Treasury and the responsible officers in the various depart- 
ments, in order to ensure the authenticity of each item and its 
accordance with the sanctioning of parliament. This is the basic 
requirement of all government accounting, and it is a necessity for 
a democratic order that nothing be done to impair the means of con- 
trol exercised by the House of Commons over public spending. 

(b) Secondly, the published accounts should serve to inform the public, 
as promptly and plainly as possible, of the essential facts about the 
national finances. For reasons already indicated, this objective has 
grown in importance, particularly in the last forty years, but for 
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associated reasons, it has become all the more difficult to fulfil. A 
fundamental part of the problem is how to achieve simplicity in 
final accounts representing a great complexity of operations. 

(c) Thirdly, some critics argue that it is not enough, when expenditure 
has reached the scale recorded in modern times, to ensure that . 
nothing is spent without parliamentary authority. The Accounts of ; 
a given department, they suggest, should also be so designed as to 
furnish material on which the responsible officers of that depart- 
ment, and of the Treasury can judge whether a particular service 
is being provided at the minimum cost within the requirements of 
efficiency. 


(d) Fourthly, as in business, so in government, accounting material is 
now-a-days thought to have useful qualities as one of the guides 
available in formulating policy and carrying it out. The acceptance 
by government of responsibility for maintaining healthy condi- 
tions in the national economy—particularly for securing a “high and 
stable level of employment’”—and the scale or range of government 
operations make it imperative that close watch should be kept upon 
the immediate and secondary effects of government outlays, the 
raising of revenue, borrowing or the repayment of debt. In this 
process, much reliance must be placed upon analysis of government 
accounts. 


(e) Finally, more advanced requirements are being urged in the inter- 
est of skilled interpretation of the position and prospects. For our 
part, we accept it as desirable that experts outside the government 
service should be provided with material adequate for analysis of 
past events and current trends and assessments of the future. As to 
the past events and current trends, two particular demands should 
be noted: that of the monetary analyst, to whom cash movements 
and the influence of government operations on monetary condi- 
tions are of primary importance; and that of the more general econ- 
omist concerned with such matters as the maintenance of equilib- 
rium between saving and capital investment, and the amount of 
new investment at home or abroad undertaken by the government 
or its agencies. As to the future, it is argued—primarily in the — 
interests of a regard for the taxable capacity of future generations 
and the burdens to be borne by them—that a system of accounts 
should be installed which would assess and display clearly the 
capitalized long-term and other deferred liabilities of the govern- 
ment (including actuarial computations of pension and similar com- 
mitments). Indeed, some would go further and advocate also the 
recording of fluctuations in the current value of government assets 
of every kind.” 


7. The United Kingdom Committee went on to point out that the mere ~ 
recital of these groups of purposes—whether or not every one of the questions 
asked of government accounting is capable of satisfaction in any manner that 
will convey a definable meaning—is sufficient to engender grave doubts whether 
all of them could be met by the automatic outcome of a single set of accounting ~ 
processes and records. It noted that it had been pointed out to it that while an . 
accurate account, subject to audit, is indispensable for the purposes of parlia- 
mentary control, what may be called accounting statistics are sufficient for 
some other purposes. 


8. The United Kingdom reports present a concise accounting for expendi- 
tures from parliamentary grants. Moreover, and perhaps of greater importance, © 
f 
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they are designed to give Members of the House of Commons information on 
matters that they might wish to have studied in more detail in the course of 
the deliberations of the Public Accounts Committee. On the premise that the 
annual financial report should not only present an adequate accounting of. 
parliamentary grants, but should also point out any unusual features resulting 
from the administration of those grants, some of the features that the United 
Kingdom report brings to attention are 

(1) explanation of the causes of variations between expenditures and 

grants; 


(2) notes on particular features of the accounts; 
(3) accounts of grants-in-aid and funds; 


(4) details of loans, gifts, extra contractual payments, ex gratia awards 
and unvouched expenditures; 


(5) losses and compensation payments; and 
(6) write-offs and claims abandoned. 


9. On the other hand, the United Kingdom report makes no reference to 
the salaries or travelling expenses of individual officers and employees, pay- 
ments to contractors, or descriptions and amounts of construction projects. 


MINUTES OF PROCEEDINGS 


WEDNESDAY, March 10, 1965 
(43) 


The Standing Committee on Public Accounts met this day, in camera, at 
9.35 a.m. The Chairman, Mr. G. W. Baldwin, presided. 

Members present: Messrs. Baldwin, Cardiff, Forbes, Francis, Harkness, 
Leblanc, Muir (Lisgar), O’Keefe, Nowlan, Regan, Ryan, Stefanson, Tucker, 
Wahn (14). 

In attendance: From the office of the Comptroller of the Treasury: Mr. 
H. R. Balls, Comptroller of the Treasury; Mr. Walter Johnson, Director, 
Accounting Services Branch and Mr. J. S. Sutherland, Chief of the Public 
Accounts Division. And Mr. G. A. Long, Acting Auditor General. 

Mr. Baldwin made an oral report of the meeting of the steering sub- 
committee of February 23 and advised that the Auditor General would submit 
a “follow-up” report to the Main Committee, and also that if time permitted, 
officials of the St. Lawrence Seaway Authority would be called. 

The Committee resumed consideration of the “draft” report presented by 
the subcommittee on form and contents of the Public Accounts. 

The Chairman called Mr. Balls, who in turn introduced his officials, Messrs. 
Johnson and Sutherland. 

Mr. Balls made a statement relating to the background of the study by 
the subcommittee, and was examined thereon. é 

At 11.00 a.m., the consideration and amendment of the “draft”? report still 
continuing, the Committee adjourned until 3.30 o’clock this afternoon. 


AFTERNOON SITTING 
(44) 
The Committee resumed, in camera at 4:00 p.m. The Chairman, Mr. G. W. 
Baldwin, presided. 


Members present: Messrs. Baldwin, Berger, Cardiff, Cété (Chicoutimi), 
Forbes, Leblanc, Legault, Mandziuk, Muir (Lisgar), O’Keefe, Nowlan, Pilon, 
Rondeau, Ryan, Saltsman, Stefanson (16). 


In attendance: Same as at morning sitting. 
The Chairman introduced Mr. Saltsman, a new member of the Committee. 


The Committee resumed discussion of the “draft” report on the form and 
content of the Public Accounts with Mr. Balls supplying additional informa- 
tion, and following its consideration and amendment, was adopted and the 
Chairman ordered to present it to the House as the Committee’s Ninth Report. 


: The Chairman thanked the members of the subcommittee for their diligent 
efforts. 


At 4:30 p.m., the Committee adjourned to the call of the Chair. 


M. Slack, 
Clerk of the Committee. 
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